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INTRODUCTION

1, the Chairman, Public Accounts Committee, having been autho-
rised by the Committee, do present on their behalf this Two Hundred
and Ninth Report on Paragraph 29 of the Report of the Comptroller
& Auditor General of India for the year 1973-74—Union Government
(Civil), relating to Export of Leather.

2. The Report of the Comptroller and Auditor General of India
for the year 1973-74—Union Government (Civil) was laid on the
Table of the House on the 30th April, 1975. The Committee examin-
ed paragraph 29 of the said Audit Report at their sittings held on
the 14th and 15th July, 1975. The Committee considered and fina-
lised this Report at their sitting held on the 23rd March, 1976.
Minutes of these sittings form Part II* of the Report.

3. A Statement showing the main conclusions|recommendations
of the Committee is appended to the Report (Appendix V). For
facility of reference these have been printed in thick type in the
body of the Report.

4, The Committee place on record their appreciation of the
assistance rendered to them in the examination of the subject by the
Comptroller and Auditor General of India.

5. The Committee would also like to express their thanks to the
officers of the Ministry of Commerce for the cooperation extended by
them in giving information to the Committee,

New DELHI;
March 24, 1976.
Chaitra 4. 1898 (Saka).

H. N. MUKERJEE,
Chairman,
Public Accounts Committee.

*Not printed. One cyclostyled copy laid on the Table of the House
and five cyclostyled copies placed in Parliament Library.
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CHAPTER 1
INTRODUCTORY

India has the largest livestock population in the world. Accord-
ing to 1972 census, India possesses 179 million cattle, 58 million
‘buffaloes, 68 million goats and 40 million sheep.

1.2. Despite having the largest livestock population, India’s share
in world leather exports is barely 20 per cent. During the last five
years, the proportion of India’s leather exports to its total exports
ranged between 5 to 9.5 per cent only, indicating significant un-
explored potential for export of leather and leather manufactures.

1.3. Sixty one per cent of the leather exported is in the semi-
finished form. There are two main varieties of semi-finished
Indian leather, viz., East India Tanned (E.I.T.) and Chrome
Tanned Wet Blue. The E.I.T. process is a process of vegetable
tanning. It was introduced in Madras (now Tamil Nadu) about two
centuries ago. It has been perfected with considerable local skill and
raised to the level of an art. This process is peculiar to India and
cannot, it is understood, be duplicated elsewhere. The main centres
of E.I.T. process ase in and around Madras. There are certain other
centres like Ambur, Vaniyambadi, Erode, Dindigul, Tiruchi in
‘Tamil Nadu. There are some tanneries around Bombay notably at
Dharavi also.

The Chrome Tanning process is of comparatively recent origin in
India. It is a system of tanning with chemicals. The important wet
blue centres are at Kanpur, Agra, Calcutta and Madras. J

1.4. There are 433 tanneries in Tamil Nadu, 200 tanneries in Cal-
cutta and roughly 25 in other States. India has about 35 finished lea-
ther units in the organised sector (concentrated in Calcutta, Kan-
pur and Madras) and 200 in the unorganised sector (mostly in Cal-
cutta).

1.5. Indian semi-finished leathers are known for their toughness,
tensile strength and preservation properties..

1.6. An important characteristic of the leather industry in India
is that it is highly decentralised. The production in the large scale
sector accounts for no more than 10 to 15 per cent of the total pro-
duction of tanned hides and leather footwear. It has a preponder-
ance of small tanneries. The Leather Industry is labour intensive
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About 850,000 people are employed in different branches of this in-
dustry:

Progress in Plan Periods

1.7. Leather industry did not make much headway in production
and exports during first three Five Year Plans and it was only during:

the Fourth Plan that a break-through was achieved. Plan Targets
and achievements are enumerated below: —

PRODUCTION
Tanned Leather Export
Hides Footwear of
Skins (Muillion Leather
«Million Paurs) Footwear
Piecss) (Million
Pairs)

ot

Target  Achieve- Target  Achieve-

Target Achicve-
ment ment

ment
Rirst Plan 460 46-0 91°0 88 s oS I's
Second Plan 50°0 476 102°0 102°0 ;A-% 25
Third Plan 52°0 691 140°0 14070 4% 40
Pourth Plan . 939 102 8§ 20¢°0 200-0 1012 79

1.8. The aim of the Fourth Five Year Plan was to:—

(a) utilise the available raw hides and skins for tanning pur-

poses and also to further ‘process them into finished
leather:

(b) meet the domestic demand for leather and leather articles
fully; and

(c) export as much of leather footwear and leather articles
as possible to earn valuable foreign exchange.

1.9. The Ministry of Commerce was asked to indicate the csti-
mates of leather export both in terms of quantity and value as
envisaged in the 5th Five Year Plan.
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The Committee have been informed as follows:—

“The following are the estimates of leather exports in terms.
of value envisaged for the 5th Five Year Plan 1974-75 to

1978-79,
(Rs. in crores)

Years E. L Wet Finished Leather Footwear Total

Tanned Blue lcather goods compo-

nents
1974 75 . . 92 60 30 10 15 205
1975-76 . . 90 50 60 20 1c 250
1976-77 . . 6s 35 100 40 60 300
1977-78 . . Al 25 150 55 90 370
1978-79 . . 40 20 205 65 120 450

Quantitative .argsts arc not indicated”.

Studies in Export Promotion

1.10. Conscious of the need for higher unit value realisation for
export, Government have been trying since 4th Five Year Plan
to change the pattern of export from semi-processed hides and
skinsg to finished leather and leather products. The first compre-
hensive study about export potential of leather was made bty the:
Gokhale Institute of Politics and Economics. Poona in conjunction
with the Central Leather Research Institute, Madras. In their Re-
port submitted in 1969 the promising potential for export was em-
phasised. The strategy recommended for increasing exports in-
cluded amongst others the following measures:—

(a) diversification of products and markets,

(b) obtaining higher unit value through improvements in the
quality of the products.

(c) building up of infrastructure,

(d) collection and dissemination of Overseas Market Intelli-

gence, i

(e) setting up of (i) Common Facility Centres (ii) Raw Mate-
rial Banks (iii) Leather Goods Centres (iv) Design Cen-

tres (v) Marketing Agency for Small Scale Units (vi)
finishing Units.
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(f) Incentives to the Entrepreneurs,
() Re-structuring of Leather Industry,

- (h) Modernisation of Slaughter Houses, etc.

"

1.11. Another Committee was appointed in July, 1972 under the
Chairmanship of Dr. A. Seetharamaiah to make a comprehensive
study of the question of promoting Indian exports of leather manu-
factures. The Committee was asked inter alia:—

(i) to examine the necessity of reducing the export of E.I.
tanned and chrome tanned hides and skins,

(ii) to suggest measures for speedier switch-over of exports
from semi-processed hides and skins to finished leather and
leather manufactures.

(iii) to consider the impact of export ceiling on short-term
and long-term earnings of foreign exchange.

(iv) to examine whether the exerﬁption of the tanning indus-
try from the provisions of Section II of I (D&R) Act
will help in increasing exports.

(v) to identify the steps to be taken for the mechanisation of
the leather industry for increasing export production.

(vi) any other relevant matter connected with the export of
leather and leather manufactures.

1.12. The Seetharamaiah Committee suggested a number of mea-
sures for promoting export of leather manufactures. Its main re-
commendations were: restriction on export of semi-finished leather.
cash subsidy to the extent of 15 per cent against the exports of
finished leather and creation of infrastructure. The Committee
worked out that the investment required for setting up of the in-
frastructure including land, building and machinery for conversion
of 75 per cent of the exports of semi-processed hides and skins dur-
ing 1971-72 would be about Rs. 60 crores with a foreign exchange
component of Rs. 10 crores. The additional foreign exchange earn-
ings by export of finished leather would be about Rs. 90 to 95 crores,
per annum. In case a portion of the finished leather is further con-
verted and exported as leather footwear and other leather goods, the
foreign exchange earnings would be, it was pointed out, still higher.

1.13. The need for exporting leather in finished form was also
emphasised in 1974 by the United Nations Committee for Trade and
Development. Its study on the marketing and distribution system
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for hides and skins, leather and leather footwear pointed out that
a country’s foreign exchange earnings on account of hides would
increase by 136 per cent if exported as finished hides instead of as
raw hides and that of skins to 186 per cent if exported as finished
skins instead of as raw skins. The study also observed that “gene-
rally speaking, it can be said that these earnings also tended to in-
crease with each degree of processing in the countries studied”.

1.14. These are some of the basic background facts which should

be kept in mind in any examination of the problems and prospects
of our leather industry.



CHAPTER 11

EXPORT OF LEATHER

Audit Paragraph

While international trade in leather has traditionally been domi-
nated by certain countries, a number of others have also been
exporting sizable quantities of leather, particularly in semi-
finished form—viz., Argentina, Brazil. China, India, Nigeria,
Pakistan, Uruguay, etc.

2.2. An important consideration which governs the leather ex-
export policy of many countries is the relative unit-value which
can be realised on the export of leather in its various forms,
viz.,, raw, semi-finished, finished or as manufactured goods. Every
additional process undertaken within the exporting country adds
to the value of export product, and is therefore expected to yield
higher earnings of foreign exchange. According to a joint study
made by the Gokhale Institute of Politics and Economics, Poona,
and the Central Leather Research Institute., Madras, in 1969,
tanning is expected t0 add 51.78 per cent to the value of raw
hides and skins, while tanning and finishing would add 6243
per cent in Indian conditions. Thus, finishing of tanned leather
would add about 7 per cent to its value. The above study. how-
ever, pointed out that this might be an under-estimate, and supposed
that in the case of cattle and buffalo hides as well as calf skins the
value added by finishing tanned leather might be taken as 10
per cent, while in the case of goat and sheep skins it could be
as high as 50 per cent in some cases, and about 25 per cent on an
average.

2.3. India has the largest livestock holding in the world, with
a total of about 348@ million heads of cattle, buffaloes, goats and
sheep. Its share in world lcather exports was estimated in 1972
to be nearly 20 per cent. The proportion of India’s leather (semi-

@ According  tn 1972 Census, India's livestock  population  was
estimated as 345.225 million.
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finished, finished manufactures, etc.) exports to its total exports in
the last few years has been as follows:—

Year India’s India’s Propor-
leather total tion of
exXports exports leather
(s, in (Rs. in exports

crores) crores) to totel

exports
(per cent)

1967 68 . . . . . . 61-12 1198-70 < 10
1968 69 . . . . . . . 8016 13§7°90 590
1969-70 . . . . 89-44 1413-30 6-33
197C-71 . . . . 82:20 153§5°20 535
1971-72 100 89 1608 20 621
1972-73 . . . 187-1¢  1960°90 954
1973-74 . . . . . . . 18618 2483-22 7 €0
1974-75 (L) . . . . . . . 162:26 330414 49
1975-76 (L) . . . . . . . 78-8% 2689 45 29

{(April—Auvgust)

2.4. The export of hides and skins in raw form has been pro-
gressively reduced by Government orders during the last two

decades. The exports of hides and skins during the five years
ending 1972-73 were as fallows:—

(Crores ot Rupees)

*1965-69 530
% 19h9-TD . . . . . . . 8 40
*01920-71 380
0137172 070
se1gy-T3 090

2.5. The Committee on Development of Leather and Leather
Manufactures for Exports (set up in July 1972) recommegnded
(Mecember 1972) that export of hides and skins should be banned.
Export of hides and skins was banned (except for lamb fur skins)
from January, 1973

*Economic Survey 1971-72
eoiconomic Survey 197373
(£} Informatior relatng to the vears, 1974-75 and 197§-76 is not coptained in the Au it

Patagraph but wav obtaine! from the Ministry of Commeree.  [tis not vetted in
Audnt.



2.6. There are two main varieties of semi-finished India leather:
(i) E.LT. (East India Tanned) and (ii) chrome tanned wet blue. The
E.I.T. process, which is a system of vegetable tanning, was intro-
duced in Madras (now Tamil Nadu) in the British days more than
two centuries ago, and has been developed with considerable local
skill. There are a few E.LT. tanneries in Maharashtra also. The
chrome-tanning process, which is a system of tanning with chemicals,
is of comparatively recent origin in India. The important wet blue
centres are in Kanpur, Calcutta and Madras. India semi-finished
leathers are in great demand in world leather markets, in view of
their toughness, tensile strength and preservation properties, and
also the excellence of E.L'T. process which is unique to this country.

2.7. Tamil Nadu accounts for more than 70 per cent of the total
leather exports from India. The leather industry is highly decentra-
lised. It was estimated in 1973 that about 75 per cent of E.I'T. leather
comes from cottage and small scale industries. According to an esti-
mate published in March 1974 in the magazine ‘Leathers’ of the Lea-
ther Export Promotion Council, there are 433 tanneries in Tamil Nadu
(67 in the large scale sector, 13 in the organised sector, and 234 in the
unorganised sector), about 200 tanneries in Calcutta, and 25 in other
States like Andhra Pradesh, Karnataka, Maharashtra, Punjab and
Jammu and Kashmir. The estimate published in March 1974 men-
tioned above indicates that there are about 35 finished leather units
in the organised sector (concentrated in Calcutta, Kanpur and
Madras), and 200 units in the unorganised sector (mostly in Calcutta).
About 8.5 lakhs people are said to be employed in India in the leather
industrv, mostly in the house hold sector.

2.8. Exports of various categories of leather during the last six
years were as follows. Further details showing quantities, value
and unit value realisation from 1969-70 onwards are shown in Appen-
dix II).

(Rs. crores)

—— —

Year E.L'T. Chrome Reptile Finished Leather Leather Furs Tutol

feather tanned skin leather footwear gocds

wet blue and and
Compo- leather
nents manufac-
tures
1 2 3 4 5 6 7 8 9

1969-70 4976 2720 1-40 2715 745 1258 023 89 44

1970-71 . 4474 24 50 o 76 1-58 92§ 136 0-o1 82 20




1 2 3 4 5 6 7 8 9
1971-72 . 6427 2177 08§ 360 873 199 003 10089
1972-73 . 10110 52°04 0-67 16:-64%% 10°27 3 60 2°83 187 15
1 73-74 . 85.60 62.38 1.38 16.48** 11.30 6.17  2.87 186.18
974-75@ . 61'03 40°73 1 3022 1745 12°83 t 16226
x9z§gf_@Au“) - 3307 1674 t 17770 695 442 1 78-88

*The exports of furs and reptile skins have not been indicated asthe same are not

covered by the present Jeather quota policy. For the ifurs, there is no banon ;ts
export in raw condition.

The export of reptile skins is controjled by the Ministry of Agriculture.

*¢Includes crust leather exports as well.

2.9. Till the mid 1950’s, the main outlet for Indian E.I.T. leather
was the United Kingdom. But since then the destinations have been
diversified to include countries like Belgium, France, Italy, Japan,
West Germany, etc.

* » * *
[Para 29 of the Report of the Comptroller and Auditor General of
India tor the yvear 1973-74 Union Government (Civil)]

A. EXPORT OF LEATHER

(i) Capacity for production of Finished Leather

2.10. Against an estimated requirement of capacity for the pro-
duction of finished leather from 2.7 million Nos. of hides and 24.7
million Nos. of skins. the total approved capacities up-to-date is to
the extent of 4.27 million Nos. of hides and 31.8 million Nos. of skins.
as per £ details given below: —

(Figs. Million Nos.:

Hides Skins

(1) Qaata for export of semi-procxsed lzath:r during 1973-74 9°3 59°§

(2) 75" of the existing production of semi-processed leather
1o be converted to finished lvather . . . 73 43°0

@Information relating to the years 1974-75 snd 1975-76 1s not contained in the Audit
aragraph but was obtained from the Min. of Commerce. It is not vetted in Audit.

*Reulates to pottions of Aud’t Paragraph which have been reproduced and dealt with in
Chapters III on quota System and éhaptcr IV on Air Freight Subsidy.

(£) Not vetted in Audit.
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Hides Sking

(3) Aiditional availability by 1978-79 . . . 33 47

(4> Aliitional capicity for finiched leather to be created by
1978-79 (24-3) . . . . . . . 10:6 497

(5) Conversion by existing manufactures of semi-finished lea-

thers including finishing centres . . . 7°9 250
(6) Capacities available for expansion and new units (4—$) 27 247
(7} Expansion of 7 existing units . . . . . 097 50
/8) Lic:nc:s issued to 10 new units . . . 09 98
{9) Letters of Intent issued to 29 units . . . 24 17'0
{10" Total approved capacities 77 +-84.9) . . . 427 31-8

2.11. According to the Ministry of Commerce there is no further
scope for creation of capacities for finished leather for the time being.

2.12. The following " is the existing capacity utilisation of the
finishing/manufacturing units borne on the registers of the D.G.T.D.:

(Pcrecentage utilisation)

Licensed Licensed  Total Irstallld Liccrsad  Total Irstalicd
. capaity capacity licersed  copacity  capecity  licersed cipacily 9
of the urder capacity of the capacity?
urits in  implemen- cxistitg
production tation units9;

(Pigures in Million Pieces)

Finished
leather
from Hides 443 09° 96 5 40 5-08 58 46 51

Firished
leather
from Skirs 6 50 9:80 1630 15-51 100 40 42

(NoTE.~Installed capacity for finished leather ir cludes the sdditior sl cepacity corves-
ted by the existing urits from semi-firished to firishca leather)

2.13. The Committee have been informed by the Ministry of
Commerce that the exact figures of production of small scale sector
are not available. It is, however, estimated that there is a capacity
of 3.5 to 5 million pieces of hides and roughly 5 million pieces of
skins in the small scale sector for finished leather. Thus total instal-

*[ncludes the blankct_ g _p:“rmmmnxg:—\:;; ﬁto“thcrpm_dt_xé-crr of scmi-finished hides and
skins fr conversion into finished lesther without obtaining a fresh licence .
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led capacity for finished leather both in thedarge sablejand small
scale sectors maye be taken as 8 to 10 million piesas.£f8om shides and
20 million pieces from skins.
Loomne’ Lod SR
2.14. The following promotional steps are beingitaken by GoesR~}

ment for the establishment of capacity for production. of finisised
leather and leather products: T ¥ Y F

(i) The Department of Industrial Developmenz hfag zlslsﬁ:a{i 'Q‘
Press Note that all manufacturers of semi-finishedjeather
can now instal capacity to manufactune finished-leather to
the full extent of their semi-finished capanity, without
having to obtain licences for the purpoee.

(ii) In the import policy for registered e:fpor‘tepﬁ;‘fhere is a
provision that against the 3 per cent impdrf f8ptenishment
allowed against export of EI. tanned and‘¢htéthe tanned
hides and skins, at least 2/3rd of the import replenishment
has to be compulsorily utilised for the import-of machi-
nery, tools and equipment required for balancihg, moder-
nisation and various expansion prograrf{x'rx'gé. . d:

(iii) In 1973, a list of machinery was drawn ' p “%hich was
allowed to be imported by registered exportfrs against
their REP. licences, without having to"go % D.G.T.D.
every time. To meet the need of the cliznging-situation a
comprehensive list of machinery reqgiiféd for*the manu-
facture of finished leather and leather éodﬂs a¥fid footwear
has been drawn up in consultation 'with theMinistry of
Industry and Civil Supplies. Tt egnA

(iv) the list of chemicals and dyes which Tfe allowed 10" be
imported in the shopping list against replepishment licen-
ces has been expanded. w2t

T T Ft
(v) new units are being allowed from the stage pf semi-pro-
cessed leather for the manufacture of finished Jeather with
substantial export obligation. oA

(vi) proposals for licences, foreign collaborations and C.G. im-
ports are actively pursued by the Ministry with™ comern-
ed Ministries. ~ - rrogil

-y ) [N ‘J'ﬂ
(vii) S.T.C. are taking steps for creation of bonded wgrehousg
where chemicals and dyes could be imported 6t Bistribu-
tion to the manufactures of finished le:dtﬁér‘ and leather
2815 LS—2. *
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goods. A similar facility has been permitted to a party
in Madras for the benefit of the trade.

2.15. The Committee asked whether as recommended by
Seetharamiah Committee, Government had issued a public notice
inviting applications for setting up units for production of finished
leather based on chrome-tanned leather as raw material. In reply,
the representative of the Ministry of Commerce stated:

“On this point regarding applications, we took two steps. We
brought to the notice of the Export Promotion Council of
which all the exporters are members that they should
avail themselves of this opportunity. Both the Councils—
Madras and Kanpur—conveyed this information to their
constituents to apply for these production facilities and
machinery. Again on 4th September, 1973, the Govern-
ment issued a press note saying that the conversion of
capacity for the manufacture of semi-finished leather to
the production of finished leather can be automatic up to
the extent to which they are already registered and that
they would also not require any special licence for the
production of finished leather. There are as many as
about 71 items. 22 items are for tanning machinery and
37 are for footwear machinery; 7 items are for leather
goods machinery and 3 items are for additional machinery
for leather footwear. All are cleared on en block basis
ag eligible for import for purposes of setting up these pro-
duction facilities.”

Asked whether the result had been commensurate with the efforts
stated to have been made, the witness said:

“The result, as ]I said, has been catching up....Seven units
have been issued industrial licences and some of them
have actually gone into production. There is one unit
called State Tanner in Rajasthan. One unit is in Haryana.
There is one unit each in Hyderabad and Madhya Pradesh.
In Madras, there is one unit called BOKIA LEATHER.
There are two units in Calcutta.”

2.16. The Committee enquired when the units which were given
licences went into production and what had been their year-wise
production. In reply, the witness stated:

“These have been just set up. Some of them have commenced
production; some of them are about to commence produc-
tion. But there is no sizable production.”
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(1) .Exports of semi-finished and finished Leather’

., &17.. The Committee wanted to know why total leather
(semi-finished, finished and leather manuiacturers _etc.) which had
reached a peak level of Rs. 187.15 crores in 187273 had declined to
Rs. 186.18 crores in 1973-74 and then to Rs. 162.37 crores in 1974-75.
In reply, the representative of the Ministry of Commerce stated that
the decline in exports in these years was due to international reces-
sion. Chairman, Leather Export Promotion Council, Madras was
stated to have expressed the same view in October, 1975 in the
Magazine, ‘LEATHERS’ stating that “overall drop in exports in 1973-
74 and 1974-75 was due to adverse international conditions.”

2.18. The Committee enquired why there was decline in volume
of the export of ‘finished leather’ from 138.88 lakh Kgs in 1872-73 to

43.99 lakh kgs in 1973-74. In reply, the representative of the Minis-
try of Commerce stated:

“The point is that the figures that are furnished include what
is called crust chrome leather and by mis-classification it
was added to the finished leather. If the finished leather
is excluded from the crust leather, then theé’figures will
give a much more correct, realistic and appropriate pic-
ture, even though the unit is best expressed as Sq. metre
or deci-metre, if I do this, for the year 1972-73 even on Kg
basis, the figure for crust leather is 121.52 lakh kilograms
and finished leather is 19,73 lakh kilograms.”

2.19. Asked how there could be a sudden jump in exports of
<hrome tanned leather from 143.77 lakh Kgs. in 1971-72 to 409 lakh
Kgs (287.31 lakh Kg. plus 121.52 lakh Kgs which was stated to have
‘been wrongly classified as ‘finished leather’), the witness clarified:

“In the year 1972-73 there was a great deal of leather boom.
It was also the period when other competing sources like
Argentina, Pakistan and other countries had applied their
brake on the export of semi-finished leather. Therefore,
there was a great demand for semi-finished leather and
our trade was anxious to take the maximum advantage
out of this. Therefore, it reached the peak in the year
1972-78."

"



. . &4
(iii) Unit Vaolue Rea¥sttions -

19 96" The thit‘value réansation on exports of Var‘ioﬁs it'ems of
Iéh‘ther hatl been al under“— ‘
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: E.LT. Chrome . Finished i’ Leather '
Year , . tanned . leather footwear .
: “Rs. " Rs. Rs. Rs.
: per peis:r.
per Kg.
1969-70 . . . 2536 20°63 30°43 1166
1970-71 . . . 2283 17-76 20°73 1339
| 1971-72 . . . 25°¢C3 15° 14 21-29 11-66
1972-73 . . . 33-38 18- 11 11-98 13:°04. -
197374 . . . 47-08 32288 374s 1310
1974-75 . . . 44-00 35-00 . b

sInformation not aviilable.

' 2.21. As regards 1975-76, exports of E.]. tanned and Chrome tan-
ned are stated upto August, 1975 to have resulted in unit value reali-
sation of Rs. 40.00 and Rs. 33.5 per K.G. respectively.

2.22. The Commitiee referred to the fact that as against the finish—
ed leather of 16.91 lakh Kgs. exported in 1971-72 and unit value rea-
lisation of Rs. 21.9 per K.G., the quantity of finished leather export-
ed in 1972-73 increased to 138.88 lakh Kgs. but the unit value had gone
down to Rs. 11.98 per K.G. and enquired as to what was the reason
for lesser unit value realisation on exports of finished leather in
1972-73. In reply, the witness stated:—

“I would like to explain this. This was going on all along.
After all, our exports of finished leather were not very
high and they were indicating it in terms of Kg for quite-
a long time, and perhaps, proper attention was not paid to
it. When we started looking into the policy of export of
finished leather etc. this was brought tfo our notice.
Some of the exporters, on this point, wanted to make out
a case saying that this policy was wrong because the semi-
processed leather was fetching a more unit value than the
finished leather. That arose because of the misunder-
standing and perhaps, some people wanted to make use of
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* it:'-Now this error: hias been corrected and it will be proved
- that ‘the finished leather fetches a higher unit value than
/i the semi-finished leather. Now, we have  requested the
- DGCT & S to'indicate it in square decimeters and I hope
- that tlrus will give the correct unit value.”

1

2 23 Asked if the figures of unit value realisation would be re-
<ast on scientific lines for earlier years also i.e. from 1969-70 to 1974-
75, the witness stated:—

“It would be very cumbersome, and it would be a trouble-
some administrative exercise.”

2.24. Asked what were the products which yielded the highest
units value, the witness stated that leather garments, leather goods
and shoe uppers had the highest added unit value.

qiv) Export of Goat and Sheep skins

2.25. The Committee wanted to know if any special efforts were
being made to export goat and sheep skins which were among the best
'in the world. The Ministry of Commerce stated, in a Note, that: —

“India is the largest exporter of goat skins in the world although
the 'largest producer is the People’s Republic of China.
India’s goat skins and sheep skins are noted for their high
quality. Nearly 80 per cent of our goat and sheep skins are
being exported. The quality of these  skins is good
because these are mostly from slaughtered animals unlike
“the cow and buffalo hides which are from naturally dead
‘animals. Goat and sheep skins—both in EI and wet
blue form—constitute the major portion of our leather
exports. So whatever policy measures we have taken in
respect of hides and skins, these mamly help goat and
'shcep skins.”

226 As regards arrangements for collection of sheep ang goat
skins, it was stated that:—

“Hides and skins are being collected from villages. There are
curing centres where these hides and skins are collected
and cured. There is also a Raw Hides and Skins Improve-
ment Society which pays attention to proper preservation
of hides and skins. The Leather Export Promotion Coun-
cil, Madras have also paid attention to this problem

“-through their Research and Development Cell with the
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help of the Central Leather Research Imstitute. Such steps
imprave the quality of hides amd skins, particularly goat
and sheep sking in the Indian context. Better quality
skins would mean higher exchange eagnings. Indian
goat and sheep skins fetch high prices in the international
markets as compared with similar skins from other com-
peting countries.”

(v) Export of Reptile skin

2.27. The Committee asked whether during the last two to three
years, the export of reptile skin as semi-finished goods had increas-
ed while that of reptile skin goods as finished goods had reduced
despite Government'’s policy of encouraging export of leather in
finished form. In reply, the representative of the Ministry of Com-
merce stated:

“There are two varieties of reptiles, poisonous and non-poiso-
nous. In the case of poisonous reptiles, there is a total
ban. For the sake of wild life preservation, the Govern-
ment has been advised by the Wild Life Board that we
should not at all allow the export of skins of poisonous
reptiles. There is a total ban on the killing of poisonous
reptiles. In the case of non-poisonous reptiles, an ecologi-
cal balance has to be struck. The snakes have a func-
tional role to play to kill rats. Otherwise our agricultural
crop will be very much affected. The Ministry of Agri-
cujture has been insisting on having a quota of non-
poisonous snake skins also. They have put it at 3 lakh
pieces. There has been a reduction from 5 lakh pieces to
3 lakh pieces. This year, they are not inclined to allow
anything at all. We agree that there should be progres-
sive reduction in the quota but we cannot do away with
it completely at one time. So far as reptiles are concern-
ed, there is a definite policy that we should not encourage
their killings.”

2.28. Asked whether we could not have greater realisation of ad-
ded value by exporting reptile skin goods instead of reptile skin it-
self, the Commerce Secretary replied:

“The Agriculture Ministry in consultation with the Wild Life
Board has been insisting on a total ban on export of rep-
tile skins and goods made out of reptile skins. We have
been telling them that this can be done only gradually,
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ot overnight. This is a very valuable suggestion that if
we do allow it, it should not be in the form of skink but
it should be more in the form of goods.”

229, The Committee find that though India has the largest live-
stock holding in the werld with a total of about 345 million heads of
cattle, buffaloes, goats and sheep, its share in the world leather ex-
ports is about 20 per cent. The proportion of India’s leather exports
to its total exports since 1967-68 has ranged between 5 to 9 per cent
only, The Committee see no reason why with concerted measures
it should not be possible to step up leather exports, preferably in the
finished form, in the years to come so that India which has the lar-
gest live-stock holding in the world can take its rightful share in the
export trade and earn the much-needed foreign exchange.

2.30. The Committee are perturbed to find that India’s leather
exports (semi-finished, finished, manufactures, etc.) after showing a
rising trend from Rs. 61.12 crores in 1967-68 to Rs. 80.16 crores in
196869 and Rs. 89.44 crores in 1969-70 (except in the year 1970-71
when there was a marginal fall in exports), and finally reaching a
record level of Rs. 187.15 crores in 1972-73, sharply declined to
Rs. 162.26 crores in 1974-75. The estimate of leather exports envis-
aged for the first year of the Fifth Plan i.e. 1974-75 was Rs. 205 crores
(vide Table in paragraph 1.9 of the Introductory Chapter of this
Report) and viewed against that target, there was a shortfall of 21
per cent in the achievement of leather export in the very first year
of the Fifth Five Year Plan. The estimate of leather exports for
the second year of the Fifth Plan (1975-76) is Rs. 250 crores. If
leather exports during the first five months of 1975-7¢ (Rs. 78.8 crores)
are any indication, export performance during the second year of the
Fifth Plan may also fall considerably short of expectations. During
evidence the Committee were informed that leather exports in 1972-73
had reached a peak level because of an international leather boom
and the fact that competing countries like Pakistan and Argentina
had restricted their exports of semi-finished leather. In the subse-
quent years of 1973-74 and 1974-75, adverse international conditions
of recession are stated to have set in and caused over-all drop in
India’s leather exports. The Committee feel that, as pointed out
Iater in Chapters III and V of this Report, poor export performance
in 1974-75 was partly due to Government’s attempts to quicken the
pace of the switch-over from exports of semi-finished leather to
finished leathgr and also to inordinate delay in creation of the ade-
quate infra-structure needed to sustain a growing trend in leather

m' 4
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;1 sndi She-Sommittee’s view, stable perspective plavning is a pre-
i mme‘m gnsuring effective and abiding participation in leather

exports. The Committee recommend that if the Fifth Five Year Plan

targets of leather exports, which appear to be modest enough, are to
.- J» ashieved, Goyernment should not remain comtent with a few
- prpmotional steps byt should seriously conmsider evolving a more
.-dynamic and comprehensive export strategy for the leather industry
; *and provide a wel] thought out package of faciiities to turn this in-
dusiry into an export oriented one. The leather industry, on its part,
will have to extricate itself from traditional moorings, shed its hide-
bound outlook, medernise itself and look upon exports not as a me-
chanism of escape from recession at home but as a basic commitment
to the national task-of achieving our rightful share in the interna-
tional trade in leather. Looking at the poor export performance in
1973-74 and 1974-75, Government should also consider whether it is
not time to draw ug-a Crash Programme to ensure that whatever
targets of leather exporis have been set are achieved in full in the
remaining tenure of the Fifth Five Year Plan.

2.31. The Committee are of the view that whatever export stra-
tegy is evolved by Government for stepping up exports of leather
and leather goods, it should be pragmatic enough to ensure a closer
link between the exporter and the producer because, in the ultimate
analysis, exports depend on a stable and efficient level of domestic
.production. The benefit of higher export earnings should percolate
‘to the producer at the field level instead of being siphoned off, as it
often is, by the merchant-exporter or big firms, and the producer
should feel metivated to turn out quality leather goods at economic
prices. The Committee trust that the task of the producer of leather
goods would be greatly facilitated if precise and detailed information
on latest market trends, market-wise export prospects, specifications

. of quality and designs of leather items in demand are made available
in time to enable him to pattern his production to suit the export re-
quirements. Properly surveyed market intelligence can indeed play
a crucial role in educating the leather industry about the export
potentialities.

232 From the details of the capacity for finished leather made
available to* the Committee, it is found that the presemt utilisation
‘of instalfed capacity for finished 'leathet from’ hidles and skins is only
51 and 42 per cent respectively and thit of Jeather footwear 60 per
cent, The Committee are gravely concerned ut such low utilisation,
and reconh'ﬂ snid that Governmetif should investigate the reasons for
such groqs und’er-uhlisation of capaclty for finished leather. The
Committed's urge that concerted measures for ensuring optimum utili-
sation of capacity should be adopted, for that alone can fulfil the
twin objective of meeting domestic needs and increasing export
earninvs,
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Ty ottt Wote" TRt the ‘expbit ol wm&um
w*‘”“*wcea i 03, 810" cFordd 't 19090 16/ RY. 0.9 cidren in 1972-
‘ "".hui J 1914 sl export Wb comletth burhod. One
5 fne’ "‘i.omnt’ ”’nbidurdtioﬂs governliig e leathef'éxport poliey
«of ‘many-céuntries appears to be the relative unit value ‘which could
‘he realiseci in its variuus forms viz raw, semx-ﬂnished, firished or as
'manufactured goods. A Joint study ‘made by ‘the Gokhale Institute
“of Politics*and Economics, Poona, and the Central Lejather Research
"Inst'ilute, Madras, in 1969 had shown that fanning was expected to
“add 51.18 per cent to the vaiue of raw hides and skins and the ‘fini-
shing’ would further add about 7 per cent to the value of tanned
leather. The study also noted that this was in some ways an under-
estimate and that in the case of goat and sheep skins value added
by “ﬁmshmg could be as high as 50 per cent in some cases, and about
25 per cent on an average. A subsequent analysis undertaken by
UNCTAD in April, 1974, indicated that “a country’s gross as well as
net Torelgn exchange earnings from the export of hides and skins
tend to increase with each successive stage of pro&assmg The Com-
mlttee, ﬂxerefore uphold Government’s policy of progressive reduc-
""tlon of export of hides and skins in raw of semi-finisheq form and

speclal encouragement ‘to export of finished leather and leather
manufacttires. : E ‘

2.34. The unit value realisation by Indian export of chrome
tanned leather ranged between Rs. 15.14 to Rs. 35.00 per Kg., during
1969-70 to 1974-75 but in the case of finished leather the realisation
was higher and ranged between Rs. 20.73 to Rs. 37.45 per Kg. Though
the semi-finished leather gave less unit value, the expert of semi-
finished leather in 1973-74 and 1974-75 was 9 and 3 times respectively
more than that of finished leather in terms of vaiue. It is true that
Indian semi-finished leathers are in great demand in World leather
markets in view of their toughness, tensile strength and preservation
properties, but since higher unit value is important, Government
should impress upon the leather industry to take up more vigorous-
ly the manufacture of such leather goods as fetch higher unit value,
e.g., shoes, garments, sport goods, bags, upholstry purses, etc. and
earn valuable foreign exchange for the country.

2.35. It transpired during evidence that while compiling statistics

of India’s leather exports the export of crust chroms leather of 121.52

lakh kgs. in 1972-73 was due to misclassification, included in the

v catggory of finished leather, thereby giving an altogether misleading
‘picture of the export of finished leather, which in 1972-73: was only
19.73 lakh kgs and not 138.88 lakh kes. Another fact which came-out

was that the country’s export of finished leathrer had all along been
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.exprosaed in terms of kilpgrams wheveas ’ anit of ‘
ment shonld have heen sguare meter or ﬁ&nohr ‘Tepresenta-
tive of the Ministry of Commerce admitted that as the exporis of
finished legther were not very high, proper attention bad not pethaps
been paid to this question. Howeéver, an mssurance was given that
_instructions had been given to the Director General of Commercial
Intelligence and Statistics to compile exports of finished leather in
terms of square meters or decimeters. The Commitiee regret that an
important point like the correct unit of measurement for quantifica-
tion of exports of finished leather had escaped the Ministry’s atten-
tion. Commercial Statistics should hereafter be compiled with grea-
ter care and be entirely reliable.

2.36. The Committee learn that while the Ministry of Agriculture
in consultation with the Wild Life Board insist on a total ban on the
export of reptile skin, the view of the Ministry of Commerce is that
sach export should not be banned all at once but should be progressi-
vely reduced. The Committee recommend that if and only if in the
over-all ecological and economic interests of the country reptile skins
can at all be exported, it should be in the form of goods made of such
skin but not in the raw or semi-finished form. This would result in
higher unit value realisation and greater foreign exchange income.

B. EXPORT OF FOOTWEAR

2.37. India produces about 200 million pairs of footwear annually.
During the Fifth Five Year Plan, an additiongl capacity of 100 million
pairs is envisaged. The Development Council had, it is learnt, sug-
gested the following sector-wise allocation for creation of this addi-

tional capacity:—

CaMil'gm Lar{e,m ol sn?]?:it.s“l ¢
pairs) Nos. Nos.
T 35 l.;—- 150
g5 (Irdian type Open Shoes) . 10 450
15 (Shoe Uppers) 150
........;.;._ ......720_....

100

2.38. The installed capacity of the Units borne on the registers of
the D.G.T.D. is about 23 million pairs only. Utilisation of installed
ap-cltyoftheaeunitsismtedtobearoundwpercent.
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. djz?xp Although exports of footwesr from India have grown con-
siderably in recent years (from 6 million pairs in 1969-70 to 10.5.
million pairs in 1974-75), even now India’s share of world trade in.
this field is estimated at around 2 per cent and export form about 5.
per cent of the country’s production of this commodity.

2.40. During evidence the Committee desired to know to which
countries leather shoes were being exported. In reply, the represen-.
tative of S.T.C. stated:

“The finished footwear mainly goes to the Soviet Union and"
East-European countries. I am dividing the finished foot-.
wear in two parts, the closed footwear and the open foot-
wear. The closed footwear mainly goes to USSR and other
East-European countries. A beginning has now been made
to export it to France and UK. in a fairly sizeable quantity.
This has been only a recent development. So far as the -
open footwear is concerned, that is, sandals, Kolhapuri and
other open sandals, we have now diversified the markets .
to include US.A., UK., West Germany and France also.”

2.41. The Committee enquired how the retail prices in countries:
to which India exported footwear compared with the retail prices:
prevailing in India. In reply, the representative of STC stated:

“I may submit that the retai] price is not the real guide in the -
pricing of the product because the retail prices in coun-
tries like USA, are very high because of cost of promotion
and distribution. We have to compare the landed cost of
the product in USA as between India and other exporting
countries. For example, in a recent study, it was brought
out that the cost of distribution and promotion of consumer
goods which includes footwear will be to the extent of 100
to 150 per cent. As between the retail price and the import
price, there would be a differential ranging from 100 to 150
per cent. So, our real criterion of judgement would be the -
landed price vis-a-vis India and other exporting countries.
You are quite right in saying that the retail prices in those .
countries are three to four times higher. That is because
of a chain of mjddle-men through which the product pas-
ses and the very high margin of profit that is imposed at
every level.”

® [ J [ ] -

“In regard to_the export of footwear to USSR our prices have
been highly competitive. They are also importing from.



- other countries, likeé WX, Italy, etc. ' ‘We: hnve a‘lso ‘tb"t‘a
- that into ‘aceount -as:to what prtces they can get fobtwear
from other -countries.” L via s Tt e
2.42. Asked whether export prices of footw‘ear left a ‘rédsonable
‘margin of profit, the witness stated:

“In regard to the closed footwear, we have been able to export
to USSR with a reasonable margin of profit over the cost
of production, that is, about 15 percent. That has been

- the pricing level with USSR who is the bulk importer of
closed footwear. In regard to other countries for expor-
ting open sandals, it is the competition from other coun-
tries that we have to take into account, not the cost of
production in the country itself. For example, the cost
of production in the USA will be very high but we have
to meet competition from Brazil, Argentina, Italy, etc.,
where they are able to export at a lower price.”

2.43. The Committee enquired if the prices of footwear in Soviet
Union were much higher than they paid for supplies from India. In
reply, the representative of STC said:—

“In the case of Soviet Union also, the retail prices may be
- three to four times higher. But we have to compete there
also with other supplying countries who export footwear.”

. 2.44. The bommittee desired to know if Gulf countries insisted
«on cheaper prices for Indian footwear and not s@ much on quality.
In reply, the representative of STC stated:—

“It is true that they prefer the cheaper type of footwear.
. Actually they are purchasing ankle and kneee boots from
India but Pakistan is a very strong competitor. If they can

get it cheaper from Pakistan, they switch over to buy the
same from there. In the case of Army Soft Wear leather

, goods, especially the bopts we have noticed the tendency

on their part to buy cheaper ones rather than to buy more

N sophxstlcated products.” . ,

245. As regards scope of exports of leather footwear to EEC coun-
tries the Committee understand that a combined Delegation of the
European Confederation of Footwear and Tanners which visited
1ndia frova 1st February to 15th February, 1878 at the tavitation of
‘the Staté Trading Corporation has kinted that’India could gradually
expand its exports of leathers and leather manufactures particularly
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ft:e@wear “up; rs” cﬂw challenging and sophisticated matkets of the-
by Ee'é‘ndi : qmlc ammunity.. ,Accm:lm to:the:Press veports, the
Sidte 4 Q

ition and the Delegation have agreed that posi--

t for encquraging. colleborative ‘or ‘participatory-
artanﬁeméﬁts between the Indian and EEC firms..

246, Asked'if Big business houses were being given licenses for

entermg the field of manufacture of ﬁ,mshed leather under the new
policy. the witness stated:. ,

L “Lately some firms had come to the Mmlstry of Industry to-
set wp finished leather units in the country. When this
matter came 'up, we immediately pointed out that all these
finished 1eather units, whoever comes, should be given an
export obligation and that export obligation must be
strictly enforced. This was done. The Industry Ministry
accepfed our plea and in all these big cases, Tatas and
others, there is an export obligation; 60 per cent obliga-
tion is there. The idea is that they produce 60 per cent
of finished leather and export it and the balance is used
within the country for further leather manufactures and
footwear, which will also find its export market. I do-
not think there was any intention at any one time to sup-
port or give exclusive benefits to any big party.”

2.47. The Committee asked if it was a fact that big business houses
bought leather goods from small manufacturers in Kanpur and other-
cities, put their own stamp on it, and made huge profits from ex-

ports. In reply, the representative of the Ministry of Commerce,.
stated:—

“This is a function which we have assigned to the STC and
the STC has been asked to operate on this leather develop-
ment fund, to create design centres and training centres
for the people, particularly in the small-scale sector and’
also try to train them in regard to those products.......
‘The Leather Development Corporation which is being
commissioned under the aegis of the Industrial Develop-
ment is primarily designed to see that these small scale
operators and manufacturers are given the fullest amount
of facilities for know-how, designing, training, etc., and
afford ‘them necessary assistance. So, on the one hand,
from the production side there is the Development Corpo-
ration and, on the other side, there is the STC. They are-
both combining their efforts to bring to bear their expe-
rience upon the small manufacturers and give them all’



O

Brancisl, technologienl dad tocknitd] “hsdists o "'nig,;.
is ome ‘mdte submistion in regird 1o ex p:g :

export houies are obliged by the ctmdﬁi ‘iaiw?'

the export-import control policy red-book that y ahpuld
collect 5 per cent of their export at least from the small
sector or upto 25 lakhs on an obligatory basis and make
it as part of the exports. The other point that has heen
made by the hon. Member, namely, whether in the.process
the export houses pay adequately to small manufacturer,
is a point which will, no doubt, be taken by the Ministry
of Industry and Civil Supplies, and I think it has been
investigated and we would gsk the Director General of
small Industries Corporation to go into this particular
aspect.”

2.48. The Committee desired to know in what manner implemen-
tation of the objectives of Export Policy Resolution, were dovetailed
with Government policy in other fields to ensure that monopolies
were curbed and interests of small scale industries were safeguarded.
In reply, the representative of the Ministry of Industrial Develop-
ment stated:

“The instruments of the Government to deal with this problem
are really three-fold. Firstly, the MRTP Commission is
currently seized of the question whether it is a mono-
polistic or restrictive trade practice or not. They are cur-
rently engaged in this exercise. After the investigations
have taken place and the Commission has come to a find-
ing, then only a decision can be taken in the matter. The
second instrument is that under the Foreign Exchange Re-
gulations Act the Government has the power to reduce
the foreign equitv to 40 per cent. The FERA Committee
will go into all the activities, how much of foreign equity
should be there from the export angle and so on, and then
fix the foreign equity. Thirdly, Bata happen to be in ex-
istence even before the Industries (Development and Re-
gulation) Act was passed in 1851. So, they do not have an
industrial licence. Recently, Government have amended
the Act to have powers to call for registration certificates,
as they are called, and fix the capacity which they at pre-
sent do not have. In other words, so far they do not have
any formal legally recognised capacity as such because
they came into existence before the Act was passed. Now
under the amended Act Government have power to go
through their export performance and other activities and
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determine what should be their éapacity., Leather foot-
wear and some such industries are specifically mentioned

‘there.”
The witness added:

“It is true that Bata do buy leather goods from a large number
of small-scale units in Agra and other places, put the Bata
brand and market them internally and also export. Gov-
ernment is aware of that. I find from the figures which
I have been able to gather that they have procured about
Rs. 8 crores of material in terms of shoes or accessories
within the country from the small scale units and the sales
are about Rs. 14 crores. What price they are paying to
the small-scale units and at what price they are selling is
a different thing.”

2.49. The Committee enquired if any investigation had been con-
-ducted to ascertain what prices were paid by Batas to small scale
leather industries and what policy was being followed in this matter.
In reply, the representative of the Ministry of Industrial Develop-
ment stated:

“The policy depends on facts because per se buying from small
scale industries and marketing is helpful to them as they
do not have a marketing net work and expertise because
they only produce goods on order and sell them. The
field investigation team was told so by some of the small
scale people. So we will have to balance this fact and
see how far it is a help and how far it is exploitation. It
depends on the facts of the case and they will be known
when the Commission goes into them.”

» * [ ] |

“If the Commission comes to the conclusion that the prices
paid by Batas are very low and the sale price is very high,
that it is monopolistic in practice, the Government will
invoke the provisions of the Act to discipline them.”

2.50. The Committee enquired that how far the producers of fin-
ished leather and leather goods in our country had benefited as
.against the merchant exporters of these goods.
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.The Ministry of Commerce replied, in a note, that:—

“Export promotion Countil for Finished Leather and Leather
Manufactures, Kanpur have indicated that the export of
finished leathers is predominantly carried out by the
manufacturer exporters. In the case of footwear and
leather goods, exports are mostly done by the manufac-
turer-exporters themselves. However, in the case of only
one particular type of footwear ie. Kolhapur chappals
produced by village industries, exports are handled by
. merchant-exporters.”

2.51. Asked whether the role of the State Trading Corporation
vis-a-vig other leather houses has been defined, the Ministry of
Commerce stated:—

“STC would be interested certainly in promoting exports and
for that matter, they have to look into the infra-structural
facilities and see something is done about them. They
have actually brought out a programme for doing so and
a sum of something like Rs. one crore is being allotted
to them for this purpose. But, the role of STC, vis-a-vis
other large houses, etc. I think has not been defined clear-
ly.”

2.52. Agra is one of the important centres of footwear industry.
It has an annual production of 9 million pairs of footwear. It has
been estimated that 90 per cent of the shoes produced in Agra are
accounted for by 2,000 family and cottage units (involving less than
ten people) and the rest by 200 or so small scale units (i.e. units em~
ploying 10 or more workers and using simple machinery). It is
understood that the cottage and family sector comprising over 2.000
units, sell their produce in the local wholesale market and neither
sale nor payment are assured.

2.53. The Committee understand that a pre-feasibility Report on
‘Agra Integrated Leather Complex’ prepared for the State Trading
Corporation hys indicated that the Complex to be located cn a 4
Hectare of land will be 100 per cent export-oriented and will produce
quality goatskin Uppers and Shoes. The Complex will have 5 main
Units, viz., (i) Leather Finishing Unit, (ii) Bark tanning Unit, (ii1)
Components (Uppers) Manufacturing Unit, (iv) Lasts Manufactur-
ing Unit, and (v) Soling and Shoe making Unit. These units would
be supported by a Training Centre, Design-cum-Laboratory, Adminis-
trative Offices etc. The Complex will involve a total capital invest-
ment of Rs. 13.86 crores including foreign exchange investment of
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R=. 6.75 crores. Some of the advantages that are likely to accree
from the proposed Complex are:—

(i) the annual rate of return on investment will be 28 per cent;

(ii) it will start generating a net inflow of foreign exchange
to the tune of Rs. 8.28 crores a year from 1980 which will
be the year of full production;

(iii) the exchequer will earn Rs. 1.98 crores in duties;

(iv) it will provide employment on the site to approximately
2,100 people of whom 1900 will be from the weaker sec-
tions of Society.

254. Leather footwear industry is also known to suffer from the
low productivity of the average worker which is as low as 1.5 pairs
a day. A study made in this regard in the Ministry of Commerce
has indicated that average productivity can be increased 3 to 4 times
by adding power driven, fatigue-saving machines to such units, But
the small scale units seem to feel that excise and custom duties acted
as a deterrent to expansion and modernisation of such units, At
present Excise duty of 10 per cent ad valorem is payable on the pro-
duction of leather footwear. The duty is payable only by units em-
ploying more than 49 workers and using 2 HP. A survey undertaken
by the State Trading Corporation on behalf of the Ministry is stated
to have indicated that footwear units employed ingeneous ways of
avoiding excise duty by keeping down the number of workers or
using less power or spliting their units into sub-units. Custom duty
on import of machines required for semi-mechanisation of footwear
units at 40 per cent with surcharge of 2-1/2 per cent was also felt
as a dis-incentive by small scale units. Most of these units belong
to persons who are not likely to have assets even sufficient to provide
guarantee for bank loan required for semi-mechanisation.

2.55. As regards the quality of leather sole, the Committee were
informed in evidence that shoes made in India had buffalo leather
sole but as it could absorb moisture. it was not very popular in coun-
tries of cold climate. These countries were tending to switch over
to shoes made of synthetic material sole. The representative of the
State Trading Corporation stated that experiments to make buffalo
leather weather-proof were being made.

2.56. The Committee note that although exports of footwear from
India have grown considerably in recent years (from 6 million pairs
in 1069-70 to 10.5 million pairs in 1974-75), India’s share of world
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fobtwesr trade is estimated to be about 2 per.cent, and enponts of~
this commodity form about 5 per ceat of country’s total production
of footwear. ‘While the closed type of footwear:is mainly exported
to USSR and East European countries, the main buyers of ‘open’
footwear, that is Kolbapuri and other ‘open’ sandals, are in USA,
UK., West Germany and France. The Committee were informed
that a beginning had recently been made to extend our export of
closed footwear to other countries like France and UK. The Com-
mittee undersiand that a combind Delegation of the European Con-
federation of Footwear and Tanners which visited India in Febru.
ary, 1976 had hinted at the prospects of the gradual expansion of
India’s exports of leather and leather manufactures particularly
footwear ‘uppers’ to the challenging and somewhat sophisticated
markets of the European Economic Community (EEC). The Com-.
mittee recommend that alongwith maintaining and consolidating .our
present position in markets where Indian footwear has already pene-
trated successfully, new markets, especially in our neighbowing
Afro-Asian countries, should be explored seriously. The Committee
also recommend that the potential of export of footwear ‘uppers’ to
EEC countries shonld be exploited to the maximum extent.

2.57. The Committee are glad that a pre-feasibility study for set-
ting up an integrated leather complex to Agra has been completed
and a Report on that study has hinted at the immense possibilities -
of expert-oriented production of Goatskin “Uppers” and Shoes, gene-
ration of larger foreign exchange earnings and creation of employ-
ment gpportunities for the weaker sections of Society. It has been
estimated that the setting up of the Complex at Agra will involve &
total capital investment of Rs. 13.86 crores including a foreign ex-
change investment of Rs. 6.75 crores. It will start generating inflow
of foreign exchange to the tune of Rs. 8.28 crores a year from 1080
and will pravide employment on site to approximately 2,100 people
of whom 1,900 wil]l be from the weaker gections of society. The Com-
mittee understand that at present 2000 family and cottage units at
Agra are forced to sell their footwear in the local wholesale market
where neither sale nor fair payment are assured. The Committee
also bear in mind that the small seale sector of footwear industry
is almost umavoidably characterised by comparatively low produeti-’
vity. In oxder to evercome these problems, Government should ex-
plore the feasibility of setting up integrated leather Complexes with
an export-orientation not only at Agra but also at other select places.
The Conmmiittee consider that such integrated Complexes could serve
as focal points te ester to the needs of simall scale and coumnehrg
of the footwear industry by providing them with production-cum-
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finishing faeilitipsand by alcring facliies o rpining for Improvm.
ment of qualu;, finish and design of their products and.also enabling -
them to raisq the level of their productivity. - The Committee reconps,
mepd. that. the State Trading Cerporation and the _proposed Lcatlnr
Development Corporation should play a positive role in assuring 5
proper market for the products turmed out by the family and cottage
sectors of the footwear industry. i

2.58. While drawing up an éffective export strategy, Governmeﬂ o

should prominently keep in view the present decentralised setup
the leather mdustry in India. According to an estimate published
in the March, 1974 issue of the Magazine ‘LEATHERS’, 75 per cent
of EL tanned leather is stated to come from cottage and ‘smalt séalé’
industries. There are about 35 finished leather units in the organis-
ed sector (concentrated in Calcutta, Kanpur and Madras) and 200
units in the unorganised sector (mostly in Calcutta). The bulk of
the leather footwear industry is also in the small scale and cottage
sectors, The Committee feel that there is a clear needl to progres-
sively integrate the small scale and cottage sectors into the main-
stream of the leather industry anqd assist these sectors to streamliné
their production on modern lines with an eye on exports. They
should be given technological guidance, provided with common faei-
lity centres for finishing, and assured of a market for their leatheér
goods.

The Committee also recommend that Government should examine
the existing structure of excise and other duties to see whether is
calls for any rationalisation so that such duties do not act as a deter-
rent or disincentive for small scale and cottage sectors of the teather
industry.

2.59. The Export Promotion Council, Kanpur, have indicated that
the export of finished leather is predominantly carried out by the
manufacturer-exporter but that of Kolbapuri ‘Chappals’ produced by
Village Industries was handled by merchant-exporters. During
evidence, the representative of the Mimistry of Industry and Civil
Supplies stated that Government was aware that big firms like Batas
hought leather goods from 2 large number of small-scale units im
Agra and other places and sold or exportied the same after putting
their own brand name. It was stated also that under the terms of
our export-import policy, such firms were under an obligation to
buy at least 5 per cent of thedr exports from the small scale sector.
The Committee learnt that one of the field imvestigating teamss
Iad been told that smal] scale wunits not having a marketing net-
work of thelr own, felt that such purchases by big firms were



of considerable help to them. It was adduced, however, in evidence
Wisit if ‘the Monopolies and Restrictive Trade Practices Commission
cuarrently conducting investigations to find out whether or not prices
paid by big firms to small scale manufacturers for leather goods were
very low as compared to the sale prices, came to the conclusion that
such practices were monopolistic’, Government would not hesitate to
imvoke the provisions of MLR.T.P.C. Act and discipline refractory
frms. The Committee trust that Government would take suitable
wmeasures to safeguard the interests of the small-scale manufacturers
o leather goods and protect them from all unwarranted exploitation.

2.60. The problem of stepping up of the export of leather foot-
wear has to be studied in two parts viz., (i) export of footwear to
- rupee-payment countries, and (ii) to other countries. In exporting
Yostwear to rupee-payment countries, the aim should be to bring
about improvements in quality to match international standards so
as to meet the demand for quality goods in these countries and natu-
rally realise a higher unit value. In so far as exports to other coun-
tries are concerned, export of shoe uppers certainly offers a poten-
tial market which should not be lost sight of. The Committee re-
commend concerted efforts to improve the quality of our sole leather
which at present is moisture-absorbant and is, therefore, not quite
adapted to the requirements of countries in the cold weather zone.

C. EXPORT OF LEATHER GARMENTS

261. The Committee desired to know if any special efforts had
been made to export more leather garments to East and West Europe.
In reply, the representative of the STC stated:

“We have been able to get an order for 3000 pieces of garments
from Hungary.. Also for 580,000 pairs of uppers. Of
course, this is from the EEC, we have been able to evoke
interest for an order of 2,000 garments from the UK.”

2.62. Asked whether by improving the quality of leather garment,
its exports could not stepped up. the witness stated:—

“With regard to fashion articles, design and pattern play a very
important part. Because we have been able to satisfy
the customers with regard to the quality of the leather
upto the standard they want, we have been able to borrow
the designs and patterns from them. Secondly, we have
invited foreign designers to come to India for two or three
months and make the d~signs here so that we can carry ox
for another six to eight months. Therefore, these two
steps are being taken.”
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2.63. The Committee find from the Annual Report of the Ministry
of Commerce for the' yeax 1974-75 how an impressive breakthrough
was achieved in export of ready-made garments. Exports cf cotton
apparel almost doubled from Rs. 3,044 lakhs during April—Novem-
ber, 1873 to Rs. 5,907 lakhs during April—November, 1974. The Cgm-~
mittee understand that this impressive breakthrough has been brought
about by implementation of a package programme which encourag-
ed the producer and the small scale entrepreneur to take to ready-
made garment manufacture. Garments are being exporied from

India particularly to all parts of the world including the sophisticat-
ed markets of Europe, USA etc. ‘

2.64. The Committee desired to know why leather industry could
not be organised in such a way that we scored an advantage over
other countries. In reply, the Commerce Secretary stated:

“This is precisely one of the tasks to which the Leather Deve-
lopment Corporation will address itself.”

2.65. The Committee learn that India has recently been able to
get an order for 3,000 pieces of garments and 5,60,000 pairs of uppers
from Hungary, and that the UK. was also evincing interest in buy-
ing some 2,000 leather garments. The Committce were further given
to understand that in fashion garments, design and pattern played
an important part and that the STC had, apart from horrowing
designs and patterns from foreign customers, invited foreign design-
ers to come to India and help in turning out the latest designs for
leather garments. The Committee recommend that besides formula-
tion of designs and patterns on the basis of the latest trends in
fashion-conscious countries abroad, efforts should be made to help
Indian manufacturers to acquire the requisite skills themselves aud
evolve such designs on their own.

2.66, The Committee are pleased to hear of the impressive break-
through recently achieved by India in the export of ready-made
garments. Export of cotton apparel has almost doubled from
Rs. 3.044 lakhs during April-~-November, 1973 to Rs. 5,907 lakhs in
April—November, 1974. Ready-made garments made in India are
now being exported to the world’s major markets like, USA USSR,
UK, France, West Germany. Australia, Italy, Sweden and Japan.
This, it was learnt, was achieved through working out a package
programme which encouraged the producer and the small scale
enterpreneur to take to improved methods of ready-made garments
manufacture. The Committee recommend that Government should
evolve a similar strategy to achieve a real advance in exports of
leather garments also.
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. D. EXPORT PROMOTION COUNCILS

"“éﬂ.ﬂg Besides the Export Prometion Cowmcil' for #inished leather
and leather manufactures, Kampur, there is also an Export Promo-
titn Council for Promoting the ewport of B.I. tanned leather, tanned
1l‘§pﬁle skins etc. at Madras,

2.68. During the visit of the Study Group of the PAC to Leather
Baport Promotion Council, Madras they had learnt that there had
emerged an unhappy phenamenon of confrontation between the two
Councils after the announcement of the Government policy to switch
over to exports of finished leather.

269. While dealing with this question the Commerce Secretary
during his evidence had also inter alia stated “Now there was a sort

of bickering between the two Councils”.

2.70. The Committee enquired whether there was a move to
merge the two Export Promotion Councils into one as recommend-
ed by the Seetharamiah Committee. In reply, the witness stated:—

“That matter is very seriously under consideration. In prin-
ciple, the Ministry of Commerce has accepted this, but, it
has to receive higher sanction. These matters in regard
to Leather Export Promotion Councils are decided at the
Cabinet level generally. This matter is very soon going

to be settled.”

2.71. The Ministry of Commerce, in a note stated that the merged
Council will be incharge of Export promotion of all types of leather

and leather manufactures including footwear.

2.72. The principal centres of leather industry in India are Madras
in the South, Calcutta in the East and Agra Kanpur in the North.
‘While the first two predominently produce semi-finished and finish-
ed leather, the Kanpur-Agra region is known for manufacture of
footwear and other leather goods. As pointed out in the Audit Re-
port, Tamil Nadu accounts for more than 70 per cent of the total
leather exports from India. This is why presumably Government
had located the headquarters of the Leather Export Promotion

Council at Madras.

2.73. During their visit to Madras Leather Export Promotion

Council, the Study Group of the PAC gathered the impression that
the leather industry in Madras was a forward-looking enterprise

utilising at the same time certain inherited advantages. The atten-



tion of he Con};nittee has been drawn to the fact that on 10th Nov-
- - aimbet; 1978 the Tamil Nidu Legislattve Assentbly adopted’ the fol-
lowing resolution: o

“Whereas the major production and export of finished and
semi-finished leathers come from Tamil Nadu accounting
for ag high as 85 per cent of the'All Indfa exports; and
whereas the leather industry in Tamil Nadu accounts for
employment of large labour force drawn from weaker sec-

tions of Society. Now, therefore, this House resolves to
request the Government of India:—

(i) to locate the headquarters of the proposed Leather In-
dustries Development Corporation in Madras; and

(ii) to allow the Leather Export Promotion Council to con-
tinue to function in Madras with the additional respon-
sibility for promoting the export of finished leathers.”

2.74. The attention of the Committee has also been attracted to
press reports of a similar demand put forward on behalf of West
Bengal in the Legislative Assembly of that State.

2.75. The Committee wanted to know how Export Promotion
Councilg kept themselves informed of the changes in fashion of leather

goods. In reply, the representative of the EPC, Kanpur stated in
evidence:

“The Export Promotion Council is not so much well organis-
ed so far as marketing is concerned, because STC does the
job. But, certainly, our manufacturers (members) indivi-
dually keep themselves abreast of the fashion. It is very
difficult to predict how long it will stay. But. as far as
transportation of goods by air is concerned. it is very
much necessarv.**** I am in Karnpur. But STC does tell
about the changes in fashion to their own associates who
are our members also. STC is also a member of the Ex-
port Promotion Council.” * * * * We participate in spe-
cialised fairs abroad where too we get this information.”

2.76. Asked how many members of EPC Kanpur were from small
scale sector, the witness replied:—

“About 95 per cent members belong to the small scale sector.”

2.77. The Committee wanted to know if it was a fact that mem-
bers from the larger enterprises, even though few in number, exer-
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cised greater control in the actual promotion of EPC In reply, ﬁe -
witness said:— - :

“In the case of our Council, even the Chairman himself be-
longs to a small scale unit. Out of 14 members elected,
none comes from the organised unit like Batas and Tatas.”

2.78. As regards the respective roles of proposed Leather Deve-
lopment Corporation, STC and Export Promotion Councils, the re-
presentative of the Ministry of Commerce stated:—

“As 1 said we were thinking of forming a Leather Develop-
ment Corporation and in that context, the question arose
whether it should deal with production only or with ex-
ports also and if so, whether the Export Promotion Council
which is dealing with exports should become an integrat-
ed body of that organisation or it should be kept separate.
These were the questions which were thrown up. Now
that the Leather Development Corporation is to be con-
ceived as a purely production oriented institution and ex-
port is still be looked after by the STC, the two Export
Promotion Councils can be merged into one. The actual
implementation of the decision already accepted in prin-
ciple has now been taken on hand. Since these have been
formed under the Companies Act. we are seeking the ap-
proval of the Government. Immediately after that, this
will be implemented.”

2.79. In a subsequent Note (Bebruary 12, 1976), the Ministry of
Commerce intimated that:—

“Government have decided to merge the Leather Expcrt Fro-
motion Councils, Madras and Kanpur and establish its
Headquarters at Calcutta. There will be Regional Offices
at Madras, Bombay and Kanpur.”

2.80. The Committee note that there are two Leather Export Pro-
motion Councils engaged in the task of furthering leather exports.
While the Leather Export Promotion Council at Madras had the
task of promoting the export of semi-tanned and tanned leather, the
Leather Export Council at Kanpur was entrusted with looking after
the exports of finished leather and leather manufactures. It was
distressing to learn during evidence that the two Leather Export
Promotion Councils did not often see eye to eye with each other and
there was even some bickering between them. The Committee,
therefore, welcome the Government’s decision to merge the two
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Councils and hope that the combined Council would be set up enrly
and an integrated policy implemented efficiently.
[ IR IO

While Calcutta, along with Madras and Kanpur-Agra, has a
special importance in the. country’s leather map, Tamil Nadu bas
the largest number of tanneries and accounts for more than 7¢
percent of our total leather exports. The Committee have been
lately informed of Government’s decision to establish the Headquar-
ters of the merged Council at Calcutta and locate its regional offices
at Madras, Bombay and Kanpur. Since the headquarters could be-
located in no more than one place, the Committee hope that this
decision would be accepted in the spirit of national integration and
that it will be worked in a manner which does not hurt the interests
and susceptibilities of all the important centres of leather industry
in India. This implies that the regional offices should also be ade-
quately equipped and organized so that there ig no sense of griev-.
ance in our leading Leather industry regions,



CHAPTER III
QUOTA SYSTEM'
Audit¢ Paragraph

* * *

Government's policy of promoting export of leather in more
finished: form acquired great urgency in view in 1972, in of the
umprecedented exports of semi-processed leather, which resulted in
a-severe shortage of raw materials for the finished leather, leather
goods and footwear industries in India and led to various represén-
tations from manufacturers of those commodities. In July 1972,
Government appointed a Committee on the Development of Leather
and Leather Manufactures for Exports headed by Dr. A. Seathara-
miah, who was then Director-General, Technical Development, to
examine the whole question of leather exports. In November 1972
Government decided to canalise all foot-wear exports through the
‘State Trading Corporation of India (earlier canalisation through
that Corporation was restricted to exports to certain countries only).
In December 1972 Government decided to canalise exports of all
semi-finished leather also through that Corporation.

3.2. The Committee on Development of Leather and Leather
‘Manufactures for Exports recommended a quota system to be regu-
lated in such a way that in about 8 to 10 years’ time the exports of
semi-finished leather would be reduced to 25 per cent of their 1971-
72 level. Government informed Parliament in March 1973 that it
intended to reduce the export of semi-finished leather to 25 per cent
of the 1971-72 level within five years. In the same month it was
announced by the licensing authorities that quantitative restrictions
would be imposed on semi-finished leather exports from 1st April
1973 and that all exports made from that date would be adjusted
against the annual quotas to be fixed for individual exporters. It
was announced in June 1973 that the quotas for 1973-74 would be
fixed after making cuts of 20 per cent and 10 per cent in the case
of semi-finished hides and sking respectively from the total exports

sseeDoreions of Audit Paragraph relating to Export of leather and Air freight Subsidy
hav: b2esn rep-otuc:d and dealt with in Chapters T and IT respzctively.
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of such leather in the calender year ‘1972, which wag 'to be the base
]E u‘ ’ ‘

" '83. The Chief Controller of Imports and Exports; New Delhi,
issued instructions to all licensing officers on 1st August 1973, pres-
cribing the manner in which individual quotas were to be fixed,
and reiterating that all exports made from April 1973 would be
adjusted against the quotas. On 10th August, 1973, however, he
announced certain changes in Government’s decision, to the follow-
ing extent:—

(i) the quota scheme would be operated only from lst August,
1973,

(i) for the remaining eight months of 1973-74, only 50 per
cent of the annual quota would be allowed;

(ili) exports made from April 1973 to July 1973 would not be
set off against the next eight months limits.

3.4. The above decision was further modified in January 1874,
when it was announced that 66.67 per cent of the annual quotas
would be allowed to be exported during August 1973 to March 1974

3.5. Government announced in March 1974 that in view of repre-
sentation received from industry and trade that it would take some
time to develop adequate industrial infra-structure to manufacture
finished leather, it hag been decided to continue the annual export
quotas for 1974-75 at the same level as for the preceding year. It
was also clarified that the quotas would be substantially reduced in
the following years, viz., 1975-76 onwards.

3.6. Meanwhile, there had been a considerable shortfall in the
export of semi-finished leather below the level fixed for the period
from August 1973 to March 1974, and the period of validity of the
1973-74 quotas was extended upto June 1974 mainly in view of the
fact that the decision to enhance the permissible limit for the last
eight months of 1973-74 to 66.67 per cent had been announced very
late, and some exporters could not avail of the additional allotment
because they had not planned for it in advance.

3.7. Partly as a result of the various measures taken in 1973-74
in introducing the quota system for exports of semi-finished leather,
quantities of E.IT. leather and chrome tanned leather wet blue
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exported in that year were less by 121.05 Yakh kilograms (40 per
cent) and 95.91 lakh kilograms (33 per cent) than exports in 1972-
73. In terms of hides and skins quantities of exports (in weight)
of both the above varieties of semi-finished leather in 1973-74 were.
less by about 55 per cent and 24 per cent respectively than 1972-73,
as against reduction of 20 per cent and 10 per cent from exports dur--
ing the calendar year 1972 envisaged. (In terms of number of pieces
of hides and skins exports in 1973-74 were less by about 67 per cent
and 27 per cent respectively than 1972-73). The value of these 1e-
ductions at 1973-74 average export prices was Rs. 71.93 crores. As
against this, the increase in export realisation for finished leather,
leather goods, leather foot-wear and other finished products in 1§73-
74, over the preceding year was only Rs. 3.48 crores. The Ministry
stated (January 1975) that “reduction in exports of semi-finished
leathers were primarily due to lower demand. In future ycars also:
while the export of finished leather and leather products will show
a gradual increase it would not be appropriate to expect that every
fall in the exports of semi-finished leather would have corrcspend-
ing increase in export of finished leather etc.”

3.8. Reduction in exports of semi-finished leather in 1973-74 with-
out corresponding increase in exports of finished leather, leather
goods and leather foot-wear due to non-availability of adequate
infra-structure for production of finished leather. leather goods and
leather foot-wear resulted in closure of many small tanneries, crea-
ting large-scale unemployvment among tannery workers. In a me-
morandum submitted in January 1974. Government of Tamil Nadu
stated that 248 tanneries in that State had been closed down, and
102 were working far below capacity. In the light of these develcp-
ments, the Commerce Ministry wrote to the State Trading Corpora-
tion in April 1974 directing that a scheme should be prepared under
which the Corporation could purchase semi-finished leather not only
from non-exporting tanners but also from other manufacturers whose
capacity for producing semi-finished leathers exceeded their quota
entitlements. In was suggested that the Corporation could export

these leatherg on its own. The scheme is yet to be finalised (Octo-
ber 1974).

[Paragraph 29 of the Report of the Comptroller and Auditor General
of India for the year 1973-74—Union Government (Civil)].

3.9. The following table gives the figures of exports of semi-rro-
cessed leather as against the quota fixed after imposition of quan-



Htatlve restrictions during the yeara 1974-75 and 1975-76 (April-

‘December).
Atem® ota  Performance % (Value in Rs./Lakhs)
(After re-  1974-75 Value for Performance %age
duction of  Pieces pieces 1975-76
209 for (April-December)
hides and Pieces Value
10% for (As compiled by
skins) LEPC Madras)
B.1 tanned hides and skins
1. Cowcalf 19,51,200 12,63,000 ) 64°-73% 968000 ) 50%
3. Buffalo
calf 25,08,300  19,28,000 6103 76-869% 1600000 70%
3. Cow hides  24,92,000  18,70,000 75:04%, 1613000 66-6%
-4. Buffalr > §637°09
hides 1,60,000 1,571,000 94°389% 123000 76-8%,
5. Goat
skins 202,34,700 109,90,000 54-31%, 8350000 33%
6. Sheep
skins 149,26,500 103,14,000 | 69-10% 7049000 ] 48%
ToraL 422,72,700 265,16,000 6103 19703000 5637:09
Wet Blue Chrome tanned hides and skins:
1. Cow calf 1,53,900 24,000 15°59% 1000 0-669%,
2. Buffalo
calf 3,89,720 241,000 61 849 84000 21-8%
3. Cow
hides 14,88,000 467,000 31-389, 76000 5 1%
4. Buffalo
hides 3.94.400 §5:000 4073  13-95% 4000 1-01%
326065
‘8. Goat
skins 232.02,000 130,00,000 §6-02% 12386000 53-3%
«6. Sheep
skins 10,68,300 4,88,000 45689, 333000 31-19%
TCTAL 266,96,300 142,75 000 4073 12884000  3260-6%
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3.10. The ‘valu¢' of EX. tanned ang wet Blue Leathér épioetett
during 197273 to 1975-76 (April-December) is given bélow: ™ ""**:

(Value in Rs./Laks)
(Quantity in Lakh/Kgs.)

1972-73 1973-74 Reduc- 1974-75 %Reduc 1975-76 % reduction
(April-Dec.) not given
tion —————  tjon ———i for 1975-

Qty. Value Qty. Value Qty. Value Qty. Value 76
. : (According  cause it
i toLEPC is only
Madras)  psrt year

E.l. 302.86 IOXIO IBI.BI 8560 40% 139 6103 23.6% 124.86 5637.99
1Tanned
eather

Chrome 287.31 5204 101.40 6238 33% 116 4073 39% —  3260.65
anned
Wet
Blue)

3.11. It wauld be seen from the above table that quantities of
El tanned leather and chrome tanned leather (wet blue) exported
during 1974-75 were less by 43 lakh kgs. (24 per cent) and 75 lakh
kgs. (39 per cent) respectively than the corresponding exports of
exports of these items in 1973-74. In value terms the exports of
El tanned and Chrome tanned (wet blue) were less by Rs. 46.22
crores (E.L. tanned Rs. 24.57 crores and Chrome tanned we! blue
Rs. 21.65 crores). As against this, exports of finished leather, lea-
ther footwear and leather goods in 1974-75 were more by Rs. 2655
crores only (vide para 2.8 ante).

3.12. The Committee asked whether constant shifts in the Quota
System did not indicate considerable vacillation, in-consistency and
an insolationist type of approach not based on the totality of cir-
cumstances which would best serve the interest of the industry as
a whole. The Ministry of Commerce in a Note, referred to their
long term objective of “structural diversification and modernisation
of the leather industry” and expressed the view that “while the
objective was kept in sight and striven for, the strategy and mecha-
nics had to be adopted and bent to meet the demands of actual
conditions of production and exports in the domestic industry and
international market respectively.” The Ministry related the



¢1 '

follawirig sequence of events to support their view point:—

(a) In December 1872, Government brought all categories of

(b)

(c)

(d)

(e)

semi-processed hides and skins including E.I. tanned and
wet blue hides and skins and crust leather under the
Export Control Order Government also canalised all
types of footwear to all destinations in November, 1972,
through the State Trading Corporation (Footwear were
canalised hitherto only for the East European countries).
This was followed by canalisation of semi-processed hides
and skins in December, 1972 in order to monitor the pro-
posed restrictions.

Government also announced on 6th February 1973 that
quantitative restrictions on exports of semi-processed
hides and skins will be effective from 1st April, 1973. For
fixing the quotas, Govt. called upon the exporters of semi-
processed hides and skins to indicate their best year’s
exports in terms of number of pieces during any of the
calendar years between 1967 and 1971, and also their ex-
ports in 1972,

Government appointed an official Committee to evolve a
suitable formula for enforcing quota restrictions. On the
basis of the report of this Committee, it was announced in
June, 1973, that the quotas for the year 1973-74 would be
fixed after making a cut of 20 per cent and 10 per cent for
semi-finished hides and skins respectively from the to-
tal exports of such leathers in the year, 1972 which
was to be the base year. The year, 1972, was chosen as
the base year because that year recorded the highest ex-
port performance of semi-finished hides and skins and
with a view to avoiding hardship to the tanners on account
of quota restrictions. Besides, it was stated that normalcy
returned to West Bengal—the second largest tanning cen-
tre in that country next only to Tamil Nadu—»nly in 1972
after a period of law and order disturbances, and that
year should be taken into consideration for quota fixation
purposes.

All this aimed at the long term objective of structural
diversification and modernisation of the leather industry
and in order to set a direction for the leather industry.

Chief Controller of Imports and Exports, New Delhi. in~
sued instructions to Licensing Authority on 1st August,
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1973 to prescribe the manner in which individual quotas
were to be fixed and reiterated that all exports made from
April 1973 should be adjusted against the quotas.

(f) A representation was received and a deputation waited on
the Minister stated that most of the exporters who are in
active frade and exported substantial quantities of semi-
processed hides and skins during the 3 months period, Ap-
ril-June 1973—and now they found that they had nearly
exhausted the quotas they were entitled to. If this posi-
tion was not modified, these exporters would be forced to
slow down production in the tanneries and default in the
contracts they had entered into. It would also result in
unemployment on account of closure of tanneries.

(g) After examining these representations, the Government
changed the operative date of quota restrictions from 1st
April, 1973 to 1st August, 1973. As a matter of abundant
caution Government released only 50 per cent of the quota
lest they should run the risk of exceeding the proposed
quota for the whole year of 1973-74 (when the performance
of 1-4-73 to 1-8-73 is added on to the further exports to be
allowed for the year till 31st March, 1974). It was felt
that the position could be reviewed later.

(h) It was noticed during the year, 1973-74 that industry had
initiated steps to develop capacity for manufacture of fi-
nished leather and leather goods. Government also took
steps to facilitate this process by simplification of the li-
censing procedure and the procedure for the import of
machinery and chemicals. Government also received re-
presentations from the industry and trade that since the
process of development industrial infrastructure to manu-
facture finished leather would take some time, no cut in
the export quotas for 1974-75 should be made. Govern-
ment formed some basis for this view, and accordingly
decided to continue the annual export quotas for 1974-75
at the same leve] as for 1973-74.

3.13. The Committee enquired why Government decided to bring
down export of semi-finished leather to 25 per cent in a period of 5
years instead of 8 years as recommended by Seetharamaiah Com-
mittee for such switch-over. In reply, the Commerce Secretary stat-
ed that as a matter of fact the Export Promotion Council, Kanpur,
which deals with finished leather had favoured a ban on the export
of semi-tanned leather but Government thought that that would not
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be propar. When Seetharamaiah Committee’s recommendation was
-accepted, it was felt that “switch-over within eight years is likely to
be too long a period.” Accordingly, Government’s policy of yearly
reduction of 20 par cent in respect of E.I. and Chrome Tanned cow
and buffalo hides and 10 per cent in respect of E.I. and Chrome tan-
ned calf sheep and goat skins was decided upon, so that ultimately a
75 per cent ban on semi-tanned leather could operate and about 25
per cent could still be exported. As regards the pace of implementa-
tion, the witness said:

“But as it went, we found that the pace at which th: Govern-
ment thought the switch-over would take place did not re-
ally materialise in the sensa that people did not get over
to the idea of buying balanced machinery for finished lea-
ther., There was some difficulty expressed also and, due
to this I suppose the switch-over was not as quick as ex-
pected. Many did not understand the implication of the
various benefits the Government had given.

Therefore, with a view to speeding up the operation of the
switch-over, Government maintained the quota of reduc-
tion of 10 per cent for skin and 20 per cent for hides; but
then, the difficuities in the field of semi-tanned leather be-
came very acute, There was a very large hold up semi-
tanned leather in the country and, therefore, a large num-
ber of people in the various sections of the community were
subjected to suffering. In fact, whenever an officer or even
the Minister went to Madras or ths Tamil Nadu areas, they
found that the distress needed immediate action. As a re-
sult of that, the quota restrictions had to be kapt in a kind
of stage which did not allow us t{o cut them any further.
And that policy has had to continue, and we are still wat-
ching how the switch-over takes place. This switch-over
1 suppose, is taking place now. Within the year we will
have several units producing finished leather; much more
production of finished leather will come during the year,
and next year we will certainly be able to reduce the quo-
ta still further. This kind of balancing operation is not bas-
ed on statistics; it is based on some kind of judgement
which is taken at the highest level. Let us not hurrv up;
let us hasten slowly.”

3.14. In a Note furnished after evidenee. the Ministry of Comn-
merce stated as under:—

“Although the Committes recommended a quota system to he
regulated in such a way that in about 8-10 years time thea

2815 LS—4.
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export of semi-finished leathers would be reduced to 28
per cent of 1971.72 level, Government wanted to accom-
plish the desired results of added export earnings from fi~
nished leather over a period of 5 years. The Ministry of
Commerce had intended this accelerated pace because it
was estimated that there was adequate capacity in the
country for convarsion of the semi-finished hides and skins
into finished leather, and aimed at ushering in the long-
term objective of structural diversification and moderni-
sation of the leather industry and also to szt a direction
for the industry. However, a sizeable amount of idle ca-
pacity for conversion in a few production units could not
be utilised for financial and other rzasons. The industry
had also to adjust itself to the new dispensation taking
into consideration international market factors. The in-
ternationa] leather industry startad facing recessionary
conditions. Hence, the Government was constrained to
reckon with practical ccnditions of production despite
availability of capacity and decline in intzrnational demand
for semi-finished leathers while putting the policy into
actual implementation.”

* * * ]

It was our desire to achieve tha objective within the reduced
time schedule. However, there had to be conditioned imple-
mentation by the actual international conditions for mar-
keting and supply of capital goods machinery need which
required some time. Since we have embarka2d upon this
measure of structural diversification of the industry, many
developing countries have also accelerated this program-
me of diversification and the delivery time for import of
leather machines has become longer. Th2se factors have
to be reckoned while implementing this policy.

* * * [ ]

The Commerce Ministry took into consideration the totality
of circumstances, internal and external. The reduction
in the export in the export of semi-processz=d hides, and
skins was mainly due to international recessionary con-
ditions and not merely the result of ths policy adopted.
In fact, the policy was adjusted from time to time with
the prevailing domestic and international conditions In
order not to cause hardship to the leather industry and
trade. While the objective was kept in sight and striven
for the strategy and mechanics had to be adapted and bent



‘to meet the demands of actual conditions of production
and exports in the domestic industry and international
market respectively.

3.15. The Committee drew attention to the observations in the
audit paragraph that there was reduction in exports of semi-finish-
ed leaher in 1973-74 without corresponding increase in exports of
finished leather and enquired how far the quota system had achieved
the objectives of increasing foreign exchange earnings. To this
query, the representative of the Ministry of Commerce replied:—

“So far as the quota system is concerned, the objectives you
mentioned were what Government had in mind, namely,
increase the foreign exchange earnings and, secondly, see
that more goes in an added-value form through finished
leather. With these objectives in view, we workd out the
qguota system. The only point is that, as the Secretary,
Commerce, had mentioned. Sitaramaiah Committee had
phased this transition over a period of eight to ten years
whereas Government toock the view that we should endea-
vour to get to the final position of 75 per cant of semi-
finished leather going in the form of finished leather with-
in a span of five vears. This was the basic change in the
time perspective that Government had in view, and the
quota system was worked out with that change in mind.
At the same time it recognised that we could not. obvious-
ly, go beyond the facts of the situation. and the facts were
that, in 1972, th:re was a maximum amount of export due
to boom in leather trade and based on that the quotas
were worked out. It may be recalled that the Seetara-
maiah Commitiee had suggested a quota system based on
1971.72. There was a deliberate departure so that the in-
dustry and the trade may not be violently affected by put-
ting the basis as 1972. Even here it was found necesary to
care more for hides for our own production in finished
form. Therefore, the percentage of cut for hides was high-
er, that is. 20 per cent, and the percentage for skin was
lower, 10 per cent. This was the general policv regarding
quota restriction. In working out the policy applving it to
individual quota-holders, the individual quotas were relat-
ed to the best performance of th> exporter in the period
1968-—1972."

3.10. Dealing with the reactions to quota system, the representa-
tive of the Ministry of Commerce further stated: —

“The policy was announced in June, 1973. There were two
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reactions to it. One was, some people had already export-
ed a good deal before June and they felt hit on account of
the quota introducad in June; they wanted to have a1
additional outlet for their production. The other thing
was, because it was announced in June, they wanted to
have a larger quota for those who had not emported earlier
Govt. took an equitable view, and in August 1973 stated
that, now that four months had passed, correspondingly
they would reduce the quota and make it 50 par cent of
the previous year’s performancz, The third stage was
reached in December when Government further reviewed
the position and raised the percentage from 50 to 66-2/3
per cent i.e. for a total period of 8 months. These modifi-
cations were essential, empirical and pragmatic in order
to meet the practical difficulties of accumulation of stocks
with eur own exporters and producers, so that some re-
lief may be had consistently with the international market
situation.” ) o

3.17. Referring to the reasons for poor off-take under the quota
system, the witness said: —

“Now two or three things happenzd. One is that the finished
leather-conversica requires power and there was an acute
shortage of power in 1373-74 and even in 1974-75; because
of this, many of these units could not actually function to
the maximum. Secondly, the international market reces-
sion also had taken plare; the invantory 1972-73 had been
large with the Italians whn were one of the principal im-
poriers and also with certain other countries; they did not
want to add to their irven!ories. Thirdly, in the vear 1973-
74, towards the latter half and again in 1974-75, there was
a tendency on the part of the Continenta] cattle-holders
to slaughter their cattie because the cost of maintaining
th:m was for too high. It may he recalled that our exports
of groundnut cake and cattle fced had registered a very
heavy increase in 1973-74. But in 1974-75 there was a re-
bouncing of that, because of tho excessive slaughter of
caitle. I myself had an occasion to discuss this with the
Asstt. Under-Secretary of the Overseas Development Mi-
nistry of UK., and he was kind enough to mention that in
his own country quite a good deal of cattle was being slau-
ghtered more than normal. Therefore, hides and skins
were then bzcoming available in the Continent and im
UK. in a larger measure. So, their offtake fell. It was
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because of these cumulative factors that th= offtake be-
came less. At the same time when the offtake became
less, we did not want our local industry to suffer.

3.18. The Committee enquired why since Government had not in-
troduced restrictions as originally contemplated it was still not pos-

sible to maintain the level of exports of E.I.T. and Chrome leather
as in 1973. In reply, it was stated:

“Even if we had allowed unfettered export of E.1.T. leather
and semi-finished goods in the year 1973-74 because of the
international situation, it might not have rzached the same
level as it was before. The fact, however, remains that
the quota have not been fulfilled. This is an index to
show that the market has really receded and, therefore,
therz would not have been that amount of offtake.”

“We had four meetings with the Leather Export Promotion
Council and with the exmorters themselves in July, 1973,
Decamber 1973 and last year twice. On each occasion, we
put it to them, that when they have not fulfilled their
qunta, how do thev sav that qu-ta restrictions were res-

ponsible for the difficulty? Their reply was that it was
because of recession.”

3.19. In a subsequent Note, Ministry of Commerce intimated that
in October 1975 issue of “LEATHERS.” an organ of th2 Export Pro-
motion Council, Madras, the Chairman of that Council observed: —

“The overall drop in exports in 1973-74 and 1974-75 was main-
ly due to adverse international market conditions, and we
cannot put the blame on quota system.”

3.20. Asked if there was recession in the international market,
how was it that our exports of finished leather hal improved from

16.48 crores in 1973-74 to Rs. 25.37 crores in 1974-75, the witness re-
plied: —

“Prior to 1973-74, our semi-finished goods had been very po-
pular. Argentina, Pakistan and other countries had been
exporting this kind of semi finished and finished products.
Pakistan, Argentina and other couniries banned their
exports, with the same obiective as we had. earlier and
in the year 1972-73 to som: extent, the banning of these
from the other countries gave a spurt to our expcrts.”
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3.21. The Committee wanted to know whether as a result of va~
rious measures taken by Government in 1973-74 in introducing quo-
ta system for export of semi finished leather, while the quantity of
export of E.I. tanned leather and Chrome tanned leather had gone
down by 40 per cent and about 33 per cent respectively than ex-
ports in 1972-73, the export of finished leather had not registered a
commensurate increase. In reply, the represantative of the Ministry
of Commerce stated:

“Certainly there had been a reduction in the value of semi-
finished leather because it is our professed policy to dis-
courage the volume of such exports. Also, the internatio-
nal conditions were such that the off-take was not that
adequate. So far as finished leather is concerned, it is true
that there cannot be a kind of pari passu increase in fini-
shed exports. We have been progressively stepping it
up, building up the infra-structure and the machinery re-
quired for production. So, there has been an increase from
year to year in the value of finished leather and leather
products exports, but it cannot necessarily keep pace pani
passu with the decline in the value of semi-finished lea~

ther.”

3.22. Asked whether the shifting of emphasis from export of
semi-finished leather to finished leather without creating infra-
structure in time had been mainly responsible for large scale lay
off in tanneries in Tamil Nadu and if so whether it was indicative
of lack of planning in implementation of the policy, the representa-
tive of the Ministry of Commerce replied: —

“No doubt there was a certain amount of decline because of
the international recession. Even the quota that we had
allocated for semi-finished leather exports could not be
fulfilled by the exporters both in the non-STC and STC

sectors.”

“When the quota svstem was introduced, we had anticipated
that about 50 per cent of the capacity available for finish-
ed leather conversion could be additionally utilised, but
then there were certain additional factors such as the fact
that certain plants, equipment, certain additional or bal-
ancing machinery etc. were required. This has been
catching up. 1 am myself aware of it. I had twice in-
spected finished leather units in Madras for instance,
They have heen progressively increasing import of machi-
nery from West Germany, and France and adding to their
equipment, so, the process is going on. So, by one year’s
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experience or the first year's experience of finished
leather exports, Government cannot have reasons to be
deterred.”

3.23. The Committee wanted to know whether the switch over
from export of semi-finished to finished leather had adversely affect-
ed the small tanners in the country who traditionally produced semi-
finished leather, and rather benefited the merchant exporters or
intermediaries who fleeced the small producers. In reply, the Com-
merce Secretary stressed only the Seetharamiah Committee’s recom-
mendation that the switch over from export of semi-finished leather
to finished leather and other manufacturers should be done over
a period of eight years, and added that when Government tried to
quicken the pace of switch over, there was some unavoidable lay off
and displacement of labour particularly in Tamil Nadu. It was fur-
ther stated:—

“In fact, a team was organised by the Government of India
which went about from place to place and met the various
tanners and those who had semi-processing units to find
out what were the difficulties they were suffering from
and to solve them immediately on the spot. It was found
that there was a fund of ignorance among them. They
did not know about the benefits Government were giving
and they had doubts about several things. Then, they
started switching over to buying small little parts or
other machinery, not of very big value, for the purpose
of transition from the stage of semi-finished to finished
leather. Now, this was such slow process that we had to
allow semi-tanned leather to continue being exported
even though under a quota and even though under a
higher export duty. Between the two, we had to strike &
balance.”

3.24. During their visit to the Leather Export Promotion Council,
Madras, it was represented to the Study Group of the P.A.C. that
the quota system instead of producing desired results had aggravat-
ed the problem in several ways, namely:—

(i) By overnight cutting down the capacity of the tanner the
policy had resulted in a financial crisis to thz tanner;

(ii) The efficiencv of a tanner was considerably reduced over-
night on account of a very low capacity utilisation, al-
most doubling his overheads and the cost of production;

(iii) The quota svstem completely changzd the nature of tan-
ner's business to which he was heitherto accustomed.
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(iv) Because of inflexible nature of quota system the average-
price realisation had also considerably gone down in the
export sector. Although it is true that when E.I. tanned
and wet blue is converted into finished leather one gets
a better price but the prices of E.I. leathers keep fluctuat-
ing very often and there is no regular basis to arrive at
the calculation of added value.

(v) The quota system was introduced on the strength of its
theory. It was pleaded before the Study Group that a
study in depth of the implications of the scheme should be
made before embarking on it fully.

3.25. In a representation submitted to the Committee the Leather
Export Promotion Council, Madras, drew attention to a further alle-
ged danger namely the entrance in the field of finished leathers by
monopoly houses, and thzir insistence on further reduction of the
export quotas of E.I. tanned and wet blue leathers. The relevant
passage is as follows:—

“At present some new entrants in the field of finish2d leathers,
belonging to certain monopoly houses, seem to be exerting
considerable influenc> on the Government with regard to
formulating the export policy of semi finished leathers.
These new entrants are particularly interested in imme-
diat2ly doing away with hundreds of small tanners all over
the country, in order to reap a bumper harvest for them-
selves. A strong mlea for a 30 per cent cut in the export
quotas of the exporters of vegetablz tanned and wet blue
leathers for the year 1976-77. by these new entrants, seem
to be under serious considzration of the Government. By
doing so, it will mean these tanners have to throw out 30
per cent of the evisting workers. This will bring untold
suffering to this snecial working class, which as you are
well aware, mostly belong to the weaker section of the
Indian community. It is argued by the representatives of
these new entrants. that thev are unable to obtain the raw
material becaus> of the unchecked exports of these lea-
thers by the tanners. This representation is absolutely
false because the majority of the finiched leather expor-
ters, who contribute 85 per cent of the exports of finished
leathers, do not make any such claim that raw material is
not available. The new entrants only wish that many of
the small tanners simply close down in order to obtain
for themselves huge quantities of raw hides and skins, at
ch2aper prices, which will enable them to increase their
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profits at the expense of the country’s foreign exchange
~earnings. At present the voice of the tanners is not heard
in any quarters simply becausz they are dubbed as outmo-
ded and ‘unprogressive’,

It is argued that by cutting export quotas it does not necessarily
mean that the tanners have to cut down production or retrench
workers. The Government expects that the tanners should have
to maintain same level of production as before, and sell the excess
quantities to the finished leather and leather goods manufacturers
But here the Government is completely overlooking the problems
that a tannery has to face in organising production without orders
and without working capital.

The finished leather manufacturers of India do not come forward
and place advance orders with the tanners at present. In the ab-
sence of this a tanner cannot plan any production. Moreover, even
the banks who readily make available working capital against ex-
port orders, do not advance any working capital for manufacture
and sale for the local market. Therefore in the absence of any
orders from the local buyers, and also in the absence of working
capital from the banks, the tanners have no choice but to cut
down ther production to the extent the export quotas are made
available. Therefore, the policy of cutting quotas, in the absence of
any solution to the above two problems, simply would result in lesser
production and retrenchment of workers for the existing 400/500
small tanners. Perhaps this is exactly what the big monopoly houses
are now wanting to happen.”

3.26. The Committee uphold Government’s leng-term objective
of “structural diversification and modernisation of leather industry”
with a view to our exporting finished leather and leather manu-
factures rather than semi-processed hides and skins which bring
meagre returns and is appropriate only to a backward economy.
The quota system, however, does not appear to have been evolved
after sufficiently careful thought. It was in March, 1973 that Gov-
ernment announced its intention to reduce the export of semi-finish-
ed lcather to 25 per cent of 1971-72 level within five years. In June
1973, it was announced that export quota for the year 1973-74 would
be fixed after making cuts of 20 per cent in the case of semi-finish-
ed hides and 10 per cent in the case of semi-finished skins from the
total exports of such leather in the calendar year 1972 which was
selected as the base year. On 1st August, 1973, the Chief Controller
of Imports and Exports issued instructions reiterating that all exports
made from 1st April would be adjusted against the export guota, but
10 days later he announced changes in Government’s decision ac-
cording to which (i) the quota scheme was to be operated from 1st
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August, 1973 (if) for the remaining 8 months of 1973-74 only 15 per
cent of the annual quota would be allowed and (iii) exports from
April, 1973 to July, 1873 would not be set off against the next eight
months’ limit, Even this decision was revised in January, 1974 when
it was announced that 66.67 per cent of the annual quota would be
aliowed to be exported during August, 1973 to March, 1974. In
March, 1974 another announcement came that in view of representa-
tions received from concerned interests that it would take some time
to develop adequate infra-structure to manufaeture finished leather,
annual guotas for 1974-75 would be continued at the same level as
for the preceding year, though these would be substantially reduced
in the following year, viz., 1975-76 and onwards. Defending these
changes, the Ministry of Commerce argued that “strategy and mecha-
nism had to be adopted and bent to meet the demands of actual con-
ditions of production and exports in the domestic industry and inter-
national market respectively.,” The Committee feel that if Govern-
ment had taken the actual conditions of production and exports into
consideration at the very beginning, before launching the quota sys-
tom and had made it known firmly to the industry and trade, it
would have been spared embarassment and also the hazards that
such frequent changes involved. The Committee cannot resist the
impression that the quota system, so frequently changed and at short
intervals of time, was conceived in haste and without careful antici-
pation of its likely effects. Certain new entrants to the export of
finished leather goods have, according to the Leather Export Promo-
tion Council, Madras, requested Government to order a further cut
in the export quota of semi-finished leather. The Committee urge
Government to evaluate all such proposals on the basis of their own
experience and ensure that the scheme, formulated with foresight
and precision, gives a new, stimulating direction to the leather

‘- industry.

3.27. The Committee find that partly on account of the quota
system, the quantities of ELT. leather and chorme tanned leather
wet blue exported during 1973-74 were less respectively by 121495
lakh kilograms (40 per cent) and 9591 lakh kilograms (33 per cent)
than the corresponding exports in 1972-73. The value of these re-
ductions at 1973-74 average export prices was Rs. 71.93 crores. As
against this, the increase in export realisation for finished leather,
leather goods, leather footwear and other finished leather products
in 1973-71 aver the precedine vear was only Rs. 3.48 crores. In other
words, in 1973-74 we lost very much more, in terms of foreign ex-
change, by restricting our exports of semi-finished leader than what
we gained in the form of higher exports of finished leather and
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leather manufactures. To make things worse, the position does not
‘seem to have improved in 1974-75 either when quantities of E.LT.
leather and Chrome tanned leather wet blue exported were less res-
pectively by 43 lakh kgs (23.6 per cent) and 75 lakh kgs (39 per
cent) than the corresponding exports in 1973-74. The value of these
reductions was as much as Rs. 4622 crores. As against this, the in-
crease in export realisation for finished leather, leather goods and
leather footwear in 1974-75 over the value of export of these ftems
in 1973-74 was only Rs. 26.55 crores. The representative of the
Ministry of Commerce stated in evidence that the decline in exports
of semi-finished leather was not due to the quota system alone but
also to the cumulative effect of four main factors, viz., (i) acute
shortage of power, (ii) non-fulfilment of export quotas due to inter-
national recession, (iii) accumulation of large inventories with prin-
cipal exporters like Italy and (iv) rise in the cost of maintenance of
cattle which continental cattle-holders tended rather to slaughter.
The Committee feel, however, that these factors may have aggravat-
ed the situation, but the responsibility of the restrictions under the
quota system bringing about reduced exports of semi-finished leat-
her cannot be so easily negated. The view of the Ministry of Com-
merce that export of finished leather “cannot obviously keep pace
pari passu with the decline in the value of semi-finished leather”
does not explain the position and appears even to be complacent.
The Committee feel strongly that our country just cannot afford a
fall in our export earnings even as we make necessary long-term
schemes which may not bring in adequate dividends immediately.
Government should, therefore, avoid drastic quantitative restrie-
tions on semi-fin’'shed leather exports unaccompanied by a com-
mensurate increase in finished leather exports. The Committee
urge also that from this angle the working of the quota system
should be adequately appraised so that any serious detriment to
the leather industry in its present phase of development and to the
quantum of our export earnings could be dec’sively eliminated.

3.28. The Committee note that the Sitaramiah Committee
had recommended a quota system to be regulated in such a way
that in about 8 to 10 vears time the exports of semi-finished leat-
her could be reduced to 25 per cent of their 1971-72 level. Govern-
ment’s idea, however, was that it was “too long a period” and that
the task should be accomplished in five years from 1972, Acce-
leration of the pace of conversion of semi-finished capacity into
finished leather capacity is no doubt desirable, but the resultant
curbs on export of semi-finished leather had caused a crisis in the
leather industry and the closure of as many as 248 tanneries in
Tamil Nadu, thus creating considerable and sudden unemployment
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in that State and elsewhere, The Committee fear that, even with
the best of intentions, Government had perhaps tried to move faster
and more drastically than the actual situation warranted. Even at
this late stage, the Committee would urge Government to take a
fresh stock of the situation, and by a perceptive re-scheduling of
its programme enable the leather industry to adjust itself to the
new requirements and readily cooperate in the challenging task
ahead of us in our race for economic advance and well being.



CHAFPTER IV

A. AIR-FREIGHT SUBSIDY ON EXPORTS OF FINISHED
LEATHER ETC.

Audit Paragraph.

Government’s intention for over 15 years had been to switch-
over from export of semi-finished leather (E.I.T. leather and chrome-
tanned wet blue leather) to export of finished leather and leather
goods including footwear. For encouraging more exports of finish-
ed leather and leather goods including footwear the then Foreign
Trade Ministry initiated a proposal in May 1970 for payment of
air-freight subsidy to exporters of finished leather, leather goods
and leather footwear. The Finance Ministry rejected the pro-
posal stating inter alia that sanction of air freight subsidy for ex-
port of non-perishable products might have wide repercussions, and
that an adequate margin might already be available to the ex-
porters. In November, 1970 the Foreign Trade Ministry revived
the proposal, based on certain data submitted bv the Export Pro-
motion Council for Finished Leather & Leather Manufactures, Kan-
pur. The justification given for the proposed subsidy was that
finished leather, leather goods and leather footwear were mainly
exported to fashionable markets in the West where trends changed
quickly, and that other competing countries had the advantage of
close proximity to importing countries and could therefore effect
quicker deliveries. The Finance Ministry, although not fully satis-
fied with the data, agreed in January 1971 to payment of the sub-
sidy from February 1971 to March 1972 at 50 per cent of the air
freight paid, with a limit of 15 per cent of f.0.b. realisations in the
case of finished leather and leather goods, and 10 per cent of
f.ob, realisations in the case of leather footwear and components.
"This was subject to a review after a year. Attempts made by the
Foreign Trade Ministry during that pertod to collect details of
exports effected by air failed. but in April 1972 subsidy at the
same rates was extended with the concurrence of the Finance
Ministry up to March 1973. On this occasion, a new cond:tion was
introduced that exports should be effecied through Indian flag
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carriers in order to qualify for subsidy. In January 1973, the For-
eign Trade Ministry made a proposal to sanction the subsidy scheme
on a perpetual basis. The Finance Ministry rejected the proposal
on the ground that relevant data had not been verified, but agreed
to continue the subsidy at the existing rates till March, 1974. In
February, 1974 the Foreign Trade Ministry reviewed the proposal to -
continue the subsidy without any time limit suggesting that a
review might be made after 3 years. But in March, 1974 this idea
was dropped, and it was suggested that the scheme might be con-
tinued upto March, 1975. The Finance Ministry called for the latest
cost data but was informed that it would take considerable time to
get them. The Finance Ministry observed inter alia as follows:—

(i) Reliable data regarding export effected by air were not
available.

(ii) Cost data were not furnished in the required form, and
information collected from the Export Promotion Coun-
cil in February 1973 was the same as that submitted in
1970.

(iii) Details of cost of production were not furnished, so as
to see whether the exporiers were incurring any loss.

4.2. However, the subsidy was continued at existing rates on
ad hoc basis for another six months upto 30th September, 1974, and
the Finance Ministrv suggested that data should be collected be-
fore that date.

4.3. Some more data were obtained through the State Trading
Corporation and the Export Promotion Council by August 1974,
but these were not certified by any Chartered Accountant and did
not also indicate the cost of production or the losses actually sust-
ained by exporters. The Finance Ministry observed in September
1974 that the basic facts for a decision were not available, and sug-
gésted continuation of the subsidy at certain reduced rates upto
March 1975, by which date a proper detailed study could be made.
It was clarified by the Commerce Ministry in September 1974 that
ft would be difficult to collect authentic data as required by the
Finance Ministry. Thereafter, in November 1974 orders were issu-
ed extending the air freight subsidy upto March 1975 at the reduced
rate of 40 per cent of air freight paid (with a limit of 10 per cent
of f.0.b. realisations in the case of finished leather and leather goods
and 7 per cent of f.ob. realisation in the case of leather footwear
and components).

44. The Ministry stated (January 1975) that “most of our finish-
ed leather, leather goods and footwear are being exported by air”.
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The Ministry also stated (January 1975) that “export of finished"
leather, leather goods and footwear depend upon the fast chang-
ing fashion in the foreign markets” and “our export efforts will to-
tally fail if we are not able to supply goods in time and this is pos-
sible only by effecting our exports by air”.

45, Out of Rs. 237 crores estimated by Government as payable
as air-freight subsidy on finished leather leather footwear and
leather goods air-lifted during 1971-72, 1972-73 and 1973-74, Rs 1.08
crores were paid by March, 1974,

4.6. Almost 50 per cent of the exporters of finished leather, who
account for the bulk of finished leather exports, are stated to be
exporters of semi-finished leather also (both EIT. and chrome-
tanned wet blue). In 1972-73 out of 146 registered exporters of
finished leather, 7 exporters, who accounted for not less than 62
per cent of the total finished leather exports during that vear, were
also exporters of semi-finished leather. These exporters got the
benefit of increase in unit value on their exports of semi-finished
EILT. leather and chrome-tanned leather as shown below:—

Unit value (rer Klo-
gram) cf expits

Year —_—
ELT. Chime
leather tand
w.th)e
Rs. R.
1970-71 .. e .. . 22-83 17-76
1971-72 e e e e e 25:03 1514
197273 e £ 15 Nt 1 3
1973-74 . . . . P . 47°08 32-58

197475 (%) . . . . . . R . . 46-00 25-00

4.7. While the wholesale price index for leather in India in-
ereased by 74 per cent between 1970 and 1973 (viz, from 133 to
232}, the export prices of E.LT. leather appreciated by 106 per
cent (from Rs, 22.83 to Rs 47.08 per kg.) between 1970-71 and 1973-
74 and those of chrome-tanned wet blue appreciated by 83 per cent
(from Rs. 17.76 to Rs. 32.58) over the same period. Apparently,
these exporters earned profit on their exports of semi-finished leat-
her, ie. E.I.T. leather and chrome-tanned wet blue. W}nle sanc-

(*) (nf\rmatmn relating to the yoar 1974-75 is not ccnra ne€ in lh s J1v(it Parea
graph but was obtained feom the Ministry of Comm.ree. It ia not yotted in Audit,
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tioning subsidy to finished leather exporters Government does not
-secem to have taken this fact into account The Ministry stated
(January, 1975) that “a large number of exporters of finished leat-
her were not producers of semi-finished leather and they had to
buy semi-finished leather at prevailing high prices. The withdrawal
of subsidy only for common exporters of semi-finished and finished
leather would have been difficult to administer and would be a dis-
crimination affecting precisely the persons who were reluctant to
switch over from semi-finished leather exports.”

4.8. In 1970-71 export of finished leather leather goods and leat-
her footwear (Rs. 12.20 crores) was about 15 per cent of the total
leather exports (Rs. 82.20 crores). After the air freight subsidy
was sanct.oned from February, 1971 exports of finished leather, lea-
ther goods and leather footwear increased, but were only 14 per
cent, 18 per cent and 20 per cent of the total leather exports in
1971-72 (Rs. 100.89 crores), 1972-73 (Rs. 187.15 crores) and
1873-74 (Rs. 186.18 crores) respectively, while the corresponding
percentages for exports of semi-finished leather (E.LT. leather,
chrome-tanned wet blue leather and reptile skin) were 86 per cent,
82 per cent and 80 per cent. Thus, there has not been much signi-
ficant success in switching over from semi-finished leather to fini-
shed leather, leather goods and leather footwear although most of
the advanced countries seem to prefer importing leather in more
finished form, and the General System of Preference introduced
by the various advanced countries in 1971 removed the tariff bar-
riers which had earlier been handicaps for export of Indian finish-
ed leather and leather products. This was mainly due to non-avail-
ability of facilities for production of finished leather with the tann-
ing industry, a large portion of which is in the small scale and the
cottage sectors. The Committee on the Development of Leather
and Leather Manufactures for Exports recommended (December,
1972) setting up of more finishing centres where there were con-
-eentrations of small scale tanners.

49. The Ministry stated (January, 1975) that “Government has
taken many steps to promote establishment of capacity for produc-
dion of finished leather and leather products. The licensing policy
has been changed on the lines of the recommendations of the Seetha-
ramiah Comm ttee Report and new units from the semi-finished
‘stage onwards of leather tanning are being freely licensed. The
list of machineries and chemicals has been drawn up which are re-
quired for the finished process and import of these is freely allowed.”
“The Ministry also stated that “for co-ordinating and to provide
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Teadership in this process of switch-over it is likely that a corpora-
tion under the Central Government may also be established soon.”

L ] * *

[Paragraph 29 of the Report of the Comptroller and Auditor
General of India for the year 1973-74, Union Government (Civil)].

4.10. In January, 1975, the Ministry of Commerce informed
Audit that:—

(i) In this area of exports where air-freight is necessary our
competitors from South America, Taiwan, Hong Kong and
Europe have air-freight advantage for both the major
markets of Western Europe, U.S. and Canada. Our total
trade in finished leather and leather products is small and
‘has to be increased at the ekpense of the established and
more profitable trade of semi-finished leathers. The air-
freight subsidy, therefore, is well justified for equalising
the trade terms with the competitors when we are just
making our entry into the foreign markets.

(ii) The draft paragraph observes that reliable data regard-
ing exports effected by air were not available. This is
true because the airlines do not keep the data on a regular
basis. The Customs Authorities in air ports like Delhi
also furnish daily lists of exports only to the Director
General, Commercial Intelligence and Statistics about the
exports effected by air. But. at the same time it is well-
known fact that most of our finished leather, leather
goods and footwear are being exported by air.

(iit) It has been extremely difficult to collect data from the
numerous footwear units who are in the dis-organised
cottage sector. It is estimated that 200 million pairs of
footwear are being produced in the country, out of which
8 million are being exported. Out of this 8 million, the
Director General., Technical Development units are
reported to account for about 2 million and rest comes
from the small scale or cottage sector. The producers
of footwear are small men and thev mostly belong to the
depressed sections of the society. It is very difficult to
expect them to maintain data as we require for our pur-

®eseD:lated nortions of the Audit Paragraph have been reproduced in and dealt with
in Chapters IT and IIT of this Report.

2815 LS—5.
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poses. The Export Promotion Council for Finished Leather
etc. has been authorised to appoint a Cost Accountant for
verification of proper data and the same may be submitted
to the Cost Accounts Officer of the Government for a cost
study.

According to the Directory of the Export Promotion Council
for Finished Leather and Leather Manufactures, Kanpur
there were only 261 parties who exported leather footwear,
138 exporters of finished leather and 379 of leather goods in.
1972-73.

(iv) It should also be remembered that our footwear particularly
i of casual sandals type do not fetch high value. Here even
a small gain counts and if this is not provided for, the
exporters incur losses. Hence it is necessary to provide
air freight subsidy on this item. In respect of footwear
also designs and fashion change very fast and we have

to change our production pattern accordingly.

(v} It is also a fact that we are making a beginning in the
production of finished leather, leather goods and footwear.
These are also difficult items in the sense that they require:
sophisticated machines, chemicals and dyes and also design
requirements and strict specifications. Our trade is small
in these items as compared with our potentialities because
of these constraints. So, it is absolutely essential that we
facilitate export production and access to far off markets
by provision of the facility like air freight subsidy.

(vi) It is true that the profits of the exporters of semi-finished
leather during 1972 were very high. This leather boom
contained upto early 1973. Since then, the prices have been
falling in the international market and the demand has
been slowing down. It is quite likely that the profitability
of semi-finished leather may come down to the levels of
1970 or even lower. The leather trade is subject to cyclic:
fluctuations of price, common in traditional commodity
trade.

4.11. In the Report of the United Nations Conference on Trade &
Development (December, 1974), the need for use of air transport by
the developing countries was stressed in the following words: —

“Developing countries are isolated from the fashion centres of
the world and in most cases lack the structual capacity to
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adapt their lines of production quickly to the specific
requirements dictated by fashion (quality, texture, colour,
substance, feel etc.). An added problem in this regard
concerns delivery time and transport costs. If developing
countries want to compete in the finished leather fashion
market of developed countries, it appears that they should
seriously consider use of air transport. However, the
higher transport costs involved may well outweigh the
.original advantage of lower production costs and prices that
developing countries have vis-a-vis the producers in
developed countries in the processing of these leathers.”

L * * * ®

“Some of the major exporting countries—including all the
developing exporting countries—being located long dis-
tances from their major consumption markets, particular-
ly of Western Europe, are at a disadvantage vis-a-vis the
European exporting countries, a great part of whose ex-
ports is shipped to short distance destinations—mostly
within Europe. Hence their transport costs are much
higher than for the European suppliers, and the time re-
quired for their products to reach the consumers is much
longer, thus causing higher inventory costs. Moreover,
the longer the distance over which transport takes place,
the greater are the possibilities of interruptions, delays
and unforeseen changes. Such delays are particularly
serious in the case of finished products like footwear and
other leather fashion goods for which the demand is
seasonal, because they may cause such fashion products
to lose the market.”

4.12. The Ministry of Commerce, in a note*. mentioned the follow-
ing addition2] points for the grant of air freight subsidy:

(a) “It will be appreciated that sea shipments in such small
consignments with such rapid frequency is not feasible.
Based on our commitments of supply of components, such
as footwear uppers, the buver plans a programme of pro-
duction and our supplies must be adopted to the daily or
weekly production planning at the other end. Footwear
and leatherwear are seasonal in the year—winter, soring,
summer and fall-—any time lag between the designing
concept and the production of footwear or leather go'ods

*Not vetted in Audit.
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makes the articles unsaleable. It has, therefore, bécome

imperative that the gap between the design concept and
final production is reduced to the minimum.

(b) Apart from quicker feed-back for correcting any one of
the mistakes that may occur, which do occur even in the
Western factories, heavy inventories can be avoided by a
quicker means of transport.

(¢) Another impelling factor for deliveries by air is arrival of
components at the other end in factory fresh condition. It
will not be out of place to mention that the original con-
tract with USA buyers for cow-boy uppers was based on
sea freight. First consignment reached the destination
with fungus and other defects due to long sea vovage and
consequently had to be destroved. An agreement was,

therefore, entered for the despatch of cow-boy uppers by
air.

(d) Our competitors are mostly based in South America,
North Africa and places like Portugal and Spain in Europe.

If we have to meet their challenge, air freighting is must
and is the only asnwer.

(e) STC's own experience is that but for air-freighting they
would have never succeeded in developing exports of com-

ponents. STC's direct exports of components has steadily
increased as follows: —

Yoar Invoicsd value
{Lckh Rs))
1971-72 50
19=2-73 . . . . . . - . 33
1973-74 . . . . . . . . 14"
1974-7§ . . . . . . . . 1RO

(f) The trend in Western countries is to send even semi-pro-
cessed leathers by air. We would not be able to compete
unless finished leathers, footwear, footwear components
and leather goods are sent by air with necessary assistance
towar®s high cost of air freight.
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(g8) The Leather Export Promotion Council, Madras have
compiled different types of incentives available to the

leather industry in our competing countries (*Appendix
II).

4.13. The Committee desired to know whether other countries also
exported leather goods by air to catch up with changes, in fashion.
In reply, the-representative of the Ministry of Commerce said: —

“I would like to submit two points. In respect of certain coun-
tries such as Argentina and Brazil and in Western Europe
which are nearer the market-—there it takes much shorter
time than us even to send goods by sea rather than by air.
Where the sources are nearer the market in the continent,
there the time taken for sending goods by sea is the same as
what we take by air. As far as change of fashion is con-
cerned, one has to get in touch with the market constantly
for knowing these particular changes and the STC Officer
and the TDA collect data and they have been informing

their associates as to how to adapt themselves to these
changes.”

4.14. The Conmmittee wanted to know if any other country gave

air freight subsidy to exporters of leather goods. In reply, the
representative of STC said:

“Brazil gives many incentives. In fact it is a very fine package.
The result has been that thev have developed their export
performance in the last 1-1'2 years.”

4.15. Asked if producers of finished leather and leather goods as

against the exporters had in any way benefited from air freight
subsidv, the witness said:

“I do not think the Industrial Development Ministry has the

statistics right now whether it led to better wages or better
returns for the producers.”

4.16. The Committee were informed bv the Ministry of Commerce
(February 19, 1976) that total amount of air freight subsidy paid on

sNot yetted in Auder,
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various items from time to time since 1971-72 is as under: —

Year Finished Footwear and
leather and Footwear ‘Total
leather goods Components

Rs. Rs.
1971-72 . . . . . . 4,81,848 67,967 5,49,815
1972-73 . . . . 31,45,661 8,53,230 39,98,89
1973-74 . . . . . . 53,49,462 14,84,629 68,34,091
1974-75 . . . . . . 74.10,324 12,88,494 86,98,818
ToTAL 163,87,295 3694320 20081615

4.17. The rates at which air freight subsidy was operated were
as follows;—

509, of the air freight paid but
limited to 159 of the f.o.b.
value from February, 1971 to
30th September, 1974.

{i) R.nishxd tzather & Lezather goods .

409, of the air freight paid
subject to 109, of the f.o.b.
value from October, 1974 0
March, 1976.

i W2 W:ar components . . $0% of the air freight paid but

(iiy Boyiwzar and 10> mp Timited to 10% of the f.0.b-
value from February, 1971 to
3oth September, 1974.

409 of the air t-eight psid
subject to 7% of the fo.h.
value from October, 1974 to
March, 1976.

418. The Ministry of Commerce stressed that “there is co-relation
betweer: the air freight subsidy disbursed and the increase in the
export of finished leather, leather goods and footwear particularly to’

fashion conscious markets.”
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419, The exports of finished leather, leather footwear, leather
womponents, leather goods and leather manufactures since 1971-72
increased as follows: —

(Rupees in lakhs)

Y ear FRinished Leather foot- Leather goods
leather wear Com- & lesther

ponents manufactures
1971-72 . . . . . . 359-96 873-25 199-00
1972-73 . . . . . . 166363 102679 360- 40
1973-74 . . . . . . 164764 112945 617°36
1974-75 . . . . . .« 3022:00 174500 128300
1975-76 . . . . . . 1770700 69500 442°00

(April-August)

4.20. Giving region-wise breakup of exports, the Ministry of
Commerce stated:

“On an average about 20 per cent of finished leather goods to
Eastern Europe and the rest predominently to West Europe
and USA. For footwear including components about 35
per cent goes to East Europe and the rest predominently
to USA. Leather goods are predominently taken by USA
and Japan and only about 5 per cent goes to East Europe.”

421. The Committee were informed that air freight rates from
India to New York vis-a-vis from Brazil/Rome to New York were as
follows: —

‘Sector Rate per Minimum Corresponding rate
K.G. weight  from Brazil/Rome
India-New York . . . . . Rs. 12.00 100 Kgs. Brazil—Rs. 480

Rome—Rs. 8-00

4.22. It will be seen that the freight rate from India to USA is
roughly 150 per cent higher than the corresponding rate from Brazil
and 50 per cent higher than the rate from Rome to New York.

4 23. The Ministry of Commerce pointed out in a note that the
percentage of freight incidence was very high in the case of Indian



66

footwear as would be seen from the following table:—

Footwear from Country Average price Freight to New  Percentage
York freight incidence
India . . . . . Rs. 43.00 Rs. r12.00 28
Brazil . . . . . Rs. oo Rs. s5.00 55
Ttaly . . . . . Rs. 90.00 Rs. 8.00 9

4.24, Giving justification for the air freight subsidy scheme, the
representattve of the Ministry of Commerce said in evidence:

“In the first place it is the policy of the Government to step
up export of finished leather and to that extent to give
them an incentive. Apart from import replenishment,
there is no other incentive available to the leather industry.
Air Freight subsidy was found to be called for because
the difference between sea freight and air freight was
about three to four times. As I had occasion to submit to
this Honourable Committee, it is not our cost, it is more
the price of the commodity from the competing sources
that actually determines the requirement of the assistance
and the incentive for any commodity of export from this
country. In respect of finished leather, our competing
sources were Argentina. Brazil. Latin America, Spain and
Italy and also on the eastern side Hong Kong and Korea.
They were able to reach the markets much quicker even
by sea and their freights were more competitive.”

4.25. The Committee desired to know if air freight subsidy was
allowed irrespective of the countrv to which finished leather. leather
goods, footwear and components were exported. In reply, the repre-
sentative of the State Trading Corporation stated:

“Is it the Western countries. It is on c.i.f. basis in which
case we have to arrange for transport and work out the
transport economics ourselves.*** The Soviet Union buys
goods on f.o.b. basis. In the case of f.o.b. sale, it is for
the buyer to make arrangements as to which route it prefers
and which mode of transport it prefers. It is the closed
footwear that is mainly exported to Soviet Union. Tt is
quite heavv and sturdy footwear. So, the question of
making a comparison has not arisen because the buyer has
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taken delivery at the border of India and has made its.
own transport arrangements.”

Asked if it is a fact that no air freight subsidy is given far export

of footwear to USSR because export to that country on f.o.b. basis,,
the witness replied:—

“That is co_rrect. That is on f.0.b. basis.”

4.26. The Committee desired to know who administered the air
freight subsidy and in what manner it was ensured that subsidy was

given only for item for which it was meant. In reply, the represen-
tative of the Ministry of Commerce stated: —

“This is administered by the Joint Chief Controller of Imports
and Exports.”

4.27. The Committee asked how was it that the Ministry of Finance
rejected the proposal of the Ministry of Commerce for air freight
subsidy in January 1970 but agreed to it subsequently in January
1971. The representative of the Ministry of Finance stated: —

“First we said ‘No’ because we were not satisfiled with the
argument that the exporting of goods by air will result in
the reduction of the f.o.b. realisation. Subsequently, it
was clarified by them that in the matter of exports by air,
the air freight has to be borne by the sender. That means,
he will be at a disadvantage vis-1-vis the other person who
will be selling in the same market. Therefore, to over-
come this handicap, some sort of subsidy for the transpor-
tation by air must be provided. In a case like this it
always happens that in the initial stage the Finance
Ministry may be reluctant but, after a good deal of clari-
fication, they may finally agree fully or in a modified form.
That does not mean that at the first stage itself we could

agree without adequate justificason from the other
Ministry.” °

428. As regards data compiled in connection with grant of air
freight subsidy, the Committee were informed by the Ministry of
Commerce that when they had revived the proposal in November,
1970 for grant of air freight subsidy, it was based on data received
from the Export Promotion Council. Kanpur. A copy of the data is
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-enclosed (Appendix III). Analysis of the data indicated that net
-additional cost on export by air per 100 K.G. of f.0.b. value would
be as shown against each:

Leather Net sdditional Percentage of
goods cost on export FOB export
by air value
Rs.
Brief Case . . . . . . . . 682 51
Satchels . . . . . . . . 672 40
Document . . . . . . . . 658 40
Gases
Folio Cases . . . . . . . 624 13
Wallets, Passport Cases, Purses etc. . . . . 615 8
Average . —3;

429. It would be seen from the above table that the data worked
out the net additional cost on export by air as 30 per cent on an
average.

4.30. The Ministry of Commerce also furnished to the Committee
a brief resume of the data furnished by the E.P.C. Kanpur and S.T.C.
in August, 1974 (Appendix IV). It would be seen from this data of
1974 that difference between air freight and sea freight in respect of
‘finished leather’ was put at Rs. 989.00 which is 18 per cent of the
F.0.B. value. Ministry of Finance was not satisfied with this data.
Thereafter a Cost Accountant appointed by the E.P.C. Kanpur fur-
nished some data which indicated that in the case of leather goods,
air freight as percentage to sea freight ranged between 207 per cent
(Chappals) and 653 per cent (Shopping Bag). While furnishing the
-data, the Cost Accountant pointed out that—

(a) “The cost of data for footwear is on random sampling
basis.... Here also the different items of footwear with
different designs patterns, sizes, colours, etc. will have
different costs as well as sales prices. In case of standard
designs, patterns and sizes the sales prices will be more
or less same with different exporters. However, in case of
fashion articles the prices of each and every design/
pattern with individual exporters will be different. Hence
averaging the costs/prices will not be much help.
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(b) If complete study of all the aspects of costs/prices of
various items etc. are to be made the same is a very
difficult proposition and each individual unit will take at
least two months or so to collect various data and if at
least 5/10 units/cases are to be considered then at least a
year will be required to complete the study.”

4.31. Asked to give progress made by the Cost Accountant to
complete the study, the Ministry stated in a note that the Cost
Accountant was appointed for a specified period of three months “in
order to provide some authenticated data then required by the
Ministry of Finance for considering the continuation of the air freight
subsidy beyond March, 1975. The subsidy was considered and
allowed beyond March, 1975 on the basis of data the Cost Accountant
-could collect.”

4.32. Asked whether Ministry of Finance was satisfied with ade-
quacy of data for grant of air freight subsidy, the representative of
the Ministry of Finance stated in evidence that: —

“This was a new type of export promotion that was being
suggested. Therefore, at the initial stage we had no data
1o conciude that either the system has succeeded or has
failed. Whenever an export promotion scheme of this
kind is introduced for the first time. we have to consider
whether the future trend will justify the granting of the
subsidy.

* L 4 »* ®

“Now after three years we have some data, even though it is
not quite satisfactory. Then, it is difficult to get precise
information regarding the cost, how much of it goés to’
the middleman and how much is paid to the original pro-
ducer. We have to make an overall assessment and see
whether it should be continued. If the experiment has
succeeded, we continue it”

4.33. The Committee enquired that if the review was based on
insufficient data, what was the nature of control exercised by the
Ministry of Finance. In reply. the representative of the Ministry of
Finance said: —

“The responsibility for ensuring control of the various export
promotion councils rests with the administrative ministries,
Whatever mav be their shortcomings at a particular point
of time, the export has to be sustained. We cannot com-
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pletely withdraw the scheme altogether. So, we are in a.
dilemma. We quife agree we are not in a happy situation.
° " » *

“Of course, we could have said “we will not give any subsidy”.
It is very easy to do that. Then what will happen to
export promotion? It will result in a reduction in exports.
That would be too drastic a step. So, we ask the adminis-
trative Ministry to take effective steps to remedy the state
of affairs. In the meanwhile, the assistance has to go on.”

4.34. The Committee enquired that if Government had no data of’
cost of production, was not action of the Ministry of Commerce based
on a prior data an arbitrary one. In reply, the representative of the
Ministry of Commerce stated:

“We did collect data from the Kanpur Council for export of
finished leather and also from the STC and we found that
there was a certain differential advantage in freight en-
joyed by our competing sources and, therefore, our ex-
porters require this amount of a limited support. That
this view is also fully justified has been borne out by the
subsequent Report of the United Nations which had gone
into the question of the marketing and distribution system
of hides and skins eic., published in December, 1974. The
UN publication states that so far as finished leather is
concerned, there is an added value and that the develop-
ing countries would do well to concentrate on such exports
and because the developing countries are far removed
from the markets, and the developed countries have an
advantage, consideration should be given for a freight sub-
sidy. This was a subsequent report of the United Nations
which fully endorsed our initial prima facie action based
on a priori data”.

4.35. Asked if the subsidy was not based on determination of the
actual loss suffered bv exporters which would be subsidised, the
representative of the Ministry of Finance stated:

“In one sense it is so; this exercise came later.”

4.36. Asked what steps were being taken to collect reliable cost
data of leather industry, the witness said:

“There has been a progressive improvement in the quality of
the data that has been furnished. In 1974-75, we insisted
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on the Export Promotion Council to appoint a Cost Ac-
countant specially for this purpose of collecting data, and
then get the advice of the Finance Ministry as to the nature
of the data required. The STC was also asked to improve
upon their data. In addition to this, we also asked Air
India to put mandatory rates which were in force from
1970. It was discontinued for some time again renewed
from 15.7.74. We still found the freight differential was
higher than the disadvantage that we suffered from our
exports and hence the qualitative argument on the basis

of the a priori data was found acceptable to the Finance
Ministry.”

4.317. Aske if continuance of subsidy beyond 31st March, 1976

would at least be subject to production of actual cost data, the wit-
ness said:

“When the question of further continuance arises, certainly
this aspect would be kept in view.”

4.38. The Committee enquired if while giving air freight subsidy,
Government went by freight charges of Air India alone or whether
freight charges of other char‘ered carriers were also taken into con-

sideration. In reply the representative of the Ministry of Commerce
stated:

“We take into account the freight charges as given by the Air
India which is operating. I: is upto the Air India to make
certain chartered arrangements if their own carrving
capacity is not adequate. Here. in this case, as I mention-
ed. mandatory rates were in force for same time from
11.2.1970 and subsequently also from 6th March 1975 and
even here, mandatorv charges have not been accepied by
two of our host. countries like the UK and West Germany.
We are pursuing that matter and wherever mandatory

rates are in vogue. we also reckon with it in working out
the air freight incidence.”

*® *

“As far as Air India and other Airlines are concerned, they are
covered by IATA and they have one common tariff. So
far as chartered flights are concerned, if the chartered
carriers are foreign airlines, it will mean an out-go of
foreign exchange and that wil] be counter-productive. In
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working out the subsidy, we have said, that 40 per cent of”
the air freight paid or 10 per cent of the FOB realisation
will be given. If they are using any other chartered air-
lines we expect a certificate of no objection from Air
India that they do not have the carrying capacity.”

4.39. The Committee pointed out that if leather goods were sent
by a chartered flight carrier, cost of transportation would be far less
and thereby the need for subsidising such cost would to that extent
be reduced. The witness assured the Committee that:—

“In fact the total volume of exports by air rose perceptibly
during the last one and half years: we shall keep that
particular point of view in mind and see to what extent
there can be further modifications in the light of current
developments, when the next review is made ***. We
will collect some mal data on this and go into this ques-
tion which has recently risen when the next revision is
made.”

4.40. The Committee wanted to know if the need for air freight
subsidy continued even after opening up of Suez Canal, the witness
said:— '

“The hon. Member has made a very valuable suggestion. The
Suez Canal has been opened recently and there will be a
time saving of three weeks. This will certainly have an
impact on our leather exports and we will go into this
guestion at the next review.”

441. The Committee desired to know whether it would not have
been better to spend money on creation of infra-structure facilities
for leather industry rather than give air freight subsidy to big ex-
porters. In reply, the representative of the Ministry of Commerce
said:—

“Air freight subsidy, as the hon. Member pointed out, does
not cover fully the air freight of the exporter. To the ex-
tent he is able to expor! this, he makes a profit and if possi-
ble, he is able to create employment potential.”

4.42. The Committee enquired whether total assistance available
to the leather industry was taken into account while considering the
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question of air freight subsidy. In reply, the Commerce Secretary,.
stated:— ‘

“We came to their help only partially. There is no other assis-
tance available to them, no cash assistance or any other
assistance, except import replenishment and drawback.”

4.43. The representative of the Ministry of Commerce added:

“I submit that in computing what would be the effect of air-
freight subsidy on the cargos, the amount of replenish-
ment as they are getting and the amount of draw back
that they might get are also debited.”

4.44. The Committee enquired how much time it took to export
leather goods from India to U.S.A. Giving details of a few export
orders for ‘cow boy uppers’ received by STC from USA in 1974, it was
*stated in response to work orders dated 25-1-74 received in the first ~
week of February, 1974 goods were despatched between 22nd April
and 12th June, 1974. Against work order dated 8-2-74 received in the
second week of February, 1974, goods were despatched between 27th
May and 12th June, 1974. There was another work order dated 1.5.74
received in the beginning of second week of May, 1974 against which
goods were despaiched between 7th June, 1974 to 29th July, 1974

4.45. The Committee enquired if the initiative for change of
fashion in footwear came from the Indian side. In reply, the repre-
sentative of the STC stated:—

“It is the American importer or the American designer who
changes it; the American market does not change. Obso-
lescence is also there in many other consumer products
and not only in footwear. It is they who set the trend
and they also borrow ideas from other exporting countries.
It is a two-way process. For example, in the Kolhapur
chappals they have brought about many innovations
through the suggestions of the Indian exporting communi-
ty and in regard to other open sandals also they have
fashioned out certain types of leather and other exporters
have given suggestions about certain designs, certain raw
materials etc. So. it is working as two-way process. But
the fundamental fact remains that, whether it originates
from here or there, obsolescence is very quick and they
are always on the look-out for new ideas, new materials
and so on.

*Reply not yetted in Audit



4

4.46. The Committee desired to know if fashion chénged frequent-
ly in Communist countries also, the witness said:

“It is not so rapid. Their source of supply are also being diver-
sified. For example, they were buying from Italy. Fa-
shion changes. This will be reflected in their buying
footwear from abroad.”

4.47. The Committee asked if air freight was being given on any
other goods because of fast changing fashions. In reply, the represen-
tative of the Ministry of Commerce stated:—

“Handicrafts have also got this subsidy, as well as carpets.
Carpets have also get subsidy of the order of 5 per cent of
the f.0.b. value or Re. 1/- per kilogram, whichever is less,
for export to Western Europe, UX. and U.S.A. upto 30-9-
75. In addition cash subsidy of 10 per cent of f.o.b. value
is available for handicrafts and crafts; upto 31-3-76 where
f.o.b. value is not less than Rs. 15- per square metre and
for fresh vegetables, flowers and fruits because they are
perishable, we had been giving them air freight subsidy
of 20 per cent upto 31st March. 1974, But since then it
has been dicontinued because the necessity for continuing
it was not apparently felt.”

4.48. The Committee asked how could rapid change in fashion of
footwear be pleaded as a justification for air freight subsidy when
exports of footwear and components constituted only 10 per cent of
the total exports of leather. In reply, the representative of the
Ministry of Commerce stated:

“The argument of fashion applies as much to footwear as also
to leather goods, particularly handbags and fancy gar-
ments and things like that and also leather garments.
Leather goods constitute 60 per cent.”

4.49. Asked whether any statistical study has been made to find
out how soon the fashion changed and led to stock accumulation,
the witness replied:

“Our information was that once in three months, this kind of
fashion does change and we are able to get this information
from the commercial intelligence.”

450. The Committee desired to know whether STC had any orga:
nisation for market study to keep abreast of changes in fashion in
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leather goods. In reply, the Commerce Secretary stated:

“STC have their own marketing organisation. They have got
all these statistics and data with them. Whenever we want
them, they always make them available to us. STC dis~
seminates this information down the line. There are 23

foreign offices abroad which are collecting this kind of
information for the STC.”

4.51. The Committee desired to know whether it would not be
desirable to evolve an export strategy which did not lean too heavily
on fiscal subsidies like air freight subsidy and whether it was not
high time that exporters got rid of such crutches. In reply, the Com-
merce Secretary, stated inter alia that:—

“We have at present a package, so to say, of three kinds of in-
centives; cash assistance, import replenishment and draw-
back on duties. It is a matter for consideration whether
for purposes of simplification and for purposes also of see-
ing to it that this kind of cash assistance if it is to be given,
has to be based on detailed study of marginal cost—this
could be avoided. Time and again, the Commerce Minis-
try has also stated and it has found its way into the papers
that cash assistance is like a crutch and we should do away
with it as soon as possible. This is in furtherance of this
kind of thinking that a group headed by a Member of the
Planning Commission is going into this and I hope within
a period of month or so, they will balance all these factors
and would be able to give suggestions on this subject.”

4.52. The Committee note that for encouraging more exports of
finished leather and leather goods including footwear, Government
introduced air freight subsidy from February, 1971 at 50 per cent of
air freight paid but limited to 10 per cent of the f.o.b. value in the
case of footwear and components and 15 per cent of the f.0.b. value
on finished leather and leather goods. From October, 1974, the rates
of subsidy were revised to 40 per cent of air freight paid but limited
to 7 per cent of the f.o.b. value in the case of Ieather footwear/com-
ponents and 10 per cent of the f.o.b. value in the case of finished
leather and leather goods. The period upto which subsidy has beexx
sanctioned expires on 31st March, 1976. A total subsidy of Rs. 200.81
lakhs has been paid since the introduction of subsidy upto the year
1974-75. No subsidy is payable on exports to USSR because the ex-
ports to that country are on f.o.b. basis while the subsidy is admissi-
ble for c,Lf. basis only. The main considerations which are stated to

2815 LS—6
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have weighed with Government in granting the subsidy are rapid
changes in fashions in U.S.A. and West European countries and the
need for rapid transport to keep pace with countries competing in
this line of export. The Committee were informed that air freight
rate from India to U.S.A. was roughly 150 per cent higher
than from Brazil and 50 per cent higher than from Rome. Besides, as
Indian footwear suffered from the disadvantage of fetching a lower
price, the freight incidence in the case of Indian footwear was 28 per
cent as compared with Brazil’s 5.5 per cent and Italy’s 9 per cent.
During evidence, the representative of the Ministry of Commerce
justified the grant of air freight subsidy on the ground, among others,
that the “difference between sea freight and air freight was about
three to four times.” The Committee were also informed that there
was a definite “co-relation” between the air freight subsidy disbursed
and a resultant increase in the export of finished leather, leather
goods and footwear particularly to fashion-conscious markets. Such
exports had increased from Rs. 360 lakhs in 1971-72 to Rs. 3022 lakhs
in the case of finished leather, from Rs. 199 lakhs to Rs. 1283 lakhs
in the case of leather goods and Jeather manufactures, and from
Rs. 873 lakhs to Rs. 1745 lakhs in 1974-75 in the case of leather foot-
wears and components. The Committee feel that these arguments,
though relevant, are not entirely convincing. First, the Committee
are not sure whether the increase in exports of finished leather and
lemther goods had been due to the grant of air-freight subsidy or to
other factors. Secondly while there was an upward swing in ex-
ports, of finished leather. leather goods and leather footwear such ex-
ports, as pointed out by audit. were only 14 per cent, 18 per cent and
20 per cent of the total leather exports in 1971-72, 1972-73 and 1973-74,
while the corresponding percentage for exports of semi-finished
leather in these years were 86 per cent, 82 per cent and 80 por cent,
This, in the Committee’s view indicates that the lion’s share of our
exports stifl remained with the traditional items and the policy of
switching over to finished goods export had not achieved significant
success.

4.53. The Committee are not averse to the provision of air freight
subsidy if it helps to sustain and increase foreign exchange earnings
for the country through our exports. Such subsidy could perhaps
also be justified where Government had satisfied itself that in sending
finishied leather and leather goods by air, the exporters were unavoi-
dably incurring losses or had margins of profit so scanty that the
transaction was felt to be not worthwhilee. The Committee learn
during evidence that Government was conducting a review preli-
minary to ‘deciding if the present air freight subsidy should be con-
tioned beyond 31st March, 1976. It is expected that relevant factors
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ike cost of production, difference in sea and air freight, export prices,
the exporters’ margin or profit, likely reduction in sea freight on
.account of the re-opening of Suez Canal, lower rates in chartered
flights, etc. would be duly taken imto account. In view of the fact
that 79 out of the 146 registered exporters of finished leather were
also exporters of semi-finished leather and presumably made substan-
tial profits, the Committee would prefer to have the subsidy strictly
limited to cases where the over-all national interest requires it and
where on account of the subsidy being made available, the industry
undertakes adequate infra-structural changes with a view to a posi-
tive, long-term improvement of India’s position in the world’s finish-
-ed leather market. .

4.54. The Committee are perturbed that inspite of the air freight
'subsidy scheme having been in vogue for more than five years, Gov-
ernment cannot refer to such comprehensive and reliable data as
would justify the scheme. Some material appears to have been col-
lected by the Export Promotion Council in 1970, but the Ministry of
Finance could not be satisfied with the data. Information collected
from the Export Promotion Council] Kanpur in February, 1973 was
also found to be the same as that submitted in 1970. Some more
data was obtained through the ‘State Trading Corporation and the
Export Promotion Council, Kanpur in August, 1974 but that did not
indicate the cost of production or the losses sustained by exporters.
Thereafter the Export Promotion Council. Kanpur, and the State
Trading Corporation were asked to appoint a Cost Accountant for a
short period of three months but the Ministry of Finance again found
the data inadequate since they did not indicate the period of exports
and were not in terms of the quantity and value of costed units of
the total exports. The Commitiee feel that there was no reasen at
all why the relevant data could not be kept compiled and analysed
meaningfully so that well informed decisions regarding such items
as the continuance of subsidies could ba made properly. The Com-
mittece urge that the compilation of authentic data should be given
priority and completed without further delay.

B. CASH COMPENSATORY SUPPORT

4.55. The Joint Study made by the Gokhale Institute of Politics
and Economics, Poona and Central Leather Research Institute, Mad-
ras in 1969 pointed out that the major difficulty in the expansion of
the export of finished leather, leather footwear and other leather
goods was lack of necessary marked intelligence, organisation and
capacity to break into the market of the developed countries and for
that reason, it was felt that “it will be necessary to offer export sub-
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sidies or cash assistance to the exporters of finished leather, footwear
made partly or wholly of leather and other leather goods. It was
observed that “India could possibly expand its export of finished
leather and leather goods only if cash subsidy is introduced to enable
the Indian exporters to cut the export price to compete in the Italian
market.” It was recommended that “such cash incentives may be
provided for a period of five years to bring about the restructuring
of the leather industry.” Stressing the need for inducing entrepre-
neurs to export, a cash subsidy to the exporters at the rate of 10 per
cent on the exports of finished leathers and 20 per cent to 25 per cent
on the exports of footwear and finished leather goods was suggested.

4.56. The Seetharamiah Committee (December, 1972) had recom-
mended a cash subsidy of 15 per cent against the export of finished
leather and leather manufacturers which mayv be allowed to be ac-
cumulated wherever necessary over a period of 5 years and disburse-
ments effected at the time when the party produced documentary
evidence of the steps taken by him for putting up the necessary infra-
structure i.e. land. building and machinery for modernisation, bal-
ancing and expansion. The idea was to link up the grant of cash
subsidy directly with setting up of infra-structure and with the re-
payment of loans taken specially for that purpose.

457 The Committee asked if the Government was aware that
Indian footwear Exporters were facing difficulties due to erratic
power supply, scarcity of raw materials, limited shipping facilities
and that as a result thereof many units were on the point of liquida-
tion and had demanded a cash subsidy to overcome these difficulties.
In reply, the representative of the Ministry of Commerce :tated in
evidence:—

“It has to be viewed from two angles. On the one hand, the
primary importance now is for creating infra-structure
facility for production of finished leather, on which we are
concentrating. We are taking several steps in this regard.
The subsidy arises only when there is a case made out, on
the basis of the principle of marginal cost. Very recently.
a Special Committee headed by Mr. M. G. Kaul, Secretary
to the Department of Economic Affairs had indicated that
a certain element of profit should also be allowed; and
that mere marginal cost difference will not suffice, as an
incentive. That is a note of policy which we will have to
take into account. Difficulties will arise if the f.o.b. reali-
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sation is still not adequate aceording to the current stand-
ards of marginal cost. At the moment, the f.o.b. realisa-
tion for our finished leather and leather goods is not such
as to call for immediate cash subsidy; but we cannot rule
it out for the future; it will depend on market conditions
and price realisation. We are concentrating on the first
requirement. We shall go into the question on the basis
of the accepted policy directives and when the need arises,
depending on costs and the f.o.b. realisation.”

4.58. The Ministry of Commerce, however, *informed the Commit-
tee in November, 1975 that a scheme of “development subsidy” was
being evolved and the same would be submitted shortly to the Cabi-
net Committee on Exports. In a subsequent Note (February 12,
1976), it was *stated that Government had since granted “cach com-
pensatory support” at the following rates to the export of finished
leather and leather goods in order to enable leather industry to deve-
lop exportable leather goods:—

Export Produci Rate of cash Com-
p:znsatory as a 9%, age
of f.u.b. value

‘a- Leather Shoes avd garmerts . . . . 159,
{b. Leather Chappals ard sardals . . . . . 59,
o Leather shoe uppers, shoe linings and componerts and

leather mainutactures excluding items (a* and (b above 109,
d- Firished leathor . . - . . - . 5%

4.59. The above decision is applicable in respect of exports made
during the period from lst October, 1975 upto and including 31st
March, 1976.

4.60. The Committee note that the grant of cash subsidy was fav-
oured both by the Gokhale Institute of Politics and Economics, Poona
(1969) and the Seetharamiah Committee (1972). The Gokhale Insti-
tute of Politics and Econemics, Poona suggested (1969) a cash sub-
sidy at the rate of 10 per cent on the exports of finished leather and
20 to 25 per cent on the exports of footwear and finished leather goods.
The Seetharamiah Committee (December, 1972) recommended a
cash subsidy of 15 per cent against the export of finished leather and
leather manufactures but only when the exporter could produce do-

*Replies not vetted in Audit.
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cumentary evidence of the steps taken by him for putting the infra-
structure, ie. land, building and machinery necessary for moderni-
sation, balancing and expansion. The Committee are inclined to the
view that even the present subsidy should be conditional, as in the
Seetharamiah Committee’s recommendation, on such infra-structure
improvements as are essential to better export performance. While
during evidence, the Commerce Ministry gave its view that “at pre-
sent the f.o.b. realisation for dur finished leather goods is not such
as to call for immediate cash subsidy”, the Committee were inform-
ed after evidence that the Ministry was considering the question of
giving “development subsidy”. Government have since decided to
grant “Cash Compensatory Support” to exporters of leather and
leather goods from October, 1975 to 31st March, 1976. Governmental
assistance to the industry has always to be justified on the basis of
its performance and only when the industry shares the benefit with
the worker-producer and by higher export earnings helps the coun-
try’s foreign exchange position. The Committee urge that Govern-
ment make a comprehensive examination of the position particularly
from the view point enunciated herein,



CHAPTER V
DEVELOPMENT OF LEATHER INDUSTRY

A, Creation of Infra-structure

In their Report on Development of Leather and Leather Manufac-
tures for Exports (December, 1972), Seetharamiah Committee while
recommending restrictions on export of semi-finished leather had laid
stress on creation of infra-structure, research and development, ete.
so that more of finished leather could be produced and exported.

5.2. The main thrust of the recommendations of Seetharamiah
Committee was on the creation of infrastructure for the leather in-
dustry. It recommended that:

(1) The Committee has worked out the details of the infra-
structure that would be required for finishing 25 per cent
of EI. tanned and Chrome tanned leather (unfinished) ex-
ported in 1971-72. It has been estimated that for this pur-
pose about 26 units are to be set up with total investment
of about Rs. 20 crores. The requirements for machinery
would be of the order of Rs. 4 crores including a foreign
exchange component of Rs. 3 crores. While working out
the requirements, it was assumed that the units will pro-
cess only wet-blue and E.I tanned leathers on two shift
basis. On this basis, it could be seen that for the conver-
sion of 75 per cent of the exports of semi-processed hides
and skins during 1971-72 to finished leathers, the total in-
vestment required would be about Rs. 60 crores. It is
estimated that the additional foreign exchange earning
would be of the order of Rs. 90 to 95 crores. In case a
portion is converted to leather footwear and other leather
goods for exports, the foreign exchange earning would be
still higher,

(2) New entrepreneurs may be encouraged to set up finising
units on condition that thev would start from the stage of
EI or wet-blue leather. In case of foreign companies,
larger industrial houses, etc., and in cases involving foreign
collaborations guarantee to export a considerable portion
of the production should be stipulated.

81
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(3) Finishing centres may be set up especially in areas where

there is a concentration of small scale tanners by the exist-
ing tanneries, Export Promotion Councils, State Industrial
Development Corporations, etc.

5.3. The above recommendations have been accepted by Govern-
ment in principle. As regards progress of implementation of these
. recommendations, Ministry of Industry and Civil Supplies intimated

that: —
(i)

(if)

(iii)

There is already one finishing centre unger DC(SSI) at
Erode. They plan to set up a couple of more such finish-
ing centres where there are a concentration of small-scale
semi-finished leather manufacturers. Some State Govern-
ments like Tamil Nadu|Uttar Pradesh are also interested
in setting up of finishing centres for helping the small-scale
and cottage manufacturers. The proposed Leather Deve-
lopment Corporation will also take up the work of setting
up of such finishing centres. U.P. Government have allot-
ted funds to the extent of Rs. 20 lakhs for starting common
facility centres in Jajmau, Kanpur.

For the past nearly two years, letters of intent licences are
being issued to new entrepreneurs for the production of
finished leather only from semi-finished leathers and with
a guarantee to export a considerable portion of the pro-
duction ranging from 50 per cent to .60 per cent.

The investment needed for the finished leather units for
land, building and machinery would have to come to a
large extent from private entrepreneurs and financial ins-
titutions as is the case in other industries. However, the
question of giving financial grants and aid to smaller units
would be considered by the proposed Leather Development
Corporation.

5.4. At present there is one Finishing Centre at Erode in Tamil
Nadu and one Crome Tanning Extension Centre at Tangra working
under SSI, Calcutta. The common facility centres are mainly intend-
ed for small and cottage tanners. They are intended to be set up «t
focal points where tanneries are concentrated.

5.5. Erode Finishing Centre in Tamil Nadu is functioning since
March, 1958. The Centre has a staff strength of 31 persons. Be-
sides rendering common service facilities and technical assistance,
the Centre conducts stipendary training programmes for six months
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in the subjets of (i) Heavy Leather Manufacture, (ii) Light Leather
Manufacture and (iii) Seasoning and Glazing Machine Operations.
With a meagre annual receipt of Rs. 18,000 in 1958-59, the collection
in the Centre has now exceeded Rs. one lakh per year. The annual
receipts, it has been noted, cover about 60 per cent of annual ex-
penditure of the Centre in recent years. The Committee have been
informed that the existing machinery which is 15 years’ old, requires
replacement. The extent of assistance rendered by Erode Centre
during 1973-74 to 1974-75 was as under:—

1973-74  1974-75

(a) No. of entrepreneurs contacted . . . . . 1502 1416
{b) No. of entrepreneurs given technical assistance . . 610 610

(G') No. of entrepreneurs given information to start rew

industries . . 3G 20
(d) No. ot entrepreneurs given other assistar cc . . 5§62 786
{e) Total enterprises assisted . . . . . 455 449

5.6. The Chrome Tanning Extension Centre at Tangra working
under SSI, Calcutta was started on 4th April, 1961 in a rented pre-
mises in Tangra area having concentration of about 300 small-scale
tanning units. The Centre is stated to be equipped with sophisti-
cated imported and indigenous machinery, required for manufature
of Chrome Upper and other Finished leathers. The main function
of the Centre is to render common facility service to the small scale
tanning units in various operations of tanning and finishing of
leathers with the machinery installed in the Centre. In addition
to common facility, the Centre is also giving training in processing

_and machine operation required by the industry. The Centre is also
giving extension service facility. consultancy service to the units in
the area by giving necessary technical and other assistance required
The Centre also carrieg the experimental and developmental work
for improving the process and product and also arrange for demons-
fration of processes to the industry wherever required. The Centre
has a sanctioned staff strength of 20 persons only. The revenue
earned by rendering common facility service to small scale units
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during the last five years are as follows:—

Revenue earned No. of small No. of Jobs:
Year through common scale units done
facility services assisted
1970-71 . . . . Rs. 16,160 N.A. N.A.
1971-72 . . . . Rs. 18,181 N.A. N.A.
1972-7 . . . . Rs. 29,412 152 1249
1973-74 . . . . Rs. 24,000 119 903
1974-75 . . . . Rs. 31,700 122 985

57. As far as the private sector is concerned, the small tanners
in Vainyvambad (Tamil Nadu) have formed a leather finishing and
servicing Industrial Cooperative Society for organising a common
facility centre.

5.8. In addition to the two existing common facilities at Erode
and Tangra, the State Trading Corporation has been authorised by
Government to set up 5 more Common Facility Centres in the States
of Tamil Nadu, West Bengal, Bihar, Uttar Pradesh and Andhra Pra-
desh from the Leather Development Fund available with them.
This Fund has been created by the State Trading Corporation from
out of 1 per cent Service Charge levied on the export of canalised
semi-processed hides and skins. 75 per cent of the Service Charge
so collected is taken into the Leather Development Fund.

59. The State Trading Corporation was authorised in March,
1975 to set up the following:—

Rs. Lakhs

(i) Five Common Facility Centres (one cach in Tamil Nadu,

West B:agal, Uttar Pradesh, Andhra Pradesh and Bihar, . -5
(ii) One Shoe Upper Facility Centre, Agra . . . . 15
(iii} One Unit Sole Plant, Agra . . . . . . 10
(iv: One Central and four Regional Testing Laboratorits (cne

cach in West Bengal, Tamil Nadu, U.P., Bihar and Andhra

Pradesh) . . . . . . . . . 6
(v, One Design Cell, Agra . . . . . . . 2

TOTAL . . . . 108
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Administrative and functional control of these Centres will be-
decided in consultation with the State Governments,

5.10. In this connection, the Director, Leatherware Division of
the State Trading Corporation visited Europe and met machinery
manufacturers to identify footwear and tanning machines for pur-
chase from European suppliers. A Delegation of manufacturers of
footwear and leatherware machinery visiteq India recently and
STC had a dialogue with them for purchase of machinery for the
above mentioned centres. STC have also identified machines and
suppliers for Shoe Upper Facility Centre, Sole Plant, Testing Labo-
ratories and Design Cell.

5.11. The Committee were informed that the Seetharamiah Com-
mittee’s recommendations for creation of infra-structure for the
leather industry has been partly implemented by licensing private
interests, and the Leather Development Corporation will take fur-
ther care of it in the near future. A proposal to establish a Leather
Corporation under the Ministry of Industry and Civil Supplies was
approved by the Cabinet Committee on Economic Policy and Co-
ordination in their meeting held on 25th March, 1975 subject to the
following directions: —

(i) Care should be taken to see that small entrepreneurs do
not get displaced, and

(ii) the new Corporation should establish suitable working
relationship with STC to take full advantage of its ex-
pertise and facilities in effecting export of leather and
leather products.

5.12. The objective of the Corporation is stated to be over-all
development of leather industry in the country. The detailed func-.
tions of the Corporation would be as follows:—

(1) Development of—
(a) Leather and Leather Goods Industry;
(b) Leather goods machinery;
{¢) Manufacture of leather auxiliaries, chemicals, etc;

(d) Manufacture of leather goods, fittings, grinders, etc.

(2) Establishment of production-cum-service centres for
finished leather and leather goods;
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(3) Promote Research and Development in Leather and Lea-
ther Manufactures; ‘ ‘

(4) To advise, assist, help and guide—
(a) implementation of ISI standards;
(b) training and employment of technicians, designers etc,,

(c) establishment of capacity for finishing by organising
tanners and manufacturers.

(5) To promote the formation of cooperatives of village level
workers and small entrepreneurs to ensure that no lea-
ther resources go waste and that all hides and skins
drawn at the village level find their way into organised
sector for the conversion into marketable/exportable

articles.

(6) Organise and promote the setting up of raw materials
banks for supply for machinery spares and raw materials,
auxiliaries, etc.

(7) Conduct and organise research in marketing and dissemi-
nate market intelligence for development of the industry
vis-a-vis export needs.

(8) Arranging and financing, where required. the building up
of infra-structure for the development of the industry.

5.13. As regardg capital structure of the proposed Corpuration,
it was stated that the initial cepital requirements of the Corporation
would be of the order of Rs. 5 crores of which 50 per cent would be
equity to be subscribed by the Government of India and 50 per cent
might be loan to be advanced by the Govt. of India. The authorised
capital of this Corporation might be raised to Rs. 10 crores. An
amount of Rs. 5 lakhs has heen provided in the Budget Estimates
for 1975-76 for investment in the Corporation,

5.14. The Committee were informed (March 1976) by the Minis-
try of Industry & Civil Supplies that it has been decided to name
the proposed Corporation as the “Bharat Leather Corporation Ltd.”
The Corporation it was stated, wag likely to be registered shortly.
It's Headquarters will be located at Agra. The question of appoint-
ment of a Chairman was stated to he under consideration of Gov-
. eprnment, :
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5.15. The Committee pointed out that as early as in December,
1972. Seetharamiah Committee had suggested an investment of Rs. 60
crores for development of infra-structure for leather industry which,
when implemented, wag estimated to earn Rs. 90 crores of foreign
exchange but all that Government seemed to have done so far was
to make a paltry provision of Rs. 5 lakhs for 1975-76. On the Com-
mittee’s enquiry if that was the way to proceed in a matter of great
economic interest to the country, the representative of the Ministry
of Commerce replied:—

“But 1 submit the provision of Rs. 5 lakhs to which yom, Sir,
have referred is only a token provision and depending
upon the actual functioning and the parameters of require-
ments, I am sure the ID Ministry would come up with
appropriate provision at their R. E. stage. I would only
like to add one point; alongside the scope listed, there is
one other aspect which is relevent. There are at least
a few State Development Corporations, State Industrial
Corporations and State agencies which are also in the
field, which are taking steps to set up the necessary infra.
structure for the production of finished leather goods.”

5.16. Asked how with the meagre resources which would be
available to the proposed Leather Corporation it could be expected
to fulfill the role proposed to be assigned to it, the representative
of the Ministry of Commerce stated in evidence:—

“The Leather Corporation will concentrate mainly on produc-
tion. It is an appex structure which will coordinate the
programmes and implement them through the State
agencies such ag the Industrial Corporations, cooperative
organisations, etc. There is already an organisation like
the TAFCO, for instance and there are also some other
State units in the field. The idea is that there should be
different organisation for production. While export and
marketing are looked after by the STC and the Export
Promotion Council, there should be, on the other hand,
an organisation to see that export production programmes
are properly translated into implementation. If there
are two different sets of organisations—one for production
and other for exports the production programmes and
policies of the Leather Corporation will permeate through
the State Development Corporations and such industrial
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units which are set up under the cooperative structure as
well as to other private sector units.”

5.17. The Committee desired to know what concrete steps had
'been taken by the Ministry of Industrial Development for develop-
ment of infra-structure for leather industry in the country. In reply,
the representative of the Ministry of Commerce stated that they
had been working out steps in consultation with the Ministry of
Industrial Development from time to time. The witness mentioned
the fg]lowing four steps taken in this direction:—

“First. the necessity for the export of finished leather has led
to the increasing of the production facilities, mehanisation,
import of equipment for production of finished leather,
etc. In order that this may not suffer and a fillip mayv be
given to it, the ID Ministry, at our instance and in con-
sultation with us, issued a Press Note in September, 1973—
if I remember right in which it said that any person/in-
dustry/producing unit which had the capacity for semi-
finished leather could ipso facto also acquire imported
machinery for finished leather upto the limit of licensing.

Secondly. some persons who were wanting to convert their
production facilities available hitherto for semi-finished
leather into finished leather would be permitted t» im-
port equipment from abroad on a clesrance block basis
items which were cleared by DGTD for bulk clearance
for import. This obviated the necessity for advertisement
for ascertaining indigenous availability; it also obviated
the necessity for specific consultation in cach case with
DGTD. Therefore, the process was quickened and it w.s
automatically granted.

The third step taken was to convert a portion of the impaort
replenishment for purposes of acquisition of capital goods
required for this purpose, particularly if the export item
was semi-finished leather. This again gave a certain
amount of automatic availability of foreign exchange for
import of the required equipment.

Fourthly, we have also asked STC, which was canalising the
export of footwear and other leather goods to set apart
a development fund and from out of it to meet certain re-
quirements for production facilities and for the promo-
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tional effort of production in the country. We have also
asked them to work out a few finishing centres, design
centres or other facilities of technological significance
which may be required for conversion of semi-finished
leather into finished leather.”

5.18. As regards long-range measures for taking the entire gamut
.of development functions in respect of leather, the representative
-of the Ministry of Commerce stated:— '

“This requires organisational and financial support. For this
purpose, a Leather Development Corpdration was con-
ceived. This had to be worked out between the ID Minis-
try, Commerce Ministry the Planning Commission and the
Bureau of Public Enterprises. Government have finally
decided to have this Corporation; it will be set up under
the aegis of the Ministry of ID who are now taking active
steps to form the organisation and select the personnel
for the top-level management. It is Government’s deci-
sion that the export part of it will continue to be dealt
with for the time being by STC. This Corporation is ex-
pected to come into being very soon.”

5.19. The Committee wanted to know if the setting up of a Lea-
ther Corporation was not a sophisticated wayv of escaping the res-
ponsibility and whether Government truly pinned great hopes on it.
In reply, the representative of the Ministry of Commerce said:—

“The original conception was that we might be able to form
out of the nucleus available in STC. a separate organisa-
tion for this purpose. under the Ministrv of Commerce.
But then the production aspect had also tn be taken into
account. The picture was made even more complex. It
was much more broad-based covering the whole gamut of
operations, as I said, right from the raw hide stage to the
finished product stage. There was also the angle of State
Government’s involvement because the industrial units
are with them.”

5.20. The Committee asked whether the Ministry of Industrial
‘Development had not been there in the picture long enough, and
wanted to know if that Ministry had prepared any blue print for
development of leather industry in the country or was still in the
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process of cogitation. In reply, the representative of the Ministry of
Industrial Development stated:

“In the Ministry of Industrial Development, we look after the-
leather industry. The Commerce Ministry look after
exports. We are working in close cooperation and there
ig complete understanding between the two Ministries. We
have also taken note of what should really be the capacity
to be created for in order to be able to achieve the projec-
ted target of demand for export by 1978-79. With that in
view, we have also taken the raw material availability
into account. We have also to see what semi-finished ca-
pacity available in different parts of the country is likely
to be and conversion of it into finished leather manufac-
turing capacity that will materialise on a particular basis.
Then what should be the further capacity to be created
by fresh licensing? We have issued quite a few licencses
recently. We have reached a stage where we have review-
ed this matter of licencses issued and the capacity avail-
able in terms of availability of raw materials and have
recently taken a tentative view that there may not have
been any need to create any further capacity either finish-
ed or semi-finished, based on raw material availability. In
other words, we are in close touch with what is materialis-
ing and what is not, what needs to be done to achieve the
target by way of capital goods import, licenses foreign
collaboration and so on.”

Further, the witness added:

“The basis of governmental action has been report of the See-
tharamiah Committee which prepared the broad blue
print and strategy in the direction of leather development.
They have taken note of the raw material availability, the
tanneries’ capacity and what should be the direction of
reaching the target of raw-material to semi-finished stage,
semi-finished to finished stage, going up to leather goods
ultimately. Since 1973 that has been the broad blue-print
before us x x x Or view is that this Corporation, as soon
as it is formed, will give us a more concrete blue print of
action by coordination with the industry on the one hand,
with the State Governments on the other and also with:
otherg concerned with leather development.”

-
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5.21. Asked whether Government had thought that the private
sector was in a position to make an investment of Rs. 60 crores and
had the necessary resources of machinery skilled manpower, tech-

nology, organisation, etc. and therefore, not much public investment
‘was called for, the witness said:—

“The Government came to the view that unless there is subs-
tantial governmental assistance and participation the in-
dustry as structured now may not be able to achieve the
targets. So, the Leather Development Corporation has
been conceived, which is a sort of holding Company, an

appex body, to coordinate the activities of the State Lea-
ther Corporations.”

5.22. Asked whether delay in implementation of the recommen-
dation relating to infra-structure so vital to the leather industry

meant that apart from assisting the private industry to the extent

Government could, no other steps were called for, the
-stated:—

witness

“While on the one hand we are trying to help the private in-
dustry, at the same time Government have also taken
steps to establish the Leather Development Corporation
which will be the focal point of future development. Har-
vana, Rajasthan, Andhra Pradesh, UP. and Maharashtra
have got their own Corporations. All State Governments
are also setting up simultaneouslv tanneries and Corpora-
tions to plav a more positive role in the public sector. It is
a complementary effort that ic going on between the pri-
vate sector and the public sector.”

5.23. The Committee wivhed to know why Government had pin-
ned all hopes upon the proposed Leather Corporation to undertake
development work an{ whether the Ministry of Industrizl Develop-
ment and the Leather Export Promotion Councils could not have
themselves taken up this work. In reply, the witnesg stated:

“The main trouble is. for instance, the Development Council
for Leather which functions under the Ministry of Indus-
trv is an advisory body and the two Export Promotion
Councils are registered under the Companies Act as non-
profit making organisations. They cannot undertake com-
mercial functions as such, whereas the Leather Develop-
ment Corporation will be a full-fledged public sector or-
ganisation which undertake commercial operations and
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which will be able to generate money like institutional
finance from banks and other organisations. That is why
there is a distinction between the Leather Development

Corporation and the organisations which are already in
existence.”

5.24. The Committee enquired if the proposed Leather Corpora-
tion would be an appex body at the Centre and if so, what would
be the future of Leather Development Corporation functioning in

various States. In reply, the representative of the Ministry of
Industrial Development stated:—

“In so for as the structure of the Leather Development Cor-
poration is concerned, it is a Corporation of the Govern-
ment of India at the Central level; it will not have, at
least we have not thought of it so far, any subsidiaries at
the State level. At the same time, States like Andhra
Pradesh, Bihar and U.P. have set up their own independent
Leather Development Corporations, We propose to have
close liaison with the State Development Corporations and
give them such assistance as they require by way of finance
or technical assistance so that the State Development Cor-
porations also play a very important role.”

5.25. The Committee enquired in what way advantage was be-
img taken of the E.I. tannerv process which had been perfected in

Madras. In reply, the representative of the Ministry of Commerce
stated :

“Previously our exports were mostly in a raw form. E.L
tanning was introduced in India during the East India
Company days and that is whv it is known as Ell. tan-
ing scheme. It has been perfected well in Madras. It
is said that it cannot be imitated elsewhere. 1 have seen
even U.N. documents stating that E.l. tanning has been
raised to the level of an art. It is really useful for
certain particular purposes. In our export structure, E.L
tanned leather constitutes quite a high percentage, though
it is semi-finished tanned. Our present Policy it to res-
trict these exports. It is under restrictions because it
is semi-tanned.”

5.26. The representative of the State Trading Corporation ad-
ded :

“The fact that we have been able to export from raw one to
semi-finished leather is basiscally because of E.I. tan-
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niage. Secondly, the perfection that we get from this
processing is so much that, unlike chrome, E.I. tanned
leather when finished, is ideally suited both as lining
material and upper material for footwear. Flor Sheim,
one of the biggest manufacturers of footwear, have al-

most monopolised the purchase of this from one or two
tanneries in Madras.”

5.27. The Committee asked in after having accepted the recom-
mendation of Seetharamiah Committee for setting up finishing
centres, Government had set up any such centres in the country.
In reply, the representative of the Ministry of Industry and Civil
Supplies stated:

“As you rightly pointed out, the Committee’s recommendations
were accepted by Government. One of the major re-
commendations is, as I mentioned, to set up common faci-
lity centres. We have also approached the Planning
Commission to make a plan provision. The Leather
Development Corporation was initially intended to set
up the finishing centres. They were taking time. The
STC, as Mr. Tirumalai explained just now, are also, try-
ing to place money collected through cess for common
facility centres so that the small tanners do not have to
set up their own finishing centres but thev can make use
of the facility that may be available to them. One of
the recommendations is to involve the private industry
for getting the facilittes till they come to the finishing
stage. by way of import of equipments components and
things like that. All that I say is that we have given the
letters of intent and permission for import of the capital
goods machinery and we are trving to see that they come
into fruitition. Government is also seeking to participate
directly by setting up the Leather Development Corpor-
ation. For setting up the Common facilities centres the
Corporation will take some time. These centres also are
now being proposed to be set up by the STC itself.”

5.28. When the Committee pointed out that only Kanpur, Madras
and Calcutta had grown into principal centres of leather industry
and not much had been done to establish units at other places, the
witness said :(—

“We are not at all unaware of the fact that a lot more needs
to be done to help the leather industry in the country.
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We are not complacent, we are not unaware of the magni-
tude of the task. I submit that we have made a sincere
beginning both in the public and private sectors to try
to take this industry forward and will implement the re-
commendations of the Committee as far as practicable.
I concede that the implementation could have been a
little faster, but the setting up of the Corporation has
taken a little more time.”

5.29. The Committee asked whether in order to boost product-
tion, it was necessary to have more large plants at focal point where
tanneries are concentrated. In reply, the representative of the
Ministry of Commerce stated :—

“The Erode centre in Tamil Nadu and another one at Cal-
cutta are functioning well. But there is need for more
such centres. We feel that the Leather Development
Corporation will be able to play an active role in setting
up centres. In Vanvambadi, in Tamil Nadu, the tan-
neries in that area formed a cooperative society also. It
did not get off verv well. Theyv made some attempts and
collected some money. They approached the Govern-
ment of Tamil Nadu for further assistance. It did not
get off very well. I hope, it will be a success and some-
thing will be done by their own efforts.”

5.30. The Committee are unhappy that not much has been done
to build anvthing like an adecuate infra-structure for the leather
industry in India. As early as December. 1972 the Secetharamaiah
Committee had recommended that finishing centres should he set
up in areas where there was a concentration of small scale tanneri-
es, that new enterpreneurs should he encouraped to set up finishing
units, and an investment of Rs. 60 crores made for the conversion of
75 per cent of the export of semi-processed hides and skins in 1971-
72 to that of finished leather . By this investment, additional for-
eign exchange earning had heen estimated to be of the order of
Rs. 90 to 95 crores. Some of the steps taken to encourage con-
version of semi-finished leather into finished leather are stated to
be (a) permission to persons/industry producing unit for acquir-
ing imported machinery up to the limit of their licensing for semi-
finished leather, (b) permission to import equipment on a clearance
block, basis without DGTD’s prior approval, (c) conversion of a
portion of the import replenishment for acquisition of capital goods
and (d) authorisation to STC to create a Leather Development
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fund by pooling 3/4ths out of the one per cent service charge
collected by it on the export of canalised semi-processed hides and
skins so that the money could be utilised for setting up 5 commeon
facility centres (one each in Tamil Nadu, West Bengal, UP, Andhra
Pradesh and Bihar), one Shoe Upper facility centre, one unit sole plant
and one Design cell at Agra and one Central and four Regional Test-
ing laboratories. The Committee was informed that the STC had
launched enquiries about the availabilities. prices, delivery etc for
capital goods, machines for these centres. None of these centres,
however, has come up so far, even though such common facility
centres and the tangible development of infra-structural provi-
sions are entirely essential to the stepping up of our finished leat-
her exports. As regards the investment of Rs. 60 crores envis-
aged by the Seetharamaiah Committee, all that Government have
done so far is to formulate a proposal to set up a Corporation to bhe
called Bharat Leather Corporation Ltd. and make a token provi-
sion of Rs. 5 lakhs in the budget estimates of 1975-76 for invest-
ment in the said Corporation. The Committee were informed that
the Corporation would take care of the tasks of building the neces-
sary infrastructure and the entire gamut of developmental activi-
ties. deemed indispensable for the leather industry. Nearly four
vears having elapsed since the Seetharamaiah Committee reported,
the Committee fear that Government have not utilised this period of
time. by no means a short one. for the advance of our leather in-
dustry. and even common facility centres have not come up so far.
During evidence. the representative of the Ministry of Industry &
Civil Supplies was even consirained to concede that “the imple-
mentation could have been a little faster.” The Committee, there-
fore, urge that steps. already long delayed, be vigorously taken for
the creation of the necessary infra-structure and adequate funds
provided for the purpose.

531 It is distressing that apart from specific measures suggest-
ed by the Seetharamaiah Committce for the creation of infra-struc-
ture in the country, no blueprint for action to give a new direction
to the leather industry has vet been prepared by the Ministry of
Industry & Civil Supplies. 1t appears that in their view, such a
blueprint should rather be prepared by the proposed Bharat Leat-
her Corporation Ltd. when it comeg to he formed. The Committce
regret that the Ministry of Industry & Civil Supplies do not ap-
pear to have <hown either foresizht or a sense of urgency in deal-
ing with this issue. A Corporation, howsoever well intended, is
not always a panacea of all problems. Besides, such a bedy would.
even after formation, take some time to get over teething and other
troubles. Meanwhile, the difficulties get aggravated and country’s
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interest suffers. The Committee recommend that rather than leaving
the task to a projected Corporation, the Ministry of Industry & Civil
Supplies should undertake the job on their own and help the leather
industry to stand firmly on its feet and go ahead.

5.32 The Committee welcome Government’s move to set up a
Corporation to be called “Bharat Leather Corporation Ltd.” with
the objective of over all development of leather industry in the coun.
try and for performance of multifarious functions such as establish-
ment of production-cum-services centres for finished leather and
leather. goods, promotion of research and development encourage-
ment for formation eof cooperatives of village level workers and
small entrepreneurs setting up raw material banks, dissemina-
tion of market intelligence, training and employment of techni.
cians, financing of infra-structure, etc. The Committee feel that one
of the primary objectives should be to see that tanner/producer in
the small scale or cottage industry is integrated into the main-
stream of leather industry which should be geared to achieve
higher production of quality leather and goods. As recommended
elsewhere in the Report Bharat Leather Corporation should arrange
not only technical guidance but also take steps to provide an as-
sured market for their product at reasonable prices.

5.33 The Committee note that while the proposed Bharat Leat-
her Corporation Ltd., would look after production of leather, the
exports of leather would be handled by the State Trading Cor-
poration and the Leather Export Devclopment Councils. The State
Trading Corporation which is responsible for export is under the
Ministry of Commerce whercas the proposed Leather Corporation
which would look after over all development and promeotion of
leather industry would function under the administrative control
of a separate Ministry viz. the Ministry of Industry and Civil Sup-
plies. The Committece suggest that Government should seriously
consider whether it would not be preferable to have a single agency
responsible both for development and export of leather. If there
are two separate Corporations each under a scparate Ministry. pro-
blems of coordination between the two are bound to crop up and
may necessitate cvolving of an effective machinery for coordina-
tion. The Committee would like Government to take an overall
view of the matter and inform them of the decision arrived at.

B. RESEARCH & DEVELOPMENT

5.34. At present there is one *Central Leather Research Institute
at Madras. It was formally inaugurated in 1953 with the objective

Note on CLRL
*Reply not vetted in Audit.
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of (a) putting the age old India leather industry on the lap of scie-
nce and (b) tackling through the industry’s economic, social and
human problems. At the time of CLRI’s inception, the Indian leat-
her industry was exporting raw and EI. tanned material which
served as the starting material for manufacture of finished leather
from which various leather articles including footwear were made.
Now the industry is exporting more finished leathers than before
and has stopped exporting a raw stock. This Institute has claimed

to have played a vital role in the rapid development of the in-
dustry.

5.35. It is understood that a number of State Governments are
anxious to start or develop leather industry in their regions. All
these factors have created a situation where in the services of
CLRI—its experts and expertise are sought after to an increasing
-extent. CLRI has been vested with authority to certify whether
. leathers being exported are finished leathers or not. CLRI has. in
addition to its Research and Development activities, built up an infra-
structure which is able to meet the demands relating to consultancy.
preparation of project and feasibility reports, training standardisa-
tion and quality control and information. CLRI has. prepared feasi-
bility reports for several entrepreneurs and also for setting up
leather manufacturing units in Rajasthan. Kerala, Jammu and Kash-
mir, Marathwada and Bihar by the respective State Governments.
Also project reports prepared elsewhere have been scrutinised by
CLRI before the necessary credits are guaranteed by financial insti-
tutions. The services of CLRI's experts have been made available
both within the countrv and abroad especially in developing coun-
tries through International agencies, CLRI's expertise has been uti-
lised in starting newer lines of production and standardisation exist-
ing production. CLRI conducts tanning courses of various types for
nomineeg from the industry and for special groups. It has imparted
specialised training to men from Afro-Asian countries. A large
number of Indian standards for various types of leathers have been
drawn up as a result of collaboration between CLRI and Indian
Standards Institution. CLRI is also represented in the various com-
mittees engaged in the service of the Indian leather industry. In
addition to the monthly Journal. CLRI is now bringing out docu-
mentation services which are greatly appreciated abroad also. CLRI
is making available through NRDC the technical know-how it has
developed for manufacture of the various products required in the
manufacture of finished leathers and also products based on slaughter
house and tennery waste products
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5.36. Seetharamiah Committee had, in their Report, made the
following observation regarding Research, Development and Exten-
sion services for leather industry:—

“A lot of work has been done in the couniry in terms of re-
search, development and extension services in the leather
and leather goods industries through the Central Leather
Research Institute, the Regional Leather Institutes the
Centres run by the Smal] Scale Development Organisa-
tion, Export Promotion Councils. STC, etc. With a great
task ahead of to switch over the bulk of the present ex-
ports of semi-processed hides and skins into finished leather
and leather manufactures. it is essential to have strong
research, development and extension activities in these
industries. Although centralised Government agencies
have been spending considerable amounts on research, de-
velopment, extension in leather and leathor goods indus-
tries. the Committee felt that the private sector has not
contributed enough in the direction. The Committee,
therefore. recommend that the leather industries may be
given the option either to spend a small percentage of their
annual turnover on research and development or to payv a
small cess for promoting research. development and ex-
tension services.”

5.37. In this connection, the Ministry of Industry and Civil Sup-
plies *informed the Committee that:

“Some of the manufacturers of leather and leather goods are
already spending a small percentage for R & D. The
general question of levving a R & D cess on all industrial
undertakings for the purpose of research and development
is under consideration of the Department of Science and
Tehnology. The Leather Development Corporation of
India will also formulate specific scheme  within  the
arbit of the overall scheme to further R & D Develop-
ment in the leather industry.”

5.38. The Committee note that the general question of levying a
Rescarch and Development Cess on all industrial undertakings for

*Reply not vetted in Audit.
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the purpose of research and development is under consideration of
the Department of Science and Technology and that within the ambit
of the over-all scheme to be thus prepared, the proposed Bharat
Leather Corporation Ltd. will also formulate specific scheme to fur-
ther research and development in the leather industry. The Com-
mittee have already expressed themselves against procrastination in
this matter and urge that an early decision be taken and implemented.

C. ANIMAL HUSBANDRY

5.39. Development of leather industry depends on annual avail-
ability of hides and skins. These are obtained from:

(i) derivations from slaughtered animals, and

(ii) recovery from fallen animals.

Slaughtering of animals is not undertaken for getting skins alone
but for meat production. Skins are got as a bye-product. The Com-
mittee understand that in India the percentage of recovery from
fallen animals is around 60 per cent for cattle and buffaloes and
about 35 per cent for sheep and goats. Recovery from fallen animals
is stated to provide more than 90 per cent of the hides and skins in
case of cattle and buffaloes. Slaughtered animals’ skins account for
more than 95 per cent of the total skins availability in case of sheep
and goats. The slaughter rate is, therefore, the determinate factor
in case of sheep and goats as it is not so in case of cattle buffaloes.
A study made in 1967-68 had given the slaughter rate of 29.29 and
41.32 per cent for sheep and goats respectively. Seetharamiah Com-
mittee Report (1972) had indicated the slaughter rates of 1971 as
47.5 per cent for sheep and 67.5 for goats. Achievement of higher
slaughter rateg is conditioned by the demend for meat in the country.

5.40. The Committee wished to know whether to boost production
of leather in a more scientific and systematic way, any steps had been
taken to survev cattle potential in the country, improve animal huns-
bandry and set up modern slaughter houses in the country. In reply,
the representative of the Ministry of Commerce stated in evidence:—

“So far as slaughter houses are concerned, the Animal Husban-
dry Department of the Ministry of Agriculture has got
plgms and schemes for implementation, ® * * We had a
discussion with the State Governments’ representatives of
our Agriculture and Industries Ministries. We are trving
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to work out a close coordination with the Schemes that
they have.”

The representative of the State Trading Corporation added:

“First of all, you have to distinguish between slaughtered skin
and fallen hides. Whereas slaughter of goat is not prohi-
bited at all, that of cow is prohibited, at least in majority
of the places. In regard to goat slaughter house, there
has been some concerted effort although not to the degree
that it is needed. In other words, there are. in Tundla
and Calcutta, positive slaughter houses who no specific
jobs for the leather trade and those slaughter houses get
a better unit return in the Calcutta market. But efforts
need to be redoubled.”

5.41. The Committee feel that the leather industry has to he view-
ed in the over-all context of Animal Husbandry. The responsibility
for Animal Husbandry at present rests with the Ministry of Agricul-
ture. With a view to evolving a detailed policy framework for the
development of Animal Husbandry so indispensable to the advance
of what may be called our agro-economy, there has to be the closest
coordination at least between the Ministry of Agriculture, Ministry
of Industry and Civil Supplies and the Ministry of Commerce. With
the break-through which appears to have recently been achieved in
agriculture and in milk production, it is indeed an opportune time
to have a closer look at Animal Husbandry as a whole. It would be
worthwhile to study critically how Animal Husbandry has been de-
veloped in the best national interest in East European countries, the
United States and in South American countries so as to evolve a
policy best suited to Indian conditions and attuned to the larger
national interest. The Committee would like to he informed of the
concrete measures that Government propose to take for evolving and
implementing a national poelicy for animal husbandry to which they
attach a great deal of impertance,

New Delhi; H. N. MUKERJEE

March 24, 1976; Chairman,
.Cﬁaltra4,~T§§BW(SAKA) Public Accounts Committee,



APPENDIX I
India’s Leather Exports

Year E.1 Tarted Chrome Firished Leather Leather Furs Reptile Footwear Tota}
Leather Tarted Leather foot-wecar  Goods ard skin Components
Leather (in pairs) Leather
Wet Blue Manufactures
1 2 3 4 5 6 7 8 9 io
(Quartity in lakh Kgs) (Value in lakbs of rupees)

1969-70

Quantity 196 16 131+ 83 7' 06 6029 .. .. 26-93 . -
Value . 4:975" 84 2,719 64 21529 70336 125 30 22:63 140°02 4231 8,944 39
Unit Value 2536 (Rs.) 2063 3043 11°66 . .. .. ..
I970-71
Quantity . 1958-G4 13793 762 6790 .. 2169 - ..
Value 4:474° 53 2.449u- o 157796 $0Y" 19 13612 124 76°25 15°38 8,220 4
Unit Valuc 22:83 (R..] 1776 2073 13°39 . . .. .. .
1971~72

uantity . . . 256- 69 14377 16°91 7358 ve .. 16:07 ..

alue . 6,426°73  2.177°13 359°96 85809 199° 00 291 5035 15'16  10,089+3"
Unit Value . ..

2503 (R 15714 2129 11°66

(Sourcs:

Mo thly Statistics of the Forciga ‘T'rade of Lidia published by the Director General, Co.nmercial Intelligence and Statistics, Calcutta),
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19;3-73
Quar.tity
Value

Unit Valpe

1973-74

Quartity
Value
Usit Value

1974~7¢

Quartity

\’alue

Urit Valye
(Rs)

19756
(

Quartiry

Value

Urit Value
(Rs.)

Aprit-Augus”

2 3 4
302- 86 287+ 31 138- 88
1c.109 8y 5,203 76 1.563-63
33°38 (Rs.) 1811 11-98
181 81 191 40 4399
8.56¢ 22 6.238- 40 1,647 64
47:08 (Rs.) 32-58 37°45
129 116 ..
c1e3 4073 1022
44 s
81 Ll ..
3307 1674 , 1770
40 335

7502
97826
1304

7953
1,041 85
13- 10

10§
1745

45
595

6 7
360" 40 2R3 55
61716 28678

1283

442

1812
66-95

20- 86
138- 42

48-53 18,714 92
8760 18.618- 27

16226

7833

(Norg. Figures of « xpoits of Leather  Footwear in 1974-75 and 1975-76 L:clude cxports of Foolwear comporer ts as well™.

To1



APPENDIX 1T i

Incentives offered in many Under-developed Countries for Leather
Industry

Afghanistan:

Five-year tax exemption for approvd industries. Duty free import
of plant, materials and equipment.

Argentina:

Ten-year tax reduction, starting at 100 per cent for the first four
vears, then reducing to 10 per cent after ten years for approved in-
dustries. Alternatively companies may deduct between 30 and 70
per cent of their investment from their tax bill. Duty free imports of

machinery and parts not available locally and specialised export in-
-centives.

Bahamas:

No income or corporate tax. Import duty refunds and exemption
for equipment for hotels and industry.

Barbados:

Either a ten-vear holidav with nat'onal depreciation allowance
or a seven-vear holidav with depreciation allnwances used before or
after the tax holidayv. Dutv-free import of canital equipment. profits
from export are taxed at a reduced rate after tax holiday.

Brazil:

Special tax holidays for companies Incating in certain regions. Ten
vear tax holiday for hotel and tourist investments. Export profits
tax exemption.

Cameroon:

Depending on the tvpes of company, various tax exemptions and
deductions. Import dutv exemption on equipment, materials and
machinery. ’

L
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Colombia:

Partial exemption from company tax is permitted for companies:
using local raw materials. Special tax credits for export perform-
ance are available at 15 per cent of the value of exports. Certain
industries are eligible for further tax concession.

Cyprus:

Special tax holiday incentives have to be negotiated directly with
the government. Three-year tax holidays and low interets loans are
available for tourist development, Duty-free import of plant and
raw materials.

Egypt:
Five year tax holidays for approved companies.
Ethiopia:

Five vyear tax holiday for new investment greater than
E $ 200.000; expansion of existing plant and investments of less than
E $200,000 are given a three year tax holiday, Imports for processing
are duty free.

Eire:

Tax relief for 15 vears on export profits. Grants available for
50 per cent of fixed assets to companies locating in certain arecas. Ge-
nerous capital allowances.

Ghana:

Approved companies may be granted tax holidays upto ten years.
Duty-free import of raw materials and machinery. Export duties ex-
emption for manufactured exports.

Greece:

Special low cost loans for shipping and hotel investments. App-
roved companies may be eligible for a guarantee of tax stability; for
industries locating outside Athens, reduction and exemption from
various taxes. Machinery eligible for duty-free import for ten years.
For export goods, raw materials may be imported duty free.
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Indonesia:

Two to six years’ exemption from corporation and dividend tax.
Exemption from import duty on raw materials for two years. An
export bonus is payable for export performance.

Israel:

Approved industries (mainly export orientad) are entitled to a
reduced tax rate for five years. Machinery and equipment are eli--
gible for grants of 15 to 30 per cent. 1 0

Ivory Coast:

Approved companies are guaranteed stability of tax for a mini-
mum of 25 years. Duty exemption for raw materials and machinery.
Export tax reduction for ten years.

Jamaica:

Ten-year tax holiday for companies locating in developing areas
and 15 years in the less developed areas. Duty-free imports may be
permitted. '

Korea:

Tax holiday for five years on foreign owned invesiment and tax
reduced by 50 per cent for a further three years. Capital goods im-
ported duty free. Raw materials for export goods are also duty free.

Malaysia:

Tax holidays granted on the basis either of capital invasted or the
numbers (five year holiday for more than 350 employved). Extension
of tax holidays for manufacturing special products and locating in
development areas. Other investors eligible for hotel and develon-
ment investments and export performance.

Malawi:

Special initial depreciation allowance. Commonwealth goods may
be imported duty free for use in manufacturing.

Mauritius:

Development companies are eligible for between five and eight
years' tax holiday depending on whether spacial deprciation allow-
ance are taken. Export companies are eligible for between 10 ana
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20 years’ tax holiday. Raw materials and capital goods may be im-
ported duty free.

Mecxico:

Export companies are entitled to tax reduction and duty drawback.
Morocco:
Approved companies are eligible for a guarantee of tax stability

and accelerated depreciation allowances. Machinery and raw mate-

rials may be imported wholly or partly duty free. Low cost credit
facilities are available for hotel projects.

Nepal:

Approved companies are eligible for tax holidays of between five
and ten years. Raw materials and capital goods may be imported
duty free. Export companies may be exempt from export duties.

Nigeria:

Between two and five vear tax holiday may be granted depending

on the amount invested. Ten vears' exemption from import duties
may be granted.

Panama:

Special tax incentives mav be granted to companies locating in
tha free zone including holidavs and duty free imports.

Papua New Guinea:

Pionecr companies are eligible for between five and six vears' tax
holidays.

Paragitay:
Industries mav be exempted from between 30 and 50 per cent ot
their tax bill for five vears. In development! areas this may be in-

creased upto 100 per cent for ten years. Various degrees of duty
exemption are permitted on capital equipment and raw materials.

Philippines:

Depending on the type of company, certain tax reductions and
duty exemptions are allowed.
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Singapore:

For an investment of over $ 1 mn,, a five-year holiday may be per-
mitted. Duty-free import of machmery and raw materials. Export
profits are eligible for a three-year tax holiday.

Sri Larnka:

Five-year tax holiday for approved industries. Export profits
may have a three-year tax holiday.

Sudan;

Approved companies are exempt from taxation for five years. For
an investment of more than $ 1 mn., only 50 per cent of the tax bill
is payable for a further five years. Machinery and factory equip-
ment are eligible for a reduction of import duties.

Trinidad and Tobago:

Five-year tax holiday for pioneer companies. For large-scale in-

vestment this may be increased to ten years. Capital equipment
may be imported duty free.

Tunisia:

Complex system of incentives dependent on the amount of the in-

vestment. Special low cost loans for the development of tourist faci-
lities.

Turkey:

Approved companies may substract between 30 and 50 per cent
of their investment from their tax bill. Exports are eligible for the
return of duties and indirect taxes.

Zaire:

Certain tax reliefs depending on the type of mdustry Import
duty exemption for machinery.

Zambia:

Two-year tax holiday for pioneer companies with extra years
granted for large investments. Duty exemption for the import of
machinery.

2815 LS—8
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India; ,
Ministry of Commerce has intimated that incentives available to
the exporters of leather and leather manufactures in India are (i)
Import Replenishment, (ii) Cash Compensatory Support and ({ii)
Drawback. Details of these incentives are given below:—

1. IMPORTANT REPLENISHMENT

Import replenishment permissible under the import policy for re-
gistered exporters against the exports of items stated below and per-
centage up to which import replenishment in terms of f.o.b. value of
the export product would be allowed.

Export Product Import replenishment percentage

Vegetable, tanned leathers all sorts,known 3% At least 2/3rd of import replenish-
in the trade as E.I. Tanned, semi- ment entitlement will be  utilised
tanned, partially tanned, half tanned, for the import of machinrery, tools
pretanned hides and skins and crust and authorised expansion.

leather.

Tanned hides and skins, chrome tanned 3% At least 2/3rd of import replerish-
(chrome tanned blue hides and skins) ment entitlement  will be utilised
other than chrome crust leather. for the import of machinery, tocls
and equipment for balancirg mo-

dernisation and authorised cxpasr-

sion.

Tanned hides and skins, chrome tanned
crust leather. 174

All types of finished leather leather 109
belting, picking bands, buffers, sheep
calf roller skins and leather approns.

Leather manufactures the following 159
namely: Footwear and components of
footwear (excluding canvas footwear).

Light categories of travel and other 209
leather goods like attache cases, bricf
cases, ladies hand bags, wallets, leather
apparell, garments, purses, Fashion
leather hand gloves etc.

Heavy leather goods like saddlery items, 159,
{eather trunks, leather suitcases.

Leather of raw hide pickers. 5%
Leather washers. 40%
Industrial leather gloves 20%,
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1II—CASH COMPENSATORY SUPPORT .

Cash Compensatory Support at the following rates:

—

Export product

Rate of cash compensatory as a 9% age of

f.0.b. value

I 2
(a) Leather shoes and garments 15%
(b) Lzather chappals and sandals 5%
(c) Lrather shoe uppers, shoe lining and
components and other lcather manu-
factures [excludirg item (a) and (b;
above] . . . . . 10%
(d) Finished leather 5%
11I. DRAW BACK

Hides, skins, leather articles of leather or
artificial leather, other leather gocds and
travel goods and travel gocds not else-
wherce specified.

E.l. tarned hides and calf skirs, ramely

cow hides, buffalo hides, kids, cow calf

and buffalo calif.

E.I. tanned skiys, namely goat skins and
sheep skirs.

E.I. tanned snake and reptile skins

Tanned hides and sking chrome tanned
(chrome tanned blue hides ard skirs;
oth:r than chrome crust leatha ard rop-
tile sking,

Tawmed hid:s and skins, chrome tanned
chrome crust leather other than reptile
skin,

All typ > of fitished leather leather beltirg,
picking bands, buffers, sheep/calf roller
skins and leathcr approns, other than
reptile skins and reptile leather.

Light categories of travel and other leather
oods lik : attache cases, bricf cases, ladies
and bag,, walets, leather apparel, purses

etc.

(a) Bridl:s with brass fittings like rings,

buckies ctc.

(b) All others

Heavy leather goods like saddlery items,
leather trunks, leather suit cases.

Industrial leather gloves

Chrome leather washers, all sorts

Brand rate to be fixed on an application
from the individuval mar t focturer/
€XPpOTICT.

Rs. ¢.66 per Kg.

Rs. 0+68 per Kg.

Rs. 0-63 per Kg.

079, of the f.o.b. value.

29% of the f.o.b. value.

3-6% of the fio.b. value,

7-89% of the f.o.b. value,

5°3% of the f.o.b. value,

5°3% of the f.o.b. value.

4-89% of the f.o.b. value.

Rs. 1200°00 per tonne inclusive of drawback
on packing materials.
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Footwear and components of footwear 5-39% (Five point three per centonly) of
(excluding canvas footwear, plastic foot- the f.0.b. value or the following rate whiche
wear, rubber footwear, footwear with ever is less :(—
tyre sole and Kohlapurichappals).

(a) Men’s leather shoes with rubber or
leather soles—Rs. 106 (Rupee one
and paise six only) per pair.

(b) Ladies leather shoes or sandals—Rs.
0°33 (Thirty three paise only) per
pair.

(c) Boys leather shoes with rubber or
leather soles—Rs. o-80 (Eighty paise
only) per pair.

(d) Children lecather shoes with rubber
or leather soles—Rs. o0-80 (Eighty
paise only) per pair.

(e) Men’s leather Sandals with rubber
or leather soles—o- 64 (Sixty four paise
only) per pair.

(f) Boys leather sandals with rubber or
leather soles—Rs. 048 (Forty eight
paise only) per pair.

(g) Children leather sandals with rubber
or leather soles—Rs. 0°+48 (Forty
eight paise only) per pair.

(h) Chappals (excluding Kolhapuri chap-
f&ls) with the rubber or leather soles—
. 0*32 (Thirty two paisc only)

per pair.
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APPENDIX Il

AIR-FREIGHT SUBSIDY REQUIRED FOR AIR-FREIGHTING LEATHER GOODS
(ALL FIGURES IN RUPEES)

Export products F.O.B.  Ocean Air SAVING IN EXPORT BY AIR INDIRECT Draw- Net Additional cost  Percenta8®
Value per Freight  Freight (— LOSS BY AIR back on export by air of FOB
100 Kg. Packing Interest Anyother FREIGHTING based (4+48+9)-(3—s+  Value
SINCEFOB on 10% 6+7)
VALUE IS
REDUGED :
Replenishment
licence (Based
. on 50%
Premium
1 2 3 4 s 6 7 8 9 10 11
LEATHEBR GOODS
Bricf Case . 1340 334 990 20 14 55 49 66 1305—423=682 $1%
Satchels. . 1680 334 990 as 19 55 49 66 1105—433=672 40%
Document Cases 1600 334 990 ® 18 ss 49 66 1105—447==658 40%
Folio Cases. . 4608 334 990 &0 52 ss 49 66 1105—4B1=624 13%
7200 334 990 20 81 55 49 66 1105—490=61$ 8%

Wallets, Pas
Cues’. a&‘;“

etc.

11 ST



APPENDIX IV

A BRIEF RESUME OF DATA FURNISHED BY STC AND EPC KANPUR IN
AUGUST, 1974

(i) The f.o.b. value of total exports of finished leather and leather goods and leather
footwear and components thereof during the last 3 ycars are:

(Figures in Rs. crores)

1971-72 1972-73 1973-74
Total Moved Total Moved Total Moved
f.0.b. by air f.0.b. by air f.o.b. by air
value value value
Finished leather . 3°92 263 7:24 579 1417 11.33
Leather goods . 1-82 062 3°43 1°17 4°83 2:24
Footwear/compo-
nents . . . 8-98 070 10°58 I°10 11°25 202

{(ii) The pzr-centage increase in f.o.b. value since 1972 till to-date on the various leather
goods—as under:

Percentage increase in

f.o.b.
1. Finished leather/leather goods . . . . . 109,
2. Footwear including componerts . . . . . 129,

Difference between air freight and sea freight in respect of finished leather was also

given @ .
F.O.B.  Ocean Air Savings  Loss Export  Average
fvalue per freight freight by air by air by air percent-
1IEMS 100 kgs. on acc- onh ajc  net age
ount of of red-  additi-
interests uced onal
etc. f.o.b. cost.
vah.écs (
a) b)
Repleni-  Draw-
shment  back
Finished
leather . 5500°00 187°00 1200°00 11000 5000 36°00 989:00

(Nore: Finance was not satisfied with the above data).

1
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Para No.

APPENDIX V

Summary of main conclusion/recommendations

Ministry/Department
concerned

Conclusions/Recommendations

3

4

2:29

2-30

Commerce

The Committee find that though India has the largest live stock
holding in the world with a total of about 345 million heads of cattle
buffalo’s, goats and sheep, its share in the world leather exports is
about 20 per cent. The proportion of India’s leather exports to its
total exports since 1967-68 has ranged between 5 to 9 per cent only.
The Committee see no reason why with concerted measures it should
not be possible to step up leather exports, preferably in the finished

form, in the years to come so that India which has the largest live

do

stock holding in the world can take its rightful share in the export
trade and earn the much-needed foreign exchange.

The Committee are perturbed to find that India’s leather exports
(semi-finished, finished, manufactures, etc) after showing a rising
trend from 61.12 crores in 1967-68 to Rs. 80.16 crores in 1968-69 and
Rs. 8944 crores in 1969-70 (except in the year 1970-71 when
there was a marginal fall in exports), and finally reaching a record
level of Rs. 187.15 crores in 1972-73, sharply declined to Rs. 162.28

114"
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crores in 1974-75. The estimate of leather exports envisaged for:the
first year of the Fifth Plan i.e. 1974-75 was Rs. 205 crores (vide Table
in paragraph 1.9 of the Introductory Chapter of this Report) and
viewed against that target, there was a shortfall of 21 per cent in
the achievement of leather export in the very first year of the Fifth
Five Year Plan. The estimate of leather exports for the second year
of the Fifth Plan (1975-76) is Rs. 250 crores. If leather exports dur-
ing the first five months of 1975-76 (Rs. 78.8 crores) are any indica-

tion, export performance during the second year of the Fifth Plan

may also fall considerably short of expectations, During evidence
the Committee were informed that leather exports in 1972-73 had
reached a peak level because of an international leather boom ard
the fact that competing countries like Pakistan and Argentina had
restricted their exports of semi-finished leather. In the subsequemt
years of 1993-74 and 1974-75, adverse international conditions of re-
cession are stated to have set in and caused over-all drop in India’s
leather exports. The Committee feel that, as pointed out later in
Chapter III and V of this Report, poor export performance in 1974-75
was partly due to Government’s attempts to quicken the pace of the
switch-over from exports of semi-finished leather to finished leather
and also to inordinate delay in creation of the adequate infra-struc-
ture needed to sustain a growing trend in leather exports.

In the Committee’s view, stable perspective planning is a pre-re-

guisite for ensuring effective and abiding participation in legther ¢x.

[ 418
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Commerce

ports. The Committee recommend that if the Fifth Five Year Plan
targets of leather exports whirh appear to be modest enough, are to
be achieved, Government should not remain content with a few pro-
motional steps but should seriously consider evolving a more dyna-
mic and comprehensive export strategy for the leather industry and
provide a well thought out package of facilities to turn this industry
into an export oriented one. The leather industry, on its part, will
have to extricate itself from traditional moorings, shed its hidebound
outlook, modernise itself and look upon exports not as a mechanism
of escape from recession at home but as a basic commitment to the
national task of achieving our rightful share in the international trade
in leather. Looking at the poor export performance in 1973-74 and
1974-75, Government should also consider whether it is not time to
draw up a Crash Programme to ensure that whatever targets of lca-
ther exports have been set are achieved in full in the remaining ten-
ure of the Fifth Five Year Plan.

The Committee are of the view that whatever export strategy is
evolved by Government for stepping up exports of leather and lea-
ther goods, it should be pragmatic enough to ensure a closer link bet-
ween the exporter and the producer because, in the ultimate analy-
sis, exports depend on a stable and efficient level of domestic pro-
duction. The benefit of higher export earnings should percolate to
the producer at the fleld level instead of being siphoned off, as it of-
ten is, by the merchant-exporter or big firms, and the producer should
feel motivated to turn out qualitf leather goods at economic prices.

M)
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The Committee trust that the task of the producer of leather goods
would be greatly facilitated if precise and detailed information on
latest market trends, market-wise export prospects, specifications of
quality and designs of leather items in demand are made available
in time to enable him to pattern his production to suit the export
requirements. Properly surveyed market intelligence can indeed

play a crucial role in educating the leather industry about the export
potentialities.

From the details of the capacity for finished leather made avail-
able to the Committee, it is found that the present utilisation of in-
stalled capacity for finished leather from hides and skins is only 51
and 42 per cent respectively and that of leather footwear 66 per cent.
The Committee are gravely concerned at such low utilisation, and
recommend that Government should investigate the reasons for such
gross under-utilisation of capacity for finished leather. The Commit-
tee urge that concerted measures for ensuring optimum utilisation ot
capacity should be adopted, for that alone can fulfil the twin objective
of meeting domestic needs and increasing export earnings. )

The Committee note that the export of raw hides and skins was
reduced from Rs. 8.40 crores in 1969-70 to Rs. 0.90 crores in 1872-73
and from January 1973, such export was completely banned. One
of the important considerations governing the leather export policy

BT 4
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do

of many countries appears to be the relative unit value which could
be realised in its various forms, viz., raw, semi-finished, finished or as
manufactured goods. A joint study made by the Gokhale Institule
of Politics and Economics, Poona, and the Central Leather Research
Institute, Madras, in 1969 had shown that tanning was expected to
add 51.78 per cent to the value of raw hides and skins and the ‘finish-
ing’ would further add about 7 per cent to the value of tanned lea~
ther, The study also noted that this was in some ways an under-esti-
mate and that in the case of goat and sheep skins the value added by
‘finishing’ could be ag high as 50 per cent in some cases, and about 25
per cent on an average. A subsequent analysis undertaken by
UNCTAD in April, 1974, indicated that “a country’s gross as well as
net foreign exchange earnings from the export of hides and skins
tend to increase with each successive stage of processing.” The
Committee, therefore, uphold Government's policy of progressive
reduction of export of hides and skins in raw or semi-finished form
and special encouragement to export of finished leather and leather
manufactures.

The Unit value realisation by Indian export of chrome tanned lea-
ther ranged between Rs. 15.14 to Rs. 35.00 per Kg. during 1969-70 to
1974-75 but in the case of finished leather the realisation was higher
and ranged between Rs. 20.73 to Rs. 37.45 per Kg. Though the semi-
finished leather gave less unit value, the export of semi-finished lea-
ther in 1973-74 and 1974-75 was 9 and 3 times respectively more than
that of finished leather in terms of value. It is true that Indian semi-
finished leathers are in great demand in World leather markets in

LIt
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Commerce

view of their toughness, tensile strength and preservation properties,
but since higher unit value is important, Government should impress
upon the leather industry to take up more vigorously the manufac-
ture of such leather goods as fetch higher unit value, e.g., shoes, gar-
ments, sport goods, bags, upholstry, purses etc, and earn valueabie
foreign exchange for the country.

It transpired during evidence that while compiling statistics of
India’s leather exports the export of crust chrome leather of 121.52
lakh kgs. in 1972-73 was due to misclassification, included in the ca-
tegory of finished leather, thereby giving an altogether misleading
picture of the export of finished leather, which in 1972-78 was only
19.73 lakh kgs. and not 138.88 lakh kgs. Another fact which came
out was that the country's export of finished leather had all along
been expressed in terms of kilograms whereas the correct unit of
measurement should have been square meter or decimeter. The re-
presentative of the Ministry of Commerce admitted that as the ex-
ports of finished leather were not very high, proper attention had
not perhaps been peid to this question. However, an assurance was
given that instructions had been given to the Director General of
Commercial Intelligence and Statistics to compile exports of finish-

ed leather in terms of square meters or decimeters. The Committee
regret that an important point like the correct unit of measurement
for quantification of exports of finished leather had escaped the Mj-
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nistry’s attention. Commercial Statistics should hereafter be compiled
with greater care and be entirely reliable.

The Committee learn that while the Ministry of Agriculture in
consultation with the Wild Life Board insist on a total ban on the
export of reptile skin, the view of the Ministry of Commeree
is that such export should not be banned all at once but should
be progressively reduced. The Committee recommended that if and
only if in the over-all ecological and economic interests of the country
reptile skins can at all be exported, it should be in the form of goods
made of such skin but not in the raw or semi-finished form. This
would result in higher unit value realisation and greater foreign
exchange income. !

The Committee note that although exports foot-wear from In-
dia have grown considerably in recent years (from 6 million pairs
in 1969-70 to 10.5 million pairs in 1974-75), India’s share of world
footwear trade is estimated to be about 2 per cent, and exports of
this commodity form about 5 per cent of country’s total production of
footwear. While the closed type of footwear is mainly exported to
USSR and East European countries, the main buyers of ‘open’ foot-
wear, that is Kolhapuri and other ‘open’ sandals, are in USA, UK,
West Germany and France. The Committee were informed that a
beginning had recently been made to extend our export of closed
footwear to other countries like France and UK. The Committee
understand that a combined Delegation of the European Confederation

611
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of Footwear and Tanners which visited India in February, 1976 had
hinted at the prospects of the gradual expansion of India’s exports
of leather and leather manufactures particularly footwear ‘uppers’
to the challenging and somewhat sophisticated markets of the Euro-
pean Economic Community (EEC), The Committee recommend that
alongwith maintaining and consolidating our present oosition in
markets where Indian footwear has already penetratet successfully,
new markets, especially in our neighbouring Afro-Asian countries,
should be explored seriously. The Committee also recommend that
the potential of export of footwear ‘uppers’ to EEC countries should
be exploited to the maximum extent.

The Committee are glad that a pre-feasibility study for setting
up an integrated leather complex at Agra has been completed and a
Report on that study has hinted at the immense possibiliies of ex-
port-oriented production of Goatskin “Uppers” and Shoes, genera-
tion of larger foreign exchange earnings and creation of employment
opportunities for the weaker sections of society. It has been estimat-
ed that the setting up of the Complex at Agra will involve a total
capital investment of Rs. 13.86 crores including a foreign exchange
investment of Rs. 8.75 crores. It will start generating inflow of fo-
reign exchange to the tune of Rs. 8.28 crores a year from 1980 and
will provide employment on site to approximately 2,100 people of
whom 1,900 will be from the weaker sections of Society. The Com-

-
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mittee understand that at present 2000 family and cottage units at
Agra are forced to sell their footwear in the local wholesale market
where neither sale nor fair payment are assured. The Committee also
bear in mind that the small scale sector of footwear industry is al-
most unavoidably characterised by comparatively low productivity.
In order to overcome these problems, Government should explore the
feasibility of setting up integrated leather Complexes with an ex-
port-orientation not only at Agra but also at other select places. The
Committee consider that such integrated Complexes could serve as
focal points to cater to the needs of small scale and cottage sectors
of the footwear industry by providing them with production-cum-fi-
nishing facilities and by offering facilities for training for improve-
ment of quality, finish and design of their products and also enabl-
ing them to raise the level of their productivity. The Committee re-
commend that the State Trading Corporation and the proposed Lea-
her Development Corparation should play a positive role in assuring
a proper market for the products turned out by the family and cot-
tage sectors of the footwear industry.

While drawing up an effective expert strategy, Government should
prominently keep in view the present decentralised set-up of the lea-
ther industry in India. According to an estimate published in the
March, 1974 issue of the Magazine ‘LEATHERS’, 75 per cent of E.I.
tanned leather is stated to come from cottage and small seale indus-
tries. There are about 35 finished leather units in the organised sec-
tor (concentrated in Calcutta, Kanpur and Madras) and 200 units in

]
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the unorganised sector (mostly in Calcutta). The bulk of the leather
footwear industry is also in the small scale and cottage sectors. The
Committee feel that there is a clear need to progressivly integrate
the small scale and cottage sectors into the mainstream of the leather
industry and assist these sectors to streamline their production on
modern lines with an eye on exports. They should be given techmno-
logical guidance, provided with common facility centres for finishing,
and assured of a market for their leather goods.

The Committee also recommend that Government should examine
the existing structure of excise and other duties to see whether it
call for any rationalisation so that such duties do not act as a deter-~
rent or disincentive for small scale and cottage sectors of the leather
industry.

The Export Promotion Council, Kanpur, have indicated that the
export of finished leather is predominantly carried out by the manu-
facturer-exporter but that of Kolhapuri ‘Chappals’ produced by Vil-
lage Industries was handled by merchant-exporters, During evi-
dence, the representative of the Ministry of Industry and Civil Sup-
plies stated that Government was aware that big firms like Batas
bought leather goods from a large number of small-scale units in
Agra and other places and sold or exported the same after putting
their own brand name. It was stated also that under the terms of
our export-import policy, such firms were under an obligation to buy
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at least 5 per cent of their exports from the small scale sector. Thé
Committee learnt that one of the field investigating teams had been
told that small scale units not having a marketing network cf their
own, felt that such purchases by big firms were of considerable help
to them. It was adduced, however, in evidence that if the Monopo-
lies and Restrictive Trade Practices Commission currently conduct
ing investigations to find out whether or not prices paid by big firms
to small scale manufacturers for leather goods were very low as
compared to the sale prices, came to the conclusion that such prac-
tices were ‘monopolistic’, Government would not hesitate to invoke
the provisions of M.R. T.P.C. Act and discipline refractory firms.
The Committee trust that Government would take suitable measures
to safeguard the interests of the smallscale manufacturers of leather
goods and protect them from all unwarranted exploitation.

The problem of stepping up of the export of leather footwear
has to be studied in two parts viz., (i) export of footwear to rupee-
payment countries, and (ii) to other countries. In exporting foot-
wear to rupee-payment countries, the aim should be to bring about
improvements in quality to match international standards so as to
meet the demand for quality goods in these countries and naturally
realise a higher unit value. In so far as exports to other countries
are concerned, export of shoe uppers certainly offers a potential mar-
ket which should not be lost sight of. The Committee recommend
concerted efforts to improve the quality of our sole leather which at
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present in moisture-absorbant and is, therefore, not quite adapted
to the requirements of countries in the cold weather zone.

The Committee learn that India has recently been able to get an
order for 3,000 pieces of garments and 5,60,000 pairs of uppers from
Hungary, and that the U.K.-was also evincing interest in buying
some 2,000 leather garments. The Committee were further given
to understand that in fashion garments, design and pattern played
an important part and that the STC had, apart from borrowing de-
signs and patterns from foreign customers, invited foreign designers
to come to India and help in turning out the latest designs for leather
garments. The Committee recommend that besides formulation of
designs and patterns on the basis of the latest trends in fashion-con-
scious countries abroad, efforts should be made to help Indian manu-
facturers to acquire the requisite skills themselves and evolve such
designs on their own. ‘

The Committee are pleased to hear of the impressive break-
through recently achieved by India in the export of ready-made gar-
ments. Export of cotton apparel has almost doubled from Rs. 3,044
lakhs during April—November, 1973 to Rs. 5,907 lakhs in April—
November, 1974. Ready-made garments made in India are now be-
ing exported to the world’s major markets like, USA, USSR, UK,
France, West Germany, Australia, Italy, Sweden and Japan. This,
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it was learnt, was achieved through working out a package - pro-
gramme which encouraged the producer and the small scale enter-
preneur to take to improved methods of ready-made garments manu-
facture. The Committee recommend that Government should evolve
a similar strategy to achieve a real advance in exports of leather
garments also,

The Committee note that there are two Leather Export Promo-
tion Councils engaged in the task of furthering leather exports.
While the Leather Export Promotion Council at Madras had the task
of promoting the export of semi-tanned and tanned leather, the
Leather Export Council at Kanpur was entrusted with looking after
the exports of finished leather and leather manufacturers, It was
distressing to learn during evidence that the two Leather Export
Proryition Councils did not often see eye to eye with each other and
there was even some bhickering between them. The Committee, there-

fore, welcome the Government's decision to merge the two Councils

and hope that the combined Council would be set up early and an
integrated policy implemented efficiently.

While Calcutta, along with Madras and Kanpur-Agra, has a
special importance in the country’s leather map, Tamil Nadu has the
largest number of tanneries and accounts for more than 70 per cent
of our total leather exports. The Committee have been lately in-
formed of Government’s decision to establish the headquarters of
the merged Council at Calcutta and locate its regional offices at Mad-
ras, Bombay and Kanpur. Since the headquarters could he located

4}



3-26

Commerce

e

4

in no more than one place, the Committee hope that this decision
would be accepted in the spirit of national integration and that it will
be worked in a manner which does not hurt the interests and suscepti-
bilities of all the important centres of leather industry in India. This
implies that the regional offices should also be adequately equipped

and organized so that there is no sense of grievance in our leading
leather industry regions.

The Committee uphold Government’s long-term objective of
“structural diversification and modernisation of leather industry”
with a view to our exporting finished leather and leather manufac-
tures vather than semi-processed hides and skins which bring mea-
gre returns and is appropriate only to a backward economy. The
quota system, however, does not appear to have been evolved affer
sufficiently careful thought. It was in March, 1973 that Government
announced its intention to reduce the export of semi-finished leather
to 25 per cent of 1971-72 level within five years. In June 1973, it was
announced that export quota for the year 1973-74 would be fixed after
making cuts of 20 per cent in the case of semi-finished hides and 10
per cent in the case of semi-finished skins from the total exports of
such leather in the calendar year 1972 which was selected as the base
year. On 1st August, 1973, the Chief Controller of Imports and Ex-
ports issued insiructions reiterating that all exports made from 1st
April would be adjusted against the export quota, but 10 days later
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he announced changes in Government’s decision according to which
(i) the quota scheme was to be operated from 1st August, 1973 (ii)
for the remaining 8§ months of 1973-74. only 15 per cent of the annual
quota would be allowed and (iii) exports from April 1973 to July,
1973 would not he set off against the next eight months’ limit. Even
this decision was revised in January, 1974 when it was announced
that 66.67 per cent of the annual quota would be allowed to
be exported during August, 1973 to March, 1974. Mn March, 1974
another announcement came that in view of representations recei-
ved from concerned interests that it would take some time to deve-
lop adequate infra-structure to manufacture finished leather, annual
quotas for 1974-75 would be contimiied at the same level as for the
preceding year, though these would be substantially reduced in
the following year, viz,, 1975-76 and onwards. Defending these
changes, the Ministry of Commerce argued that “strategy and
mechanism had to be adopted and bent to meet the demands of
actual conditions of production and exports in the domestic in-
dustry and international market respectively.,” The Committee feel
that if Government had taken the actual conditions of produc-
tion and exports into consideration at very beginning, before laun-
ching the quota system, and had made it know firmly to the in-
dustry and trade, it would have been spared the embarassment
and also the hazards that such frequent changes involved. The
Committee cannot resist the impression that the quota system, so
frequently changed and at short intervals of time, was conceived
in haste and without careful anticipation of its likely effects. Cer-
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tain new entrants to the export of finished leather goods have,
according to the Leather Export Promotion Council, Madras, re-
quested Government to order a further cut in the export quota of
semi finished leather. The Committee urge Government to evalu-
ate all such proposals on the basis of their own experience and en-
sure that the scheme, formulated with foresight and precision,
gives a new, stimulating direction to the leather industry.

The Committee find that partly on account of the quota system,
the quantities of E.L'T leather and chrome tanned leather wet blue
exported during 1973-74 were less respectively by 121.05 lakh
kilograms (40 per cent) and 95.91 lakh kilograms (33 per cent)
than the corresponding export in 1972-73 The value of these re-
ductions at 1973-74 average export prices was Rs, 71.93 crores. As
against this, the increase in export realisation for finished leather,
leather goods, leather foot-wear and other finished leather pro-
ducts in 1973-74 over the preceding year was only Rs, 3.48 crores.
In other words, in 1973-74 we lost very much more, in terms of for-
eign exchange, by restricting our exports of semi finished leather
than what we gained in the form of higher export of finished
leather and leather manufacturers. To make things worse, the posi-
tion does not seem to have improved in 1974-75 either, when quanti-
ties of E.IT. leather and Chrome tanned leather wet blue exported
were less respectively by 43 lakh kgs. (23.6 per cent) and 75 lakh kgs.
(39 per cent) than the corresponding exports in 1973-74. The value of
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these reductions was as much as Rs. 36.22 crores. As against this,
the increase in export realisation for finished leather, leather goods,
and leather foolwear in 1974-75 over the value of export of these
items in 1973-74 was only Rs. 26.55 crores. The representative of
the Ministry of Commerce stated in evidence that the decline in
exports of semi-finished leather was not due to the quota system
alone but also to the cumulative effect of four main factors, viz.
(i) acute shortage of power, (ii) non-fulfilment of export quotas
due to international recession, (iii) accumulation of large inven-
tories with principal exporters like Italy and (iv) rise in the cost
of maintenance of cattle which continental cattle-holders tended
rather to slaughter. The Committee feel however, that these
factors may have aggravated the situation, but the responsibility of
the restrictions under the quota system bringing about reduced ex-
ports of semi-finished leather cannot be so easily negated. The
view of the Ministry of Commerce that export of finished leather
“cannot obviously keep pace pari passu with the decline in the
value of semi-finished leather” does not explain the position and
appears even to be complacent. The Committee feel strongly that
our country just cannot afford a fall in our export earnings even
as we make nccessary long-term schemes which may not bring
in adequate dividends immediately. Government should therefore
avoid drastic quantitative restrictions on semi-finished leather ex-
ports unaccompanied by a commensurate increase in finished leat-
her exports. The Committee urge also that from this angle the
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working of the quota system should be adequately appraised so
that any serious detriment to the leather industry in its present
phase of development and to the quantum of our export earnmgs
could be decisively eliminated.

19 328 Commerce’ The Committee note that the Seetharamaiah Committee had

recommended a quota system to be regulated in such a way that in
about 8 to 10 years time the exports of semi-finished leather could
be reduced to 25 per cent of their 1971-72 level. Government’s idea,
however,
should be accomplished in five years from 1972. Acceleration of the
pace of conversion of semi-finished capacity into finished leather
capacity is no doubt desirable but the resultant curbs on export of
semi-finished leather had caused a crisis in the leather industry and
the closure of as many as 248 tanneries in Tamil Nadu, thus creat-
ing considerable and sudden unemployment in that State and else-
where. The Committee fear that, even with the best of intentions,
Government had perhaps tried to move faster and more drastically
than the actual situation warranted. Even at this late stage, the
Committee would urge Government to take a fresh stock of the
situation, and by a perceptive re-scheduling of its programme enable
the leather industry to adjust itself to the new requirements and
readily cooperate in the challenging tasks ahead of us in gur racg
for ecanomic advance and well being.

was that it was “too long a period” and that the task
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The Committee note that for encouraging more exports of finish-
ed leather and leather goods including footwear, Government
introduced air freight subsidy from February, 1971 at 50 per cent
of air freight paid but limited to 10 per cent of the f.o.b, value in
the case of footwear and components and 15 per cent of the f.o.b.
value on finished leather and leather goods. From October, 1974,
the rates of subsidy were revised to 40 per cent of air freight paid
but limited to 7 per cent of the f.0.b. value in the case of leather
footwear|components and 10 per cent of the f.o.b. value in the case
of finished leather and leather goods. The period upto which
subsidy has been sanctioned expires on 31st March, 1976. A total
subsidy of Rs. 200.81 lakhs has been paid since the introduction of
subsidy upto the year 1974-75. No subsidy is payable on exports
to USSR because the exports to that country are on f.o.b. basis
while the subsidy is admissible for c.if. basis only. The main con-
siderations which are stated to have weighed with Government in
granting the subsidy are rapid changes in fashions in U.S.A. and
West European countries and the need for rapid transport to keep
pace with countries competing in thig line of export. The Com-
mittee were informed that air freight rate from India to USA was
roughly 150 per cent higher than from Brazil and 50 per cent
higher than from Rome. Besides, as Tndian footwear suffered from
the disadvantage of fetching a lower price, the freight incidence in
the case of Indian footwear was 28 per cent as compared
with Brazil’s 5.5 per cent and Italy’s 9 per cent. During evidence,
the representative of the Ministry of Commerce justified the
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grant of air freight subsidy on the ground, among others, that the
“difference between sea freight and air freight was about three to
four times.” The Committee were also informed that there was a
definite “co-relation” between the air freight subsidy disbursed and
a resultant increase in the export of finished leather, leather goods
and footwear particularly to fashion-conscious markets. Such ex-
ports had increased from Rs, 360 lakhs in 1971-72 to Rs. 3022 lakhs
in the case of finished leather, from Rs. 199 lakhs to Rs. 1283 lakhs
in the case of leather goods and leather manufactures, and from
Rs. 873 lakhs to Rs, 1745 lakhs in 1974-75 in the case of leather foot-
wears and components. The Committee feel that these arguments,
though relevant, are not entirely convincing. First, the Committee
are not sure whether the increase in exporis of finished leather and
leather goods had been due to the grant of air-freight subsidy or to
other factors. Secondly, while there was an upward swing in ex-
ports of finished leather, leather goods and leather footwear such
exports, as pointed out by audit, were only 14 per cent, 18 per cent
and 20 per cent of the total leather exports in 1971-72, 1972-73, and
1973-74, while the corresponding percentage for exports of semi-
finished leather in these years were 86 per cent, 82 per cent and 80
per cent. This, in the Committee's view indicates that the lion’s
share of our exports still remained with the traditional items and
the policy of switching over to finished goods export had not achieved
significant success.
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The Committee are not averse to the provision of air freight sub-
sidy if it helps to sustain and increase foreign exchange earnings for
the country through our exports. Such subsidy could perhaps also
be justified where Government had satisfied itself that in sending
finished leather and leather goods by air, the exporters were un-
avoidably incurring losses or had margins of profit so scanty that
the transaction was felt to be not worthwhilee The Committee
learnt during evidence that Government was conducting a review
preliminary to deciding if the present air freight subsidy should be
continued beyond 31st March, 1976. It is expected that relevant
Tactors like cost of production, difference in sea and air freight, ex-
port prices, the exporters’ margin of profit, likely reduction in sea
freight on account of the re-opening of Suez Canal, lower rates in
chartered flights, etc. would be duly taken into account. In view of
the fact that 70 out of the 146 registered exporters of finished leather
were also exporters of semi-finished leather and presumably made

substantial profits, the Committee would prefer to have the subsidy .

strictly limited to cases where the over-all national interest requires
it and where, on. account of the subsidy being made available, the
industry undertakes adequate infra-structura]l changes with a view
to a positive, long-term improvement of India’s position in the

world's finished leather market.

The Committee are perturbed that inspite of the air freight sub-
sidy scheme having been in vogue for more than five years, Govern-
ment cannot refer to such comprehensive and reliable data as would
justify the scheme. Some material appears to have been collected by
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the Export Promotion Council in 1970, but the Ministry of Finance
could not be satisfied with the data. Information collected from the
Export Promotion Council, Kanpur in February, 1973 was also found
to be the same as that submitted in 1970. Some more data was
obtained through the State Trading Corporation and the Export Pro-
motion Council, Kanpur in August, 1974 but that did not indicate
the cost of production or the losses sustained by exporters. There-
after the Export Promotion Council, Kanpur, and the State Trading
Corporation were asked to appoint a Cost Accountant for a short
period of three months but the Minisry of Finance again found the
data inadequate since they did not indicate the period of exports and
were not in terms of the quantity and value of costed units of the
total exports. The Committee feel that there was no reason at all
why the relevant data could not be kept compiled and analysed
meaningfully so that well informed decisions regarding such items as
the continuance of subsidies could be made properly. The Committee

urge that the compilation of authentic data should be given priority

and completed without further delay.

The Committee note that the grant of cash subsidy was favoured
both by the Gokhale Institute of Politics and Economics, Poona
(1969) and the Seetharamiah Committee (1972). The Gokhale Insti-
tute of Politics and Economics, Poona suggested (1969) a cash sub-
sidy at the rate of 10 per cent on the exports of finished leather and
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20 to 25 per cent on the exports of footwear and finished leather goods.
The Seetharamaiah Committee (December, 1972) recommended a cash
subsidy of 15 percent against the export of finished leather and
leather manufactures but only when the exporter could produce
documentary evidence of the steps taken by him for putting the
infra-structure, i.e. land, building and machinery necessary for mod-
ernisation, balancing and expansion. The Committee are inclined to
the view that even the present subsidy should be conditional, as in
the Seetharamaiah Committee’s recommendation, on such infra-struc-
ture improvements as are essential to better export performance,
While during evidence, the Commerce Ministry gave its view that
“at present the f.0.b. realisation for our finished leather goods is not
such as to call for immediate cash subsidy”, the Committee were in-
formed after evidence that the Ministry was considering the question
of giving “development subsidy”. Government have since decided to
grant “Cash Compensatory Support™ to exporters of leather and
leather goods from October, 1975 to 31st March, 1976. Governmental
assistance to the indusiry has always to be justified on the basis of
its performance and only when the industry shares the benefit with
the worker-producer and by higher export earnings helps the coun-
try's foreign exchange position. The Commitiee urge that Govern-
ment make a comprehensive examination of the position particularly
from the view point enunciated herein.

The Committec are unhappy that not much has been done to build
anything like an adequate infra-structure for the leather industry in
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India. As early as December, 1972 the Seetharamaiah Committee had
recommended that finishing centres should be set up in areas where
there was a concentration of small scale tanneries that new entrepre-
neurs should be encouraged to set up finishing units, and an invest-
ment of Rs. 60 crores made for the conversion of 75 per cent of the
export of semi-processed hides and skins in 1971-72 to that of finished
leather. By this investment, additional foreign exchange earning
had been estimated to be of the order of Rs. 90 to 95 crores. Some
of the steps taken to encourage conversion of semi-finished leather
into finished leather are stated to be (a) permission to persons/indus-
try/producing unit for acquiring imported machinery up to the limit
of their licensing for semi-finished leather, (b) permission to import
equipment on a clearance bhlock basis without DGTD’s prior approval,
(¢) conversion of a portion of the import 1\ plenishment for acquisi-
tion of caiptal goods and (d) authorisation to STC to create a Lea-
ther Development Fund by pooling 3/4ths out of the one per cent
service charge collected by it on the export of canalised semi-pro-
cessed hides and skins so that the money could be utilised for setting
up 5 common facility centres (one each in Tamil Nadu, West Bengal,
U.P., Andhra Pradesh and Bihar). one Shoe Upper facility centre, one
unit sole plant and one design cell at Agra and one Central and four
Regional Testing laboratories. The Committee was informed that
the STC had launched enquiries about the availabilities, prices, deli-
very, etc. for capital goods machines for these centres, None of these
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centres, however, has come up so far, even though such common
facility centres and the tangible development of infra-structural
provisions are entirely essential to the stepping up of our finished
leather exports. As regards the investment of Rs. 60 crores envisag-
ed by the Seetharamaiah Committee, all that Government have done
so far is to formulate a proposal to set up a Corporation to be called
Bharat Leather Corporation Ltd. and make a token provision of Rs. 5
lakhs in the budget estimates of 1975-76 for investment in the said
Corporation. The Committee were informed that the Corporation
would take care of the tasks of building the necessary infra-structure
and the entire gamut of developmental activities, deemed indispen-
sable for the leather industry. Nearlv four years having lapsed
since the Seetharamaiah Committee reported, the Committee fear
that Government have not utilised this period of time, by no means
a short one, for the advance of our leather industry, and even com-
mon facility centres have not come up so far. During evidence, the
representatives of the Ministry of Industry & Civil Supplies was even
constrained to concede that “the implementation could have been a
little faster.” The Committee, therefore, urge that steps, already
long delayed, be vigorously taken for the creation of the necessary
infra-structure and adequate funds provided for the purpose.

It is distressing that apart from specific measures suggested by
the Seetharamaiah Committee for the creation of infra-structure in
the country, no blueprint for action to give a new direction to the
leather industry has yet been prepared by the Ministry of Industry
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& Civil Supplies. It appears that in their view, such a blueprint
should rather be prepared by the proposed Bharat Leather Corpora-
tion Ltd. when it comes to be formed. The Committee regret that
the Minisiry of Industry & Civil Supplies do not appear to have shown
either foresight or a sense of urgency in dealing with this issue. A
corporation, howsoever well intended, is not always a panacea of all
problems. Besides, such a body would, even after formation, take
some time to get over teething and other troubles. Meanwhile, the
difficulties get aggravated and the country's interest suffers. The
Committee recommend that rather than leaving the task to a pro-
jected Corporation, the Ministry of Industry & Civil Supplies should

undertake the job on their own and help the leather industry to stand

firmly on its feet and go ahead.

The Committee welcome Government's move to set up a Corpora-
tion to be called “Bharat Leather Corporation Ltd.” with the objec-
tive of over-all development of leather industry in the country and
for performance of multifarious functions such as establishment of
production-cum-service centres for finished leather and leather goods,
promotion of research and development, encouragement for forma-
tion of cooperatives of village level workers and small enterpreneurs,
setting up raw material banks, dissemination of market intelligence,
training and employment of technicians, financing of infra-structure,
etc. The Committee feel that one of the primary objectives should
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be to see that tarmer/producer in the small scale or cottage industry
is integrated into the mainstream of leather industry which should.

be geared to achieve higher production of quality leather and goods.

As recommended elsewhere in the Report, Bharat Leather Corpora--
tion should arrange not only technical guidance but also take steps-

to provide an assured market for their product at reasonable prices.

The Committee note that while the proposed Bharat Leather

Corporation Ltd., would look after production of leather, the ex--
ports of leather would be handled by the State Trading Corpora--
tion and the Leather Export Development Councils, The State

Trading Corporation which is responsible for exports is under the
Ministry of Commerce whereas the proposed Leather Corporation
which would look after over-all development and promotion of
leather industry would function under the administrative control
of a separate Ministry viz. the Ministry of Industry and Civil Sup~
plies. The Committee suggest that Government should seriously
consider whether it would not be preferable to have a single agency

responsible both for development and export of leather. If there

are two separate Corporations, each under a separate Mimistry,

problems of coordination between the two are bound to é¥op up:
and may necessitate evolving of an effective machinery for co-

ordination. The Committee would like Government to teke an
overal] view of the matter and inform them of the deeision srived
at,
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The Committee note that the general question of levying a Re- . -

search & Development Cess on all industrial undertakings fof the

purpose of research and development is under consideration of the
Department of Science and Technology and that within the ambit
of the over-all scheme to be thus prepared, the proposed Bharat
Leather Corporation Ltd will also formulate specific scheme to
further research and development in the leather industry. The
Committee have already expressed themselves against procrastina-
tion in this matter and urge that an early decision be taken and
implemented.

The Committee feel that the leather industry has to be viewed
in the over-all context of Animal Husbandry. The responsibility
for Animal Husbandry at present rests with the Ministry of Agri-
culture. With a view to evolving a detailed policy framework for
the development of Animal Husbandry so indispensable to the
advance of what may be called our agro-economy, there has to be
the closest coordination at least between the Ministry of Argicul-

ture, Ministry of Industry and Civil Supplies and the Ministry of

Commerce. With the break-through which appears to have recently

been achieved in agriculture and in milk production, it is indeed an

opportune time to have a closer look at Animal Husbandry as a
whole. Tt would be worthwhile to study critically how Animal
Husbandry has been developed in the best national interest in
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East European countries, the United States and in South American
countries so as to evolve a policy best suited to Indian conditions
and attuned to the larger national interest. The Committee would
like to be informed of the concrete measures that Government
propose to take for evolving and implementing a national policy for
animal husbandry to which they attach a great deal of import-
ance.
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