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INTRODUCTION

1, the Chairman, Committee on Public Undertakings, having been
-authorised by the Committee to present the Report on their behalf, pre-
-sent this Fifty-first Report on State Trading Corporation of India Ltd.

2. This Report is based on the examination of the working of State
Trading Corporation of India Ltd. upto the year ending 31st March, 1968.

3. The Committee visited the Regional Office of State Trading Cor-
poration of India Ltd. at Calcutta, the Wig Factory at Madras and Vege-
table Oil Tank Farm at Bombay in connection with the examination of
the State Trading Corporation of India Ltd. The Committee took evi-
dence of the representatives of State Trading Corporation of India Ltd.
on the 3rd and 10th March, 1969, and of the Ministry of Foreign Trade
and Supply on the 11th March, 1969.

4, The material relating to State Trading Corporation of India Ltd.
-was processed at various stages by the Study Group II of the Committee.

5. The Report was adopted by the Committee on the 22nd April, 1969.

6. The Committee wish to express their thanks to the officers of the
‘Ministry of Foreign Trade and Supply and State Trading Corporation of
India Ltd. for placing before them the material and information they
wanted in connection with their examination. They also wish to express
their thanks to the non-official organisations, individuals who on request
from the Committee furnished their views on the working of State Trad-
ing Corporation of India Ltd.

New DeLar; G. S. DHILLON,
.April 26, 1969 Chairman,
¥aisakha 6, 1891 (S) Commitiee on Public Undertakings.

(Vi)



I
INTRODUCTORY

Short Background

The idea of setting up an agency to handle foreign trade was first
initiated during the Second World War. It was felt that the foreign pur--
chasing missions, then operating in India were canalising foreign trade:
into specific directions, depressed prices by their bulk purchases and pre-
judicially affected the interests of Indian traders. It was considered that
a Government sponsored agency could most suitably deal with them when:-
normal trade channels found it difficult to do so on account of the war.

1.2. In 1949, the Government of India constituted a Committee on
State Trading to consider whether it would be advantageous to set up a
State owned or State sponsored organisation for any sector of the foreign:
trade of the country. The Committee recommended that State Trading:
Corporation might usefully be set up:—

(a) to take over the State Trading activities of Government de-
partments such as the import of food-grains, fertilizers, steeh
and coal;

(b) to take up in addition the import of East African cotton and/

the export of short staple cotton and cottage industry products;
and

(c) to sponsor negotiations on behalf of private importers and ex-
porters with monopolies established in other countries.

1.3. Another three-man Committee was set up in 1953 to review the-
above recommendations. The Committee came to the conclusion that the-
circumstances did not warrant the entrusting of the business of export-
ing the articles to State Trading Corporation, They, however, concededi
that such a body would constitute an additional weapon in the armoury

of the State to give effect to its economic policies in matters other than-
trade.

1.4. Finally, the proposal to set up a Government Corporation was.
approved by the Cabinet in November, 1955. The State Trading Cor-
poration of India Limited was registered under the Indian Companies.
Act as a Joint Stock Company on the 18th May, 1956, with a paid up-
capital of Rs. 1 crore. Al the shares of the Corporation. were awholly.
subscribed by the Central Government.
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‘Examination of STC by Parliamentary Committee—Estimates Committee
~Public Accounts Committee and Committee on Public Undertakings.

1.5. Working of STC was first examined by the Estimates Committee
in 1959-60 and Committee’s recommendations are contained in their 86th
Report (2nd Lok Sabha). The Action Taken by Government on those
recommendations is contained in 149th Report (2nd Lok Sabha) of the
Estimates Committee. In 1963-64, the Corporation was again examined
by the Estimates Commitiee. The Committee’s recommendations and
thec action taken by Government thereon are contained in 49th Report
(3rd Lok Sabha) of the Estimates Committee and 32nd Report (3rd Lok
Sabha) of Commitiee on Public Undertakings. In 1966-67, the Public
Accounts Committee in its 64th Report examined specifically the purchase
of tyres by the Corporation and action taken by Government is contained
in the 4th Report (4th Lok Sabha) of the Committee. The Committee
on Public Undertaikngs also in 1966-67 examined specifically the contract
entered into by the Corporation for the import of Sulphur. The acticn
taken by Government on the 4th Report of the Committee on Public
Undertakings is still to be communicated by the Ministry.

1.6. In this Report the Committee have confined their examination to
#he last 4-3 years trading activities of the Corporation.
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' OBJECTS AND SCOPE

The objects of the Corporation contained in its Memorandum of As-
sociation, have been amended from time to time, as stated by Govern-
ment to “enable the Corporation to carry on its business more efficiently
and attain its main purpose.” The date of registration and amendments
are:—

1. Memorandum of Association as on 18.5.56, the date of registra-
tion of the Corporation.

2. Amendment to object clause of the Memorandum of Association
as registered on 27.9.1958.

3. Amendment to object clause of the Memorandum of Association
as registered on 19.2.62.

4. Amendment to the object clause of the Memorandum of Asso-
ciation as registered on 5.4.1965.

5. Amendment to object clause of the Memorandum of Association
as registered on 21.10.65.

6. Amendment to object clause of the Memorandum of Association
registered on 17.8.1967.

2.2. The main objects of the Corporation as laid down in its Memo-
randum of Association, in force from 17.8.1968, are as follows:—

“1. To organise and undertake trade generally with State Trading

' countries as well as other countries in commodities entrusted
to the Company for such purpose by the Union Government
from time to time and to undertake the purchase, sale and
transport of such commodities in India or anywhere ele in
the 'world.

2. To undertake promotion of exports generally including exports
to existing markets whether of traditional commodity or any
other, to explore new markets for traditional iteras of export
and develop exports of new. items with a view to maintaining,
diversifying and expanding the export trade.

3



4

4. To undcrtake at the instance of the Uninn Government import
and|or internal distribution of any commodities in short sup-
ply with a view to stabilising prices and rationalising distribu-
tion,

¢. To generally implemeng such speciul arrangements for import,
cxport, internal trade andjor distribution of particular com-
modities as the Union Government may specify in the public

interest.

5. To barter, exchange, pledge, manipulate, treat, prepare and
deal in merchandise, commodities and articles of all kinds and
to carry on any kind of commercial andjor financial business.
as the Company may determine from time to time.

6. To buy, scl, exchange, instal, work, repair, alter, refine, im-
prove, manipulate, prepare for market, let out on hire, plants,
machinery, equipment, works, vehicles, apparatus and appli-
ances, boats, barges, lighters, bulk carriers etc, which are
necessary or convenient for carrying on any business which the
Company is authorised to carry on or is required by any cus-
tomers of or persons dealing with the Company and to experi-
ment with and to render marketable, process, convert, fabricate
and manufacture such articles, commodities and goods as may
be necessary or may seem to the Company capable of being
undertaken conveniently in furtherance of its objects or may
be calculated directly or indirectly to enhance the value of
such articles, commodities and goods.

7. To manufacture, store, maintain, sell, buy, repair, alter, ex-
change, let on hire, export, import and deal in all kinds of
articles and things (including all kinds of conveyance and all
component parts, fittings, tools, implements, accessories, mate-
rials, and all articles and things used or capable of being used
in connection therewith in any way whatsoever) which may
be required for the purposes of any business of the Company
or are commonly supplied or dealt with by persons engaged in
any such business and which may be capable of being profit-
ably dealt with in connection with any of the business of the:
Company,

2.8. The above functions of the S.T.C. can be classif*d under the

following main. headings: —

1. Exports.
2. Imports,



3. 1ucernal Trade.
4. Trade Promotion Agreeiuents.
5. Export aid to small industries.

6. Participation in export oriented Corporations,

1. Exports

(i) to promiote expott of traditional items, to introduce non-tra-
ditional items in the world markets and search out new ave-
nues for export for Indian products.

(i) to facilitate and organise exports of difficult-to-sell items by
linking essential imports with additional exports under special
trade promotion agreements etc.

(iii) to organise production to meet export demands and to help
production units in overcoming difficulties of procuring raw
materials and other essential requirements.

(iv) to develop new lines of exports.

{v) to ensure implementation of Trade Plans with State Trading
countries.

{vi) to help local producers by procuring at reasonable prices and
to hold stocks to maintain ultimate production at optimum
level, of commodities with high export potential, thus avoiding
dislocation in production, maintaining adequate availability
for exports and ensuring a fair price to the local producers, and

{vii) to take part in fairs and exhibitions abroad in order to create
atmosphere for expansion of exports and to introduce new
products in foreign markets.

2 Impory

(i) To import capital goods, industrial raw materials and certain
scarce commodities required for the economic development of
the country.

(ii) to import items which were canalised by the Government
through this Corporation in order to ensure that adequate
supplies at the right time and at the most economical prices
are made and are distributed to the industries and other users
in 2 co-ordinated manner.
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(iii) to undertake import of commodities where bulk procurement
is advantageous.

(iv) to undertake imports from state trading countries or where
monopolies are involved.

(v) to import commodities which are in short supply in the coun-
try.

(vi) to import speculative and high profit margin items with a view
inter-alia to stabilise the prices and to do distribution of such
commodities in an organised manner at fair prices, and

(vii) to ensure implementation of trade plans with State trading
countries and other special agreements.

8. Inlerns . Trade

(i) To undertake internal trade in certain commodities like im-
ported cars, and

(ii) to undertuke price support and buffer stock operations in order
to ensure fair prices to the growers of certain agricultural com-
moditics, to stabilise internal production and to sustain
foreign demand.

4. Trade Promotion Agreements

To arrange for essential imports against additional exports of tradi-
tional and non-traditional items which arc specified in special agree-
ments.

5. Export Aid to Small Industries

To assist the small scale manufacturers in exporting their products
by giving wide publicity to their products abroad and by arranging
attractive packing, providing credit facilities, helping them in matters
of shipping and exploring possibilities of exporting their products to
various countries.

6. Participation in Export-oriented Corporations

To lend increasing support by way of financial and organisational
assistance to specialised export agencies like the Handicrafts and Hand-
loom Export Corporation.

Scope of Activities

24. It was represented to the Committee that there was “need to-
define the scope of activitics of Corporation because it was felt that
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the Corporation had ‘overstepped its functions’. The activities of the
Corporation and the ‘monopolistic position’ enjoyed by it had resulted:
in ‘displacing and disrupting normal trade channels without any special
benefit to the country at large.” i

2.5. The Committee, while taking the evidence of the representatives-
of the STC, enquired whether the respective areas of operation of the
Corporation and of private agencies need be defined so that both could
function on the basis of harmony and mutual trust. The Chairman, of
the State Trading Corporation, stated that in its interim Report, the:
“Revicwing Committee”, with which he was associated, had observed
that the STC must be of service to those who import or export. It was.
also mentioned in the report that the $.T.C. must win the confidence of
Industry—whether it was in private or public sector. He added that
for the last few months hc and his Directors has been rcgularly. meeting
all sections of industry once or twice a month to have a look at their
problems. For example, they had bcen meeting Maharashtra Small
Scale Industries and the Fertilisers Association of India every month “so-
as to build up the confidence and trust even more than the service that
we can give them.”

2.6. When pointed out that there was a feeling that S T.C. was.
encouraging upon the private sector and that there was apprehension
to canalise the import of industrial raw materials through the STC, the
Chairman stated “we do not by ourselves decid: that we would like to-
move into this arca or hat. "This is the Government's policy and a
decision has to be taken at their level”” He added that when the Cor-
poration was asked to move in any area, it tried to create confidence
in the minds of those for whom it worked.

2.7. Citing an example he said, when the Corporation was asked to
move into the area of imports of raw rubber, an association- of import-
ing interests was formed. He further stated “my fecling is that we
would move into that area with their help and cooperation. We were
able to convey to them that we are a service agency. Whether we have
encroached on some body else’s ground I am not in a position to discuss.
But I can assure you that having associated ourselves with it. we would
try to give them the best services.” o

2.8. The Chairman, STC, added “one is ‘that quite honestly we say
we have a concept of service. It is not that we were always able to
give the best service but that is the concept that we are purseeing. There
is room for improvement and it is our constant endeavour to impotve
our system.”

- 29. The Committee enquired of the representatives of Ministry of
Foreign Trade and Supply whether Government were aware of the com-



iplaints that S.T.C. had “overstepped” its functions. Replying that the
‘functions of $.1C. were defined by its constitution and charter, the
‘Sceretary of the Ministry, stated that “S.T.C. has not, cannot and will
not overstep its functions”. He added “you will not find a single com-
‘mercial activity on the part of S.T.C. which goes beyond its scope. It
is functioning better. It is functioning over a larger field.” In regard
«to the complaint that the S.T.C. enjoyed a monopolistic position the
Sceretary stated that the S T.C’s share in India’s total export trade
during 1967-68 was 2 per cent and in the imports 5 per cent. One would
not describe that to be a monopolistic position in India’s export and
dmport trade.

2.10. 'Fhe Committee enquired whether the original concept that
STC would supplement and not supplant the private trade had under-
gone a change to meet social objectives. ‘The Secretary of the Ministry
stated that the policy of supplementing and not supplanting had not
undergone any change. The policy remained what it was, but its actual
implementation, was shified from one point to another depending on
‘the experience. He added, ‘“the supplemental process is that at the
control point it has been found by experience that if a public corpora-
tion is introduced then it enables us to achieve our commercial purposes
hetter”,

2.11. The Committee note that the Reviewing Committee on the
STC, in its interim report, in connection with the Corporation’s trade
:relations has observed:—

“Looking outwards, the Corporation should examine its relations
with the trade. Is there an exclusiveness of interests or com-
plementaviness of roless The Corporation’s relations with
the trade would be positive, The onus will lie in part on
the Corporation itself to convey the impression of a helpful
consultant, anxious to assist and provide services economically
and cfficiently. In a mixed economy the Corporation would
best discharge its role if it learns to act as an efficient catalyse,
a developer and a pace-sctter.”

2.12. The Committee agree that in a mixed economy, the STC would
‘best discharge its role as an efficient catalyst, a developer, and a pace
-setter’, The Corporation should also conduct its affairs as to earn the
-confidence of trade, whether in public or in private sector, by adopting
a helpful attitude towards all engaged in common endeavour of boosiing
-up India's developing economy. The Committee note the assurance given
by the Secretary, Ministry of Foreign Trade and Supply, that STC has not,
.cannot and will not overstep its functions.’ Tthonmiueewo:flda!n
like the STC to examine carefully the criticism made by various in-

'terests about its working.



1
TRADE ACTIVITIES

A. General
(1) Total Export and Imports

The STC has made exports and imports ot the following value
during the last five years:—

Year Exports Imports
(Rs.in crores)
1963-64 . . . . . . 19°30 2346
1964-65 . . . . . . . 10°§1 33'93
1965-66 . . . . . . . 13" 12 46°19
1966-67 . . . . . . . 30°99 6785
1967-68 . . . . . . . 2357 11583
1968-69 . . . . . . . 2983 70:90
(upto Dec. ’68)

3.2. The value of exports and imports made from the country during
the last five years and the percentage of the exports and imports made
by the STC to the country’s exports/imports were as follows:—

EXPORTS
o Value of Percentage of
Exports made STC expor-
from India tsto country’s
exports
(Rs. in crores)
1963-64 . 79324 24
1964-65 . . . . 816-30 I-3
1965-66 . . . . 805-64 16
1966-67 . . . . . 1094 °94 28
1967-68 . . . . 1099°85 30
(April, 67-Feb. 68)

694 (ai) LS—2.
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IMPORTS
Year n;m“c ’;::‘d Pe.rceatag%;)f
portsmade  imports
by India STC to
country’s
imports
(Rs. in crores)
1963-64 . . 1222-8 29
1964-65 . . . . . 490 2-5
1965-66 . . . . . 14101 33
1966-67 . . . . . 18683 36

3.3. The above tables, thus revcal that the STC’s share in the country’s
total exports has ranged during the last 5 years from 1:3 per cent to
3 per cent and in the case of imports from 2.5 per cent to 3.6 per cent.
The Committee, during cvidence of the representatives of the Corpora-
tion, enquired whether the Corporation was satisfied with its share in
the counuy's forcign trade. The representative of the Corporation
stated, in reply, that the above percentage was of the total exports of
the country which included tea, coffce and a number of other items
which contributed to total exports, He added that the Corporation was
fairly satisfied with the rate of growth of its exports. The Corporation
did not move into nearly 85 per cent of the commodities exported from
the country. It had been cxporting non-traditional items and only
recently move into a few traditional items like textiles. He added “If
we take the basic percentage as only 15 per cent of the total exports,
our performance is 25 per cent. of the exports of these itcms by the
country. We have every reason to be satisfied with the progress in the
export trade.” It was stated that vicwed in actual terms there had been
more than 300 per cent increasc in the Corporation’s trade. The Chair-
man of the Corporation intormed the Committee that from the level
of Rs. 28 crorcs in the year 1967-68 the Corporation was running at a
rate of about Rs. 46 crores in the present year. It had nearly doubled.
He added that the only thing for which the Corporation could take any
credit was that it was trying to make contribution to the export ficld,
not, merely by substituting certain items but bv creating new exports.

3.4. Asked whether the increase in trade had been managed with
the same staff if there had been 3 per cent increase in the staft also,
the Chairman, STC, replied that therc had bcen no increase in the staff
since the middle of last year. He added that the present year’s total
increase in the Corporation’s activities would also be with the same staff
as before.
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3.5. The Secretary of the Ministry, during his evidence before the
Commiittee, stated that the performance of STC in the development of
export trade in wagons and railway equipment had been catalytic. STC
has taken the export trade of shoes from a low level to a higher level.
In items like Nylon Yarn, the Corporation could operate as an efficient
modern business. He added, “STC is a Public Sector organisation which
has its record item by item, period by period, it gives to the Ministry
in appraising the general complaint in regard to over-invoicing and
under-incoiving, a wealth of data, which was not otherwise available.”
The Secretary of the Ministry claimed that the analysis showed that
in whichever field STC had been able to opcrate, it bhad brought
advantages to the foreign trade of the country, to the exporters, to the
producers for export and to the end-users of imports.

5.6. In reply to Committee’s query, what special measures had been
taken by the STC in India and abroad during the last five years to
increase the exports and what special steps it intended to take in the
coming years in this regard. the S.T.C. has furnished the following
information:— A

“The special measures taken by the Corporation during the. last
five years to increase exports from the level of Rs. 8.8 crores
in 196364 to Rs. 23.57 crores in 1967-68 include:—

1. Organising manufacturers in India and giving them assist
ance including finance for increasing exports;

2. Developing new items with export polential and assisting
prodducing agencies to train personnel in specialised handl-
ing, packing and transportation of goods for export:

3. Giving export assistance to small manufacturers under the
EAST Schemc:

4. Assisting exports through the mechanism of link and barter
and allied deals;

5. Participation in international trade fairs and wholly Indian
Exhibitions in foreign countries;

6. Establishing foreign offices abroad;

7. Negotiating sales with visiting foreign delcgations in India
negotiate and conclude business; and
negotiate and conclude husiness: and
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8. Participation in global tenders for rolling stock. equipment
and turn-key jobs,

During 1968-69, exports of the Corporation are expected to incicase
to around Rs. 45 crores.

This year, the Corporation is engaged in rcorganising itself. With
introduction of new systems inter alia for regular and continuous con-
sultation with trade and industry. backed by a reorganised framework
of its forcign offices which would provide a service base to the Indian
industry and trade and guarantee a marketing service to foreign buyers
in regard to quality, delivery schedule and reasonable prices, it is hoped
that the Corporation would be able to provide the requisite infra-
structure for accelerated expansion of its exports in the future”

3.7 The Committec find that the STC is satisfied with its present
trading activities, a view that they (Committce) are unable to share.
Considering the large organisational set up of the Corporation and the
capital employed by it, the present share of STC in the country’s trade is
only 3 to 4 per cent. Moreover the value of cxports made by the Corpo-
ration in 1967-68 has fallen by Rs. 7.5 crores in comparison to the exports
of the previous year (1966-67).

38 The Committec are of the view that the Corporation should
enlarge its share in country's export trade. Apart from making concerted
efforts to protect its past level of export, the Corporation should try to
boost it up and give preference to develop new fields of exports.
The Corporation should fix up an annual export budget for itsclf and
strive to adhere to the target. The Committee note that the Corporation
has introduced a regular and continuous consultation with trade backed
by reorganised forcign offices to provide as service bascs to Indian Indu-
stry and hope that they would continue a sustained effort to increase
export of mew items and to new areas.

3.9. The Committec note that a trend in the improvement of the
STC export effort is in evidence (as per provisional figures of 9 months)
and hope it will be followed up.

(ii) Canalisation of Exports and Imports

3.10. In addition to the participation in loreign trade on its own
initiative the State Trading Corporation is used as an instrument to
execute Government policies. Covernment of India had. from tme to
time. canalised certain items of import and export through the Corpora-
tion. For giving effect to canalisation of imports of certain items through
the Corporation two devices had been adopted by Government. One
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was the formal canalisation wherein the article was first brought in Part
‘C’ of Section 2 (ii) of Import Trade Control Policy, for the
given period and then by a separate public notice Government orders
were issued stating that the S.T.C. would be the approved agency for
import of that item. The sevond device was that the item found men-
tion in Part ‘D’ of Section 2 of the Import Trade Control Policy and
was thus declared non-licenceable to both actual users and importers.
Thus imports by STC fall under two categories. Explaining these
categories the STC hus, in its note, stated:

“In the first category are the itcms which are easily available from
the rupee payment countries and, therefore, the STC can
naturally and effectively act as the canalising agency tor pur-
chases from such sources. The other category consists of itemns
of imports from the free foreign exchange areas, in respect of
which, owing to ceriain vital considerations, the Government
have deemed it fit to use STC as the importing agency.”

Canalisation of Imports of Industrial Raw Materials

3.11. The Committee during evidence referred to the press reports that
Government intended to entrust the entire import of industrial raw mate-
rial to the STC and usked whether the STC had been consulted in this
matter., The Chairman, STC, replied that whenever the Government
wished the Corporation to move into an area it consulted the Corpora-
tion. Asked what criteria was followed in deciding whether the Cor-
poration should move in a particular area, the Chairman stated that that
was for the Government to decide. But when once the Corporation was
asked by Government to move in, their reaction was “to study the sub-
ject, to organise the proper channel, to create confidence, to build up the
expertise which is very important, and to so work with the importers as
also with the exporters as to serve their interests best.”

3.12. The Chairman, STC, added that in the case of soyabeen Oil
under P.L. 480 as also in the case of fertilisers and Chemicals, Govern-
ment felt that one agency should import it altogether. The Corporation
was also asked to move in when normal international buying mechanisms
had broken dewn or when sellers had combined. In fertilisers, there
was a large combine, called the NITREX, which controlled the market-
ing of production in the continent of Europe. Where there was single
seller single buyer would, he said, be useful.

3.13. On being asked whether the STC was in a position to take over
the entire foreign trade, the Chairman stated that the Corporation had
not been asked at any time to undertake the entire foreign trade. He,
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however, intonnd the Comuwitee that a Study  Group  appointed  to
examine the question of import of “Industrial raw materials” had sub-
mitted an interim report to Government.

3.11. While examining the representatives of the Ministry of Foreign
‘Trade the Committce cnquired what were the major consideration to:
canalising cxports and imports of certain commodities through the S1C.
The Committec also wanted to know whether the Government had
satisfied itself before canalisation that the STC was f{ully equipped for
the job being entrusted to it, ‘The Secrctary of the Ministry stated that
canalisation fulfilled certain objectives. First, it enabled transfer of profit
trom a private individual to the STC. Secondly it enabled a bulk
buyer o use the strength of a large buyer to pursue the commercial
objectives of one's country, Thirdly, it helped to avoid overinvoicing
of imports and foreign exchange leakages. Fourthly, a publicaliv con-
trolled organisation gave a more flexible operation to bring about the
balance between the need to protect the indigenous manufacturer and
to mcet the legitimate interests of the producers. Fifthly, shifting of
control from the Chief Controller of Imports to the STC gave the Gov:
crnment a flexible instrument for achievement of “diverse public ends
or ends of public policy.” 1lfe added that in each case, only two o:
three purposes may be fulfilled. Stating that the canalisation also helped
in relation to some industrial intermediates for raw materials the Sec
retary added “we are able, for instance, sometimes Lo effect the price
policy of end products or use this as a bargaining counter for increasing
the export possibility of the end products”.

3.15. The Secretary of the Ministry further stated that canalisation
also led to some difficulties. First, shifting of imports from established
importers to actual users had the effect of depriving the established
importer and conferring the benefit on the actual users. Developing of
production in the country and consequent reduction in the quantum
of imports also took away the right of importers. He said, “it is now
settled practice that Government had a right to interfere with these rights,
ot course, for purposes of public policies.” The Secretary stated that
“the other difliculty which arises is that the STC need not, from the
beginning be the most efficient or be the most experienced importer of
that product. Now, it may be that there are one or two very good
officers in the STC who know something about raw wool. But, it will
bé too much for them to claim that they know as much about the
qualities—the grades, behaviour of the wool market—as people who have
spent their life time in it.” This difficulty, he added, wis overcome
by the STC by “appointment of Advisory Committees or in the initial
stages, by associating experienced importers with the work of import
commodities.” Thirdly, sometimes there was an error of judgement.
For instance, the world market price of copper was so fluctuating that it
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was difficult to make a precise forecast. The STC sold at “Pool price”.
Where the price was higher, people criticised the STC but when the
price was less, nobody complimented the Corporation.

5.16. Asked whether the STC would consider establishing its own
department or machinery to forecast or draw up estimates instead of
depending on others, the Secretary stated “STC’s forecasting will be as
uch liable to err as anybody else’s”. He said, “so I cannot guarantee that
there will be no mistakes in future but there will be better forecasting.
Even on the old forecast you will find if you go through the records that
this complaint of over importation boils down to 2 or 3 products on two
or three occassions over a period of 10 years of STC's existence.”

3.17. The Committee pointed out that it was represented to them
~that it was inconcievable that an organisation could develop expertise
in all commodities and enquired whether it was not a fact that centra-
lised buying was an irresponsible buying leading to delays and disad-
vantages to the consumer. The Secretary stated, “I do not accept that
buying through a centralised organisation like the STC is necessarily
buying by an inexperienced or less experienced buyer. I recognise that
when it is centralised, decision making is delayed.”

3.18. He added, “STC may have made a wrong purchase but still,
they learn: from that experiencc whereas an individual trader may
have learnt for himself only, and not for the trade as a whole.” He
further stated, “It is not that mistakes are not there and delays are not
there. On the whole if you compare, the STC has been more efficient.”
He claimed that in regard to raw wool, for the same amount of foreign
exchange, STC had been able to buy a larger quantity.

3.19. When pointed out that the STC’s handling of the sulphur
trade was not a very happy experience because STC paid higher price
for it than what the private trade was paying before the STC took
over, the Secretary stated that no experienced importer was able to
locate even those sources of supplies which the STC could find out
through the method of trial and error. He claimed that “through
the method of trial and error, it worked itself into a position that
throughout the year the fertilizer industry had no trouble at all with
the sulphur trade. From that period, the international trade in sul-
phur has begun to respect India and the STC as one of the major fac-
tors in international trade.”

~ 3.20. On being asked as to what measures the STC had adopted to
ensure that the benefit of canalised imports wene to the consumers and
medium and small scale industries and was not exploited by the big
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industrialisis, the Scoretany intonned the Commiuee that canalisation
itself was one such measure. Canalisation meant that one should be
not able t exploit the other. He added that sometimes the other
party might take undue advantage of STC’s ignorance but it grew
wiser by passage of time and experience.

3.21. The Committee agree that canslisation is no doubt a yuestion
of policy which Government was only competent to decide. ‘They would,
however, suggest that the canalisation of import of a commodity through
STC may be done if it serves the public interest. They would also stress
that before canalisation of import or export of commodities was decided
upon all the important factors including the capacity of the Corporation
should be taken into consideration. They recommend that after canali-
sation is decided upon, the Government must exercise vigilance to see
that it served the purpose for which it was undertaken. The Committee
would also like that the reasons leading to the decision for canalisation of
import or export should bc made public so that the traders belonging
to Public and private sectors were fully informed of the Government's
intention and no room for misunderstanding was left in the mind. of
public. The Committee feel that after canalisation through STC has
been decided by the Government, greater responsibility devolves on STC
to ensurc that wsers' requirements were mct satisfactorily, regul.cly,
promptly and at competitive rates.

(iit) Trade with East European Countries.

322. 'The Memorandum of Association of the State Trading Corpo-
ration provides that one of the objects for which the Corporation was
established is:

“l'o organise and undertake trade generally with State Trading
countries as well as other countrics in commodities en-
trusted to the Company for such purpose by the Union
Government from time to time and to undertake the pur-
chase. sale and transport of such commodities in India or

anv where else it che world.”

$.23. Thus, one of the major aims of the STC was to develop trade
with East-European countrics. The Committee, during evidence, asked
the Secretary of the Ministry whether the STC had been able to fulfill
the Government's expectations in that regard.  The Secretary of the
Ministry stated that import trade from East European countries handl-
ed by the STC had increased from 11.3 per cent in 1966-67 to 18 per cent
in 1967-68. When his attention was drawn to the representation re-
ceived by the Commiteee that the items imported from East-European
countries did not compare well in quality with goods. imported from
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Western countries, the Secretary stated that  the question really was
whether one was “buying the right thing for the right price and from
the right source.” When deciding about the source, one had to see
whether one had the necessarv foreign exchange or not. For instance,
in the case of zinc imported from Russia, India had to pay 25 per cent
more than what would have been payable had India imported zinc from
some other countrics, Dut, he added, as {ree foreign exchange was not
available, there was no other alternative,

3.24. The Secretary of the Minisury also intormed the Committee that
the trade with East-European countries had reduced India’s debt burden.
It had increased the availabilitv of goods which were needed for deve-
lopmental purposes. Experience gained by entering East-European
markets had enabled India not only to expand trade with those countrics
but also to tap other foreign markets.

Diversion of Trade

3.25. The Committee enquired whether it had come to the Govern-
ment’s notice that some of the East-European countries were re-exporting
the goods imported by them from India. The Secretary of the Ministiy
stated that “at the most today, one or two per cent of our trade was
getting diverted.” He added that sometimes. even diversion served the
purpose. For instance, India could not export jute gunny bags directly
to Western Europe because Pakistani competitors were able to under-
quote, Though India aid not underquote, East Europcan countries
were prepared to buy from India at the prevailing prices for reasons of .
their commercial policy and sell a part of their purchases in West Europe
at lower prices. India had, thus, been able to meet the Pakistani com-
petition indirectly in the West European markets. The Secretary added,
“So, in this particular case, it has enabled us to meet the Pakistani com-
petition indirectly in the West European markets. But, by and large, if
the diversion is practised on a wide-scale, it could lead to the erosion in
the unit value of our exports. I am in a position to assure the Com-
mittee that the problem is completely under-control and diversion does
not lead to erosion of our unit price in the case of any commodity and
in the case of any market.”

8.26. The Committee enquired whether diversion was an outcome of
planning. The Secretary stated, “Limited diversions are incidental to
international trade. Under the ordinary principles of international
trading, it was quite open to a buyer of goods to sell it to whomsoever
he wishes to”. He observed that if diversion was practised on a wide
scale, then the benefits of rupee trade could be eroded. He claimed that
the STC had been able to keep diversion within tolerable limits by (i)
taking up specific cases, which came to notice, with the Government
concerned and (i) through observation control at some ports in West
Europe like Rotterdom and Humburg. The Secretary admitted that “it
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15 quite possible that in tea and jute may be one or two cases—imports
made lor dowmestic consumption might have been exported. Sometimes
they explain that they have made over imports—when they make over
imports they export it elsewhere.

3.27. During cvidence before the Committee it was mentioned that
indian goods exported to certain East-European countries got diverted to
West Ewropean countries. The Committee trust that Government would
takc necessary sieps to ensure that this type of re-export is ‘limited 10
the extent that is incidental to intermational trade and is carried out
with the knowledge of Government.

Price for Exports

3.28. 1 he Commutiee asked about the views of Government in regard
to the 1epresentation received by them that the $.T.C, had not been able
W obtaiu best price for Indian exports to the East European countries.
Lhe Sceretary stated that the Corporation was in a better position than
individual buyers to determine what was correct price and it had the
power o intluence or to pressurise the pirospective sellers in reducing
and fixing prices,

329, ln reply to a similar question the Corporation stated in a
written note as under:

“lt i3 not correct that 8.1.C. has not been able to obtain the best

4 price for Indian exports even in trade with the East Euro
— pean countries. lndeed in a number of cases, for instance, grey
cotton textiles, footwear and woollen knitwear, the Corpora-

tion has been able to obtain higher than international prices.

‘The price at which export sales are concluded depend upon

supply and demand position and other factors like quality
specifications and  delivery schedules and our commercial

. judgement as to the maximum level at which Indian goods

can secure a foothold in those countries in competition
with other suppliers.”

3.30. Asked whether any special machinery had been set up to ensure
that India got appropriate price for its exports and did not pay higher
price for imports from East-European countries, the Corporation stated:
“As far as we know no specific machinery has been set up merely to
ensure that India gets appropriate price for its-exports to, and does not
pay higher price for impert from East-European ccmm{ics." The Cor-
poration further stated that its share in the total foreign trade of the
country is relatively small; nevertheless in order to ensure that most
economic use was made of its resources, sales and purchases were made
at reasonable prices and in regard to overall supply and demand posi-
tion. The Corporation have also stated that they had recently set up
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4 Buying Coumnmittee which consisted of three Marketing Directors, one
Finance Director and one Lconomist (who is expected to join shortly)
with Divisional Hecads and Marketing Managers in attendance. This
Committee met every week and was expected to take decision in res
pect of purchases of the Corporation with reference to available re-
sources, prices, ummg e1c.

3.3L. In regard tw cxports it had been stated that where back to
back contracts for supplies were entered into with parties in India
against export contracts with foreign buvers, trade operations were con-
ducted by the Marketing Divisions concerned under the overall guid-
ance of the management so as to secure most attractive termns. In rc-
gard to other export contracts the Buving Committee would supervise
purchases where:

“ (i) For servicing export contracts raw materials have to be pro-
cured for processing or conversion into manufactured
goods intended for export e.g. scmi-tanned or tanned leather:

or. where

(i) Raw material bas to be purchased for taking a position in
the market either for stock. piling for price stabilisation or
for eventual exports.”

-3.32. The STC further stated that export sales are made on a
competitive basis having regard to the best obtainable price in all
markets including Fast Furopean countries.

3.33. The Corporation have made major exports to, and imports
from East European countries during the years 1965-66 to 1967-68 ot

the following value:— .

(Rs. in lakhs)

1665-66  1966-67 1967-68

Exports . . . . . 113,12 30,99 23,57
Imports 46,19 67385 11§ )83
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335 Whereas, the  total exports 10, and imports from, the East

Eusopean countries and STC’s  share in that rrade during 1967-68
were: -

(Rs. in lakhs)
Total STC’s Percentage
{from/to share of STC’
India) share
Exports . 22458 1031 46
Imports . 20301 3657 18

3.35. The Committee note that the imports from Eust European coun-
tries have increased from Rs. 46,19 lakhs in 1965-66 (o Rs. 115,88 lakhs
in 196768 and exports 1o those countries have gone down from Rs. 30,99
lakhs in 1966-67 to Rs. 23,57 lakhs in 196768. The Committce feel that
this sudden sct back in STC's trading uctivity with East European coun-
tries has produced considerable imbalance in the imports and exports and
deserves prompt investigation by the Corporation. More vigorous and
coucerted efforts are needed on the part of STC to increase Indian exporus
to East European countries and also to explore new markets in that area
for the various semi manufactured and manufactered Indian goods. The
Committee suggest that the Corporation should enswe that the country
obtains the appropriate price for its exports and does not have to pay
higher price for imports from East European countries.

3.36. They appreciate the setting up of a ‘Buying Committee’ for the
purpose of taking decision in respect of purchases of the Corporation
with reference to available resources, price, timing etc., and hope that this
Committee would also ensure that the country gets best price for exports
and makes purchases of standard quality and specifications at the most
competitive rates.

B. Exports
3.37. The export activities ot the Corporation fall within the fol-
lowing main groups: -
1. Railway wagons and equipmemnt:
. Engineering goods, including machine tools and manufactures
of small industries;
Chemicals including salt. drugs and pharmaceuticals;
~ Gonsumer goods, like (a) leather footwear and components,

(b) wigs. wiglets and other human hair products and ()
knitwear, textiles and garments:

"%

oo L



21

5. Agricultural products, like bananas, fresh fruit, truit juices,
rice and pulses; and

6. Cement.
(i) Railway wagons and equipment

3.38. The STC initially embarked on a scheme of export of rail-
way wagons particularly to one of the East European countries was
carlier mooted duc to the fact that India have bilateral trade agree-
ments provided for balanced trade and pavment in non-convertible
rupees. Subsequently activities werc extended to cover export. also to
countries in Asia and Africa. The details of the contracts already
secured by STC and their value are as follows:—

SI. Name of Quantity & Quality Value approx.
No. the country

1 Hungary . 500 Four Wheeled Flat wagons. Rs. 2.5 crores

2 Ceylon . 40 Bogies petrol Tank wagons . Rs. 32 lakhs
3 S.Korea . 600 Hopper Car 450 Tank Car Rs. 7.56 crores
4 Burma 14 Oil Tank Wagons . . Rs. 7.5 lakhs
s Burma 5 Metre Gauge Locomotive

Boilers . . . . Rs. 41 lakhs
6 Burma Loco Components . . . Rs. 32,000
7 Ghana 12 Vaccum Reservoirs Rs. 2312
8 Nigeria 12 Injectors Rs, 19,000

3.839. The Corporation have also signed a Protocol with USSR for
supply of Gondola type waguns. The Protocol envisages supply of 2000
wagons in 1970 progressively increasing to 10,000 wagons per year in
1975. It has also submitted an offer to Uruguay for the renovation of
220 km. of track, regirding of bridgus and supply of wagons. A tender
for supply of Bailey bridges and erection equipment to Taiwan valued
at Rs. 60 lakhs, has also been submitted by the Corporation.

3.40. The Committee noted that the supplies of wagous etc. to Hun-
gary and S. Africa had been delayed. The Corporation explained that
mostly the delays had been due to reasons “beyond the control of the
manufacturers or ourselves, though every effort was madc to minimise
the eftects to the extent possible.  If strikes|lockouts take place in
tactories engaged on manufacture for exports, delays for such reasons

are inevitable and nothing can be done bv us. The manufacturers
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have also to acquire greater experience so that the problems in the
manufacture of sophisticated engineering equipment to foreign stand-
ards can be reasonably anticipated and delays avoided, bv keeping a
little margin in time in reserve. The STC has also had to make
special efforts in chasing the steel manufacturers to ensure timelv sup-
plies of steel sections plates and sheets.”

3.41. During evidence the Chairman. STC, informed the Committee
that a STC tender for export of “Bailev Bridees” to Taiwan was sent
through the Garden Reach Workshops, Calcutta. helieving it was the
lowest. On enquiry STC told the Taiwan authorities that their tende-
rers had “sufficient experience although they had not exported Bailev
Bridges earlier.” This contract was later given to another film on the
ground that the tenderer had no experience in this field.

3.42. The Committec were also informed that STC incurred a loss
of Rs. 65.000/- on the export »f Oit Tank wagons due to devaluation.

3.43. The Committee note that STC has been able to explore markets
for the export of Railway Wagons, but thev are concerned to find that
supplies in respect of Hungarian and South Korean orders were delaved.
Non-adherence to time schedule for deliverv of goods may affect inter.
national goodwill affecting the Carporation’s exports t6 new overseas
markets, il

3.44. The Committee feel that till such time as the manufacturers
have acquired adequate experience of manufacture of sophisticated c?gi-
neering equipments, it would be advisable to keep some margin of time
in reserve for future contracts. For existing commitments, the Corpora-
tion should sparc no pains to honour the existing time schedule. counsis-
tent with the required standard and specifications. They also feel that
markets of developing countries in Africa and Middle East need he tapped
to atep up export of engineering products.

(i1) Engineering Products

3.45. During the vears 1964.65 to 1967-68, the Coiporation exported
tngineering Products of the following values:—

Rs.
1964-65 . 2,500
1965-66 . o . e . . 33,000,00
1966-67 . . . 1,34,000,02

I967-68 7,720,00
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3.46. In 1968-69, the Corporation huped to export Engineering Pro
ducts worth Rs. 39.29 lakhs. During evidence, the Chairman, STC. ex-
plained that the fall in value of exports in 1967-68 was due to a change
in the system of accounting. He added “We do not take credit now in
our figures for indirect trade. We take credit for only direct trade.”

3.47. From the annual Report of the S1C, for the years 1965-G6, it
was noted that the Corporation had drawn up a Five Programme to give
a further fillip to the export of engineering goods. According to the pto-
gramme, a target of about Rs. 2.70 lakhs was fixed for the year 1966-67
with an expectation to go up every year and rising up to Rs, 800 lakhs
from the year 1970-71, Since the exports for the year 1966-67 were only
of the value of Rs. 184 lakhs i.c. nearly half of the targetted figures, the
Committee enquired on what basis the targets were fixed and what were
the main reasons for the shortfall in actual exports. The Corporation has
n a note explained that the estimated target figure of Rs. 270 lakhs was
subsequently revised to Rs. 130 lakhs and hence there was no shortfall.
The Corporation further stated: “STC is to step up exports of engineer-
ing goods which have good potential to earn much needed foreign ex-
change. Export of engineering goods is undcrtaken by the Corporation
more from promotional angle than the profit angle as they are non-tradi-
tiomal items for exports. STC’s service charges have, therefore, been
kept as loav as possible in order to maintain continuity of exports by
making thc prices competitive in the world markets.”

3.48. In reply to a query, whether any complaint had been received
about the quality ¢tc. of the engineering goods exported during the last
five years, the Corporation have stated that no cowmplaints about the
quality had been received.

3.49. The following statement indicates the number of engineering
items exported and the countries to whom exported, from 1964-65 to
1967-68:

No. of No. qf
Year items countries

exported to whom
exported
1964-6 1 I
4-65 . .
1965-66 . . . . 6 S
1966-67 . . . . 18 16

1967-68 . . . . 3 4
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5.50. Thus in 1967-68 the expurts of engineering goods not only went
down in value but also in items and to countries,

3.51. The Cofmmittee suggest that the State Trading Corporation
should enlist the assistance of the Export Promotion Councils, leading
manufacturer organisations and make greater use of the field services
available to them through their show rooms and foreign offices and draw
up a concrete programme for increasing exports. The emphasis should
be to increase the exports in non-traditional items particularly engineering
goods, in which the country hay developed impressive capacity. Servicing
facilities, particularly for engineering goods, should also be arranged so

as  to assure the customers of after sales service,

(i Conmsumer Goods

852, During the last four years there has been a sizeable increase
in the export of consumer goods as is evident from the following figures:

Value of Consume:

Year Goods exrorted
1963-64 . . . . . ‘ . Rs. 140 lakhs
1964-65 . ‘ . . . ‘ . Rs. s70 lakhs
196866 ‘ . . . . . Rs. 740 lakhs
1966-67 . . : . . . Rs. 1183 lakhs
1967-68 . . . . Rs. 806 lakhs

858, For the year 1968-69 the Corporation has fixed a target fos the
export of consumer goods to the value of Rs. 20.68 crores,

Fall in the value of exports in 1967-68 had been explained by the Chair-
man. S.T.C. to be due to change in the svstem of accounting of the Cor-

poration.

3.54. The consumer goods include footwear, textiles cotton and wool-
len, raw wool, wigs, wiglets etc.
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(a) Footwear

3.55. S.T.C. has exported footwear during the last three years of the
ifollowing value:—

1965-66 Rs. 155.1 lakhs
1966-67 Rs. 571.9 lakhs
1967-68 Rs. 515.0 lakhs
1968-69 Rs. 525.0 lakhs

3.56. Thus there was a decline of about Rs.56.9 lakhs in the exports
in the years 1967-68 and in 1968-69 of Rs. 46 lakhs as compared to the

year 1966-67. Asked what were the reasons for this fall, the Corporation
has stated:—

“As regards the comparison between the figures of 1966-67 and
1967-68, it may be pointed out that as a result of the change
in parity rate of Indian rupee on 6th June, 1966, the con-
tracts with USSR were automatically revalued by an enhance-
ment of 47.5 per cent. This revaluation is reflected to a great
extent in the figure of 1966-67. The year 1967-68 represents
the first year after devaluation where the value of exports
reflects the actually negotiated contract quantities and prices
of our exports to the East European Countries”.

3.57. The Corporation has also stated that in 1966-67 M|s. Raznoex-
port, Moscow, who were by far the largest buyers of Indian footwear,
thad placed a repeat order for 3 lakhs pairs of shoes for supply in that
year, besides their initial order for 10 lakhs pairs of shoes. They had
also placed an order for 5.95 lakh pairs of chappals on 8.T.C. in the same
year. Expectation for getting a reppeat order for shoes and chappals
€rom these buyers in 1967-68 did not materialise.

3.58. The Corporation was, however, successful in finalising contract
for the export of 2.20 lakh pairs of shoes to Bulgaria. This was the
fargest single order entered into by India with the Bulgarian buyers for
the export of this item.

694(Ai)LS—3.
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3.59. The above circumstances contributed o the shortfall of about
Rs. 40 lakhs in 1967-68 compared to the exports in the preceding year.

3.60. In response 1o the Committec’s query the Corporation furnished
the following statement indicating the value of claims lodged by USSR
buyers in regard to shocs exported to them during the last five years:—

Year Value of contract Amount of cliam
1963-64 . . . Rs. 153-4 lakhs Rs. 59209
1964-65 . . . Rs. 1§3-47 lakhs Rs. 71400
1965-66 - . * Rs. 153°'02 lakhs Rs. 319876
1966-67 . . . Rs. 460-00 lakhs 23348 pairs*®
1967-68 . . . Rs. 375-00 lakhs 32343 pairs®

3.61. During evidence, asked whether there were any complaints
about the quality of shoes exported, the Chairman, STC, stated that
there were complaints about the shoes exported to USSR. He added
that “complaints were to the effect that upper leather of the Indian shoes
creased very quickly; soles were not water proof, stitching and workman-
ship was poor,” He informed the Committee that as buffalo hide instead
of cow hida was used. the sole was not wholly water proof. He, how-
ever, added that about 70 per cent water resistance had been achieved.
Efforts were being made to improve the quality of upper lcather stiching
and workmanship. He disclosed that the Russians is made only a sample
check in India and that they had “the right of final quality inspection
at the time of delivery of goods”. The Russians gave to their buyers
the “wearing quality guarantee of 45 days.” It meant that if the cus-
tomers found fault they could return the shoes within that period. It
was likely that some of the shoes might be returned to India though the
Corporation was trying to persuade them to keep the goods at lower
price.

8.62. It was added that Russians bought about 30 million shoes round
the world. They were also going to West Europe, Britain, France and
Italy. The Russians preferred mechanised shoes because they were
cheaper and uniform in quality.

3.63. The Committee note that the complaints of the Russian users
were to the effect ‘that leather of the Indian shoes was not water proof,

" *With the change in the terms of the contract from these years, the
USSR buyers had indicated thLat they would return shoes to India.
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stitching and workmanship was poor.” As far as quality of leather and
thewmpmofingmoomuned,the(:omitteewmthnthe astis-
ance of the Central Leather Research Inatitute may be elicited, The
Committee see no reason why it should not be possible to improve the
quality of workmanship with the experience that the S.T.C. and its sup-
pliers had gathered over the years. The Committee feel that since
Russia offers a potentially promising market for export of shoes, no effort
should be spared to organise the exports on sound basis to ensure supply
acoording to specified quality so as not only to reduce to the minimum
the rejection of shoes but also to win larger orders.

Mechanised Unit for Manufacture of Shoes

3.64. The Committce were informed that the Corporation intended
to set up a mechanised foot wear-cum-tannery unit for the manufacture
of shoes. The total financial outlay, including the working capital, for
the project was placed at Rs. 2.15 crores. Out of which foreign exchange
contribution would be to the tune of Rs. 58 lakhs. The Corporation
also hoped to reduce the financial outlay by eliminating certain processes
in the tannery.

3.65. The Committee enquired why it has been decided to set up a
Mechanised Unit for the manufacture of shoes by STC. Was the indus-
try in India not able to meet the requirements of the foreign buyers?
The Ministry of Foreign Trade and Supply in their note stated:

3.66. “S.T.C. is the largest single exported of shoes to USSR. It
also exports footwear to other East European countries, The footwear
industry in India, apart from one or two large units, consists of a large
number of small units which are under-mechanised. The large units
have not evinced adequate interest in the export of footwcar. The
footwear manufactured by the small fabricators do not compare favou-
rably with the products of the highly mechanised units in countries like
UK., Italy and France. The cost of production of footwear at the
mechanised units is also lower than that of footwear made by hand.”

3.67. S.[.C.'s new marketing efforts in the U.S.A. had also emphasis
ed the need for improving quality. In these circumstances it was consi-
dered advisable for the Corporation to open its own export-oriented
mechanised units to cater to the Russian demands, and also break into
new markets in the West.

3.68, The Committee are concerned to learn that the State Trading
Corporation propose to go in for a manufacturing unit for shoes. The
Committee feel that the main objective of the Corporation, as its name
. suggests, is trade and normally it should not on its own undertake manu-
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facturing activities unless they were operating in exceptional circumstan-
ces. Moreover, the State Trading Corporation has been claiming over
the years that it provided a much needed channel for small and medium
scale manufacturers of shoes to market their products. The Committee

would, therefor, suggest that the State Trading Corporation should enlist
the support of Central Leather Rescarch Institute as well and also of
small scale service centres and other related organisations in order to
bring about the desired improvement in the quality of manufacture, If
the Soviet customers insist on having machine made shoes, the State Trad-
ing Corporation should examine how far the existing units who have
experience of exporting quality shoes to Soviet Russia could be assisted

to mechanise their production through the awistance of other Govern-
ment organisations,

3.69. The Commitice would like Government to give the matter
gerious consideration. As pointed out by the Committee later in . the

Report, the experience of State Trading Corporation in manufacturing
line has not been a happy one.

(b) Human Har, Wigs

8.70. Export of human hair product was formally canalised through

the ST.C. on the 19th August, 1966. In 1966-67 and 1967-68 the STC
exported human hair of the following value:

————s vnee- bn

Yeur Value
1966-67 . . . . . 67,00 kg. Rs. 1-1 Crores

1967-68 . . . 121,000 kg. Rs. 1-46 Crores

3.71. The §.T.C. set up a wig factory in Madras in collaboration with
a firm of wig manufacturer of Hong Kong. The Corporation also enter-
ed into a seven years agreement for the marketing of wig products with
an Amcrican firm. ‘The agreement with the latter provided for the

purchases of about 225 million dollars during the period of the agree-
ment.

$.72. Main terms and conditions of the Agreement with M|s. Lion

Rock Trading Co., Hong Kong, and M|s. Fashion Tress Inc. US.A. were
as under:—

(1) Mjs. Lion Rock Trading Co. (LRTC) will render all assistance
for setting up of a plant for the procession of human hair and the manu-
facture of wigs and other products made out of human hair and.will
also assist in selecting and procuring the necessary plant and machinery
from abroad and installing the same.
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(2) The Company will give all assistance in processing human hair
in all colours and the manufacture of hair products—both machine made

and hand made—according to the latest fashion prevailing in the world
markets.

(3) The firm will disclose to the STC all necessary formulae, techni-
cal know-how, mystery of trade, secret process etc, in connection with

the manufacture of finished products. The firm will depute to India
five technicians for this purpose.

(4) The LRTC will render all assistance to the Corporation for
marketing the Corporation’s products in the world markets and will also
make available all marketing intelligence required in this connection.

(5) In consideration of the assistance to be rendered by the Hong
Kong firm, the STC shall pay a royalty of 5 per cent subject to Indian
taxes on the export sales turnover and shall also bear the income tax,
the house rent, other living expenses, travelling charges etc. of the techni-
cians deputed by the Hong Kong firm to India.

Agreement with M[s. Fashion Tress Inc. USA.

(1) The Cbrporation shall grant exclusive right to the firm to import
and distribute Wig India products in USA and Canada.

(2) Fashion Tress agreed to purchase goods of the value 1.5 million
dollars in 1970 and 4 million dollars in each successive calender year.

(3) In the Schedule to the agreement, the prices for Wig India
products were stipulated.

(4) The agreement was valid for a period of 7 years commencing from
1967.

3.73. A non-official organisation represented to the Committee that
“human hair and hair products were processed and manufactured by
cottage industries. The devaluation of the rupee and the ban imposed
by USA on import of hair products manufactured out of hair of Chienese
origin had given a competitive edge to Indian manufacturers and  ex-
porters over their better placed and long established rivals in other
countries. As a result of canalisation the private manufacturers and
exporters were most adversely affected. STC has also set up factory
in Madras with foreign collaboration. Unlike other items whole ex-
ports were canalised, the private exporters were not allowed to continue
in business even as business associates, except for limited export of raw
hair subject to approval of the Port Screening Committees. Thus the



30

tanalisation has virtually amounted to nationalisation. It is not under-
stood why private exporters of human hair products should not be allow-
ed 1o continue their exports on equal terms especially when double
drawn raw huwman hair, which constitute the basic material for wigs and
wiglets, is being allowed exportation.”

8.7¢. Asked about the comments of Government and the Corporation
W this regard the Corporation stated: “While a few dealers and  ex-
porters were engaged in the manufacture and export of human hair and
hair products prior to STC’s entry into the trade, there was no organired
wig industry in India at that time. The nature of the industry is such
that the latest scientific processes are required to be employed in  the
chemical processing of hair etc., necessitating foreign technical collabo-
ration. Since there were no wig manufacturing units employing up-to-
date wientific methods. it has not been possible for Wig India to consider
the culistment of any local firms as their associates. However, in so tar
ns the export of processed human hair is concerned, this is already cana-
lised through the S.T.C. and the Corporation would welcome any request

from the private trade for a closer association with themselves in this
efort.”

3.75. In regard to the manufacture of wigs undertaken by the Corpo-
ration, the Chairman, STC stated, during evidence, that it was a highly
competitive market in which South Korea and Hong Kong had been
eatrenched for long. The STC. he added, took over manufacture ot
wigs in order to upgrade what was being exported as raw hair at the
minimum price. ‘The advisers taken from Hong Kong had given good
scrvice and the Corporation paid back only 5 per cent as royalty. Se
far as distribution arrangements in the USA were concerned, the wit:
ness stated that they let the Corporation down. He disclosed tbat the
distributors had gone into liquidation and an officer of the Corporation
was making new distribution arrangements in the USA. The witness
also stated that it was proposed to diversify the distribution to Western
European as well as American markets. He was confident that the
Corporation would be able to get the business going well.

3.76. Asked whether any new markets had been tapped. the witness
stated that recently there was an exhibition in Finland and it was found
that there was a great demand for wigs. When pointed ount that the
Corporation had estimated to sell wigs worth 1.5 million dollars in 1968,
o million dollars in 1969, 3 millon dollars in 1970 and 4 million dollars
in 1971, the witness stated that “the performance was nowwhere near the
estimates, partly because of quality problems and partly our party Wwas
not strong as we thought that they would be.”
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3.77. Asked about the financial position of the wig factory, a represen-
tative of the Corporation stated that in 1967-68 the factory made a nomi-
nal proht but in the current year, due to slackening in the external de-
amand and the unsatisfactory marketing arrangements, the factory was
likely o suffer a slight loss,, The Chairman, STC, added that the
factory was “overstaffed and their productivity was low”. He added
that he was looking into the question whether it was possible to diversi-
fv the production and take up the manufacture of ready-made garments
for which there was a growing demand. In reply to a querry, he, how-
ever, stated that the Corporation had no plans of rushing into ready-
made garments. It had onlv started to take some interest in the field
and was negotiating with one of the defence factories in Kanpur.

3.78. The Committee regret that the wig trade suffered set backs and
its export performance was ‘no where near the estimates’ The quality
of exported product and the performance of the foreign firm as distri-
buting agents were far from satisfactory and the firm went into liquida-
tion. The Committee feel the proper assessment of the firms, financial
standing and capacity to handle the business was obviously not made he-
fore the agreement was signed. The Committee also feel that the back-
ground under which agreement with the firm was signed, needs to be in-
vestigated.  Moreover, STC is a wading Corporation which should nor-
mally refrain from indulging in the manufacture of products.

The Committee recommend that:—

(i) the working of the wig factory should be revitalized with a
view to explore the possibility of utilising its full capacity and
diversification should be in a related line with assured market
and without too much capital investment and overstaffing;

(ii) strict inspection of quality of goods for export be enforc ed;

(iii) assessment of financial stability and reputation of distributing
agents abroad be effectively made before entrusting the distri-
bution work in future.

The Committee note that the Corporation has attempted o find new
markets by holding exhibitions etc., in Finland and hope thev would

succeed.
(iv)y Agricultural Products
(a) Export of Bananas

3.79. The Committee noted that the Corporation suffered a loss of
Rs. 24 lakhs on the export of bananas during the vears 1965-66 to 1967-
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68, as would be evident from the following yearly loss figures:—

(Rs. in lakhs)
1965-66 6.50
1966-67 14.05
1967-68 3.17

3.80. The Committee, therefore, enquired whether a  detailed in-
vestigation was made before the export of bananas was undertaken. The
Corporation stated in reply thereto that the export of bananas was taken.
up by the STC alter detailed investigations had been made by the Banana
and Fruit Development Committee, regarding techniques of export and
transport arrangements etc. It was fully realised that export of bananas.
was an organised process and every stage of export operation from plan-
tation of bananas in the gardens to their final delivery to the overscas.
buyers required meticulous planning and coordination upon a time sche-
dule for more precise than periained to any other major commodity of
the world trade. 'The Banana and Fruit Development Committee set up
a Technical Panel to consider various technical aspects of export of ban-
anas including packaging and antifungal tratement etc. in order that the
consignments of bananas might be prepared on scientific lines and de-
livered to foreign buyers in completely green condition. The Technical
panel of the Banana and  Fruit Development Committee prepared a
brochure entitled “Techniques of Banana Export”, wherein time sche-
dules for export operations had been laid down. Similarly a Study Group-
on Rail Transport was set up with the officers of the Railway Board, Rail-
way Standards and Designs Organisation and CFTRI to lay down arrange-
ments for mail transport of bananas. The time schedules were according-
ly prepared for packingjcutting and transportation of bananas so as to co-
ordinate them with the schedules laid down for Railway transportation
and arrival of the ship at the docks. Detailed schedules of work, laying
down time for cach operation so that bananas could be loaded into the
ship within 36 hours of cutting from plants, were prepared and circulated
to the growers. Details of the programme were discussed with growers.
and demonstrations of the procedures to be followed were arranged with

the assistance of the officers of the CFTRI and the State Departments of
Agriculture.

3.81. The Corporation further stated that the export of bananas in
experimental stage had been taken up by way of commercial research and

various methods of packaging in wooden crates, polyethylene bags or card-
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hoard cartons and transportation from producing centres to the port of

shipment by trucks and by railway wagons etc., were tried during various-
shipments.

o

3.82. In reply to a question whether any analysis of the losses suffered
had been made, it was stated: “Analysis of losses has shown that they not
due to spoilage of bananas but mainly due to high cost of packaging and
ocean freight. Efforts have since been concentrated on reducing the cost
of the packaging and ocean freight. However, cost of packaging has in-
creased during the last three years because the packaging pattern in the
world banana market has been changing very rapidly and India had to
spend more for meeting the requirements of highly sophisticated markets-
by switching on to carton from polyethylene tubes.”

3.83. During evidence, Chairman of the Corporation stated that the:
STC began export of bananas by finding market in Russia. But when
there was trouble in Suez, the Corporation tried to find market in Japan.
Japan wanted bananas of specific length and weight. As the demand for’

bananas was enormous, the S.T.C. was examining the question from all
angles.

3.84. While examining the Ministry of Foreign Trade and Supply, the
Committee enquired was it not advisable, in view of huge losses suffered
by the STC to entrust export of fresh fruits to a separate organisation. The
Secretary of the Ministry replied that the Ministry had no settled views.
on that at the moment. There was a co-operative organisation which
had done excellent work in the export of bananas to neighbouring coun-
tries and had made profits. He added that “the present thinking is that

we will not canalise the export of bananas and we will maintain the pre-
sent system”.

3.85. The Committee note the efforts made to export bananas by
way of ‘commercial research’ but are concerned over the heavy losses-
(Rs. 24 lakhs) this venture has suffered. They agree with the present
thinking of the Government that canalisation of this item need not be
undertaken for the present. For the existing trade, it would be advisable
for the Corporation to bring down packing and freight expenses and en-
sure export of bananas of specified quality,

(v) Losses on Exports

3.86. The STC has suffered a loss of more than Rs. 1 lakh during the
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years 1965.66 to 1967-68 on the export of 15 items as indicated below:—

(Rs. in lakhs)

Commodity Exports Loss

1965-66 1966-67 196768
1. Bananus . . . 6" 50 1408 317
2. Deoiled Cake . . . .. 1-86 .
3. Coir Yarn . . . . .. 156
4. Cotton Belting . . .. 9-28
§. Refrigerators . . . . .. 234 ..
6. Figured & Wired Glass . . . .. 2-88 1-00
7. Tyres & Tubes . . . .. 4 S1 ..
8. Walnuts . . . . . 791 ..
9. GGum Rosia . . . . . 677 2-70
10. Raw Petroleum Coke - . - .. 3-29
11. Art Silk Fabrica . . . .. .. 11 44
12. Cotton textiles . . .. . 3- 05
13. Cotion Yarr . . . .s .- 6 29
14. B. Twills'Jute Twine . . . . . 4 44

1s. Jute Bugs - . . . . . .- I- 1

$.87. ‘The Chairman informed the Committee that losses on exports
were “developmental losses”. He added that “our pelicy is to see if after
the initial development, there is likelihood of making any profit then we
can go in for it. But il we are going to go on incurring losses, year after
year, then we leave it at that™.

3.88. The Committee observed that during 196566 to 19%7-68, STC had
also suffered losses mostly on the export of non-canalised items. The re-
presentatives of $TC stated that “these losses are really  to our credit
rather than to discredit”. He added when STC entered new markets, they

gave a little price support or under wrote the initial losses e.g. items like
<hloride hydrate, detergent powder, figured and wired glasses, brake lining
etc. He further stated “we have by approaching the importers in other
countries been able to improve the unit price and earn small profits.
“This we have done more eflectively on canalised items, That is due to
the fact that only one organisation has been exporting them.”

3.89. The Chairman informed the Committee that while calculating
the losses the cash subsidy was also taken into account. “Cash subsidy”,
&e said, “went to the manufacturers through the STC™”: The representa-
tive of the STC added that “import incentive” also went to the manu-
facturers and not to:the'STC.
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3.90. The Committee were told in this connection, that one of the
main problems which the STC faced was “under cutting”.  As the
Indian manufacturers quoted low, the buyers hesitated to give the con-
tract because they also thought that manufacturers would not be able
to supply the things in time.

3.91. The Ministry too, explaining the reasons for losses on exports,
have stated: ~ 4
“There were losses in the export of individual items as they were
mostly in the nature of promotional or developmental et-
forts. STC had to assume responsibilities for the exports
of a number of items even though it was clear to STC that
initially they would result in losses. However, STC's efforts
were to develop an export trade in these items on an eco-
nomic basis in the long run. A typical case is that of the
export of bananas. Export trade in this item had in the
past been limited only to neighbouring countries in the
Persian Gulf. STC stepped in to organise export of bananas
to USSR and Japan on a experimental basis. It has acquired
valuable experience in cutting packaging and transporta-
tion, and hopes to develop the export trade in bananas over

a period of time on commercial basis.”

“STC had to incur losses in some cases, where the items tor ex-
ports were new or where there was wide disparity between
internal and international prices. Examples are Gum-Rosin,
figured and Wired Glass, refrigerators, Tyres and Tubes, etc.
In some other cases STC had to incur losses to enter new
markets.”

3.92. The Ministry have also stated that while every effort would be
made by STC to avoid losses in its trading activities, losses become in-
escapable when STC undertook exports which were of promotional or
developmental nature,

3.93. The Committee feel that losses ranging from Rs. 5 lakhs to
Rs. 11 lakhs on a single item cannot possibly be passed over as just ‘pro-
motional developmental’ losses. They would like the Corporation and
the Ministry to investigate into the losses mentioned above to find out
real reasons behind them. They should also devise suitable measures
to minimise, if not eliminate such losses in future.

C. Imports

3.94. The activity of STC in the field of imports falls under the fol-
lowing three categories:

1. Items whose imports are wholly canalised through STC.
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2. Items which are imported by the STC in addition to the im-
ports made by the established importers and actual users.

3. Indirect imports i.c., where imports are eftected by Indian
Agents or foreign suppliers.

Canalised Items

3.95. One of the objects of canalising imports through STC is to

secure the advantages of bulk import and bring down prices for internal
distribution.

Non-canalised Items

3.96. It has been said that under this head imports of such items are
arranged which are highly speculative with the object of stahilising
their price.

Indirect Trade

3.97. Indirect trade of STC represents trade undertaken by other
parties under contracts entered into them with the foreign suppliers or
buyers involving their own financial investment but with the approval
or association of the Corporation.

8.98. The number of items (i) whose imports were who canalised
through the STC, (ii) which were imported by the STC in addition
to the imports made by established importers and actual users and (iii)
which were imported through STC's associates in foreign countries or
Indian agents; during the years 1964-65 to 1967-68 was as under:

Number of items

1964-65 1965-66 1966-67

(i Canalised items . . 13 12 15

(ii) Items imported by S.T.C. in
addition to imrorts by

established importers etc. - 13 15 2
(iii) Indirect Imp: rts : . .. 76
(during the 4 years)

3.99. In response to the Committee’s query the Corporation has
furnished the following statement in regard to some of the important
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canaiised and non-canalised items indicating (i) the price at which
they were sold and (ii) the ruling price before their import by STC:
Canalised items

Sl Commodity Price before canalisa-  Price after canalisa-

No. tion per M/T tion
1. Caustic Soda . . Rs. 1,000/- Rs. 720/- per m/t
2. Soda Ash Light Apps. Rs. 585/- Rs. 386
3. Soda Ash Heavy . Rs. 434/- Rs. 398/-
4. Sodium Nitrate . Rs. 4-75 per kg. Rs. 1-29 per kg.
5. Mercury. . . Rs.5,200/-perflaskex- (i) Upto Dce. 66 Rs.
godown 5800/- per ask xe-
god.wn to

(#%7) Jan. 67 /-Feb. 69—
Rs. 5800/per flask

ex-godown
(111) **
6. Coconut oil Rs. 4370/- per tonne Rs. 3900 per tonne
Copra Oil Rs. 4000 per tonne Rs. 3260 per tonne
7. Palm Oil . .
8. Art Silk Synthetic . Nylon yarn 15 denier
2nd quality
Rs. 14148 per kg. Rs. 88-00 per kg.
Nylon Yarn 20 denier
2nd quality
Rs. 124-96 per kg. Rs. 79-00 per kg.

**From Ist March 69—Rs. 5,900/- per flask ex-godown

Non-canalised

SL Commodity Ruling Prices before STC’s selling price
No. STC imported
(in Rs.) (in Rs.)

I 2 3 4

1. Calcium Carbide . 1300 per M/T 1150 per M/T

2. Urea Technical 950 per M/T 895 per M/T

3. Sodium Nitrate . 2280 per M/T 1500 per M/T

4. Do.

(after devaluation) . 3800 per M/T 1700 per M/T




1 2 3 4
§. Aniline Oil . . §100 per M/T 3700 per M/T
6. Acetone . . $§120 per M/T 3800 per M/T
7. Phthalic Anyhydride §500-6000 per M/T 5000 per M/T
8. Titanium Dioxide . 7100 per M/T 6500 per M/T
9. Butyl Alcohol . 350 per M/T 5250 per M/T
10. Tallow 1964-65 . * 2100 per M/T
(in drums)
1967-68
Extra Fancy 2200 per M/T (in bulk)
2500 per M/T
(in drums)
Bleachable 2150 per M/T
(in bulk)
Fancy " 2450 per M/T
(in drums)

(The above prices were
subject to rebate of
Rs. 200/- per M/T for
the allottees who lifted
the goods within 7
days of the notice
given to them of the
readiness of goods for
delivery and of Rs.
100 -per M/T if lifted
within 15 days of such
notice of readiness).

8.100. The Committee note that by and large the Corporation has
been able to supply the items imported by it (canalised and  non-cana-

M)atpricanotmorethanthemlingptm

(i) Mercury

3.101. Import of Mercury was canalised through STC in 1961. Main
reasons for canalisation were (i) to check the unhealthy tendency of
raising internal prices, (ii) to make the mercury available to essential
consumers at a reasonable price (iii) to make imports on rupee pay-
ment from East European countries (iv) to import from General Cur-
rency Area at the most favourable terms and (v) to have the imports

- Since there is an insigniliciat production of tallow, mnkctpricesmnotqnoted
?mq%hm. However, internal prices for the tallow in the Bombay Market when
S impnrtedtheirmeﬁdwasbdngqmtedufollm :

U.g&ao:-iﬁn 3300 per M/T (in drums) Australian 3500 per M/T (in drums)
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under link/barter deal ie., on the basis of self generating foreign ex-
change,

3.102. Profit|loss made on the import of mercury during the years
1964-65 1o 1967-68 was as under:

Unpriced and Restricted Publications
(Rs. in lakhs)

196.4-65 1965-66 1966-67 1967 68
I7°I5 20- 76 (—)28-73 6-56

3.108. It was represented to the Committee that the landed cost of
mercury imported by STC was Rs. 1000 per flask, whereas its market
price was Rs. 6,900. The Committee, therefore, enquxred under what
circumstances the STC suffered a loss of Rs. 28.78 lakhs in 1966-67.

3.104. The Corporation in a written note explained as under:

“It is not correct that the landed cost of mercury per flask was
Rs. 1000. The facts are that in July 1965 taking into con-
sideration the urgent requirements of various actual users
STC purchased 2000 flasks of mercury @$733.60 (£262)
per flask CIF Indian Ports. This price was quite attractive
taking into consideration the tight position of availability of '
mercury at that time in the international market and their
prevailing international price of mercury. At that time
we were importing mercury against funds gene-
rated under various barter|[link deals. Due to certain rea-
sons the availability of funds was delayed and 1300 flasks
out of the above purchase of 2000 flasks could be imported
only from middle of 1966 onwards. By that time the in-
ternational prices of mercury had crashed unexpectedly and
at one time were as low as £ 105 per flask. Moreover va-
rious bulk purchasers had been given free foreign exchange
licences for import of Mercury after devaluation of Indian
Rupee and they were asking STC to supply the mercury at
prevailing international prices. It was in these circumstances
that STC suffered a loss of Rs. 28.73 lakhs on mercury in
1966-67.”

3.105. The Committee during evidence, enquired whether the Cor-
portation tried to get some price concession from the suppliers, in view
of the fall in price of mercury in international market. A representa-
tive of the Corporation stated that the Corporation had already con-
tracted for abut 2,000 flasks of mercury and the suppliers had produced
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the mercury. It was, therefore, not possible to ask him to reduce the
price. The STC had to fulfil its obligation and for that reason it
suffered a heavy loss. In reply to a query, it was stated that the im-
port of mercury was contracted through a bartering agent and that the
prices were reasonable and according to the ruling price.

3.106. The Chairman, STC, informed the Committee that in 1967-
68, a profit of Rs. 6 lakhs was made whereas in the current year the

Corporation hoped to have a profit of about Rs. 15 lakhs on the import
of Mercury.

3.107. Asked whether the Corporation did not have an escalation
clause that in casc international prices went up the local people or
actual users would have to pay extra, the Chairman, STC, stated that
it was a very important point and it was being discussed with the Ministry
and by the Reviewing Committee. It, in fact, concerned the Corporation’s
pricing policy. He, however, added that on such occasions, it would be
a good policy to supply the goods to consumers at a reasonable price
rather than at a price the STC bought. He, added “my own opinion is
that the Corporation should in most cases take the risk of ups and downs
but assure the market a ruling price to keep them competitive.”

3.108. While examining the Ministry, the Committce drew attention
of the Secretary to the fact that actual users, like the Fertilisers and
Chemicals Travancore Ltd., were not getting adequate supply of mer-
cury, The Secretary admitted that “complaint of insufficient supply of
mercury was correct.” He, however, explained that the period of short
age was small. The shortage was due to the fact that no foreign ex-
change was .available during that period. STC, therefore, obtained
mercury on a barter or link deal. Secretary added that but for that
deal, the period of shortage would have lasted longer.

3.109. The Committee are not satisfied with the explanation given by
the Corporation for the loss of Rs. 28.73 lakhs suffered on the import of
mercury in 1966-67. They are unable to understand that when mercury
was needed to meet urgent requirements in the country, its import was
delayed as the funds could not be released in time. The Committee is of
the view that the agreement for such heavy imports should not have been
agreed to without assuring the availability of required foreign  credit|
exchange. The Committee also feel that the STC should have explored
all means to see how best they could retrieve the position in order to re-
duce the losses to the minimum. The Committee suggest that:—

(i) The provision of this agreement shouldbethomgllyau?ined
uqddectsa'hcumnotioedshouldbenowdtoavoldre-
currence of such a situation in future;
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(ii) The foreign exchange in such imports of urgently needed
items should be allocated on priority basis and no delay
should be allowed in importing the goods after a contract has
been signed;

(iii) Price variation clause may be incorporated in the contracts
with international firms which may be invoked in the event of
sharp variation in price;

(iv) Timely supply of such imported items should invariably be
ensured by the Corporation.

(1) Muriate of Potash

3.110. The import of Muriate of Potash had been canalised through
STC since 1957. The imports started from 12,000 tonnes in 1957-58
and had risen to 3,71,860 tonnes during 1967-68. The imported Potash
was distributed to consumers through Indian Potash Supply Agency,
Madras.

8.111. At the instance of the Committee the Corporation has fur-
nished the following statement giving the quantity of Muriate of Potash
imported and disposed off during each of the last five years:—

Sl Year Commodity Qty. imported Qty. disposed of
No. (in M.T.) (in M.T.)

1. 63-64 Muriatg of Potash 90692 -00 80546 00

3. '64-65 Do. 79757 -00 10891600

3. 65-66 Do. 142083 °00 124312°19

4. 66-67 Do. 181531°261 177761991

5. 67-68 Do. 372190°525 260477135

3.112. Asked to indicate the quantity of Muriate of Potash which
remained unsold for more than six months, alongwith its value and
-expenditure incurred on storage etc., the Corporation stated that stocks
of Muriate of Potash started accumulating from October, 1967 as was
evident from the dates given below:

April—1967 . . . . . . 12411 M.T.
May . . . . . . . 18981 M.T.
June . . . . . . . . 19677 M.T.
July . . . . . . . 22602 M.T.
August . O . . . . 21013 M.T.
September . . . . . . 34920 M.T.

$94 (Ai) LS—4.



October . . . . . . . 64603 M.T.
November . . . . . . . 79204 M.T.
December . . . . . . 91042 M.T.
Janusry—1968 . . . . . . 93385 M.T.
February . . . . . . . 120334 M.T.
March . . . . . . . 125356 M.T.
April . . . . . . . 129483 M.T.
May . . . . . . . 127208 M.T.
June . ) ) . . . . . 133353 M.T.
July . . . . . . . 143719 M.T.
August . . . . . . . 148018 M.T.
September . . . . . . 175079 M.T.
October . . . . . . 192400 M.T

$.118. As regards the cxpenditure incurred on storage etc. it was
stated that the incidence on storage rent was estimated at an average of
Rs. 3.25 per tonne in 1964, on the assumption that the average monthly
carry-over stocks would not exceed 20,000 tonnes at any given time and
the period of storage would not exceed three to four months. Until
"September, 1967 imports and sales were going at a balanced pace. Since
October, 1967 however, the position changed. Not only unsold stocks
but also the average period of storage got extended beyond 6 to 9 months.
or morc. This was due to the fact that additional imports were arranged
by the Ministry of Food and Agriculture without at the same time cur-
tailing imports being arranged by the STC. As a result imports started
exceeding consumption and stocks piled up. Stocks by the end of October
amounted to more than 1,90,000 tonnes (valued at Rs. 7.60 crores and
incidence on storage amounted to Rs. 6,17,500 @ Rs. 3.25 per tonne).

3.114. The Ministry of Foreign Trade & Supply were asked whether
it was brought to their notice that the stock of Muriate of Potash had
started accumulating from October, 1967 because the Ministry of Food
& Agriculture arranged additional imports without curtailing imports
being made by STC and if so, what measures did they propose to take
to avoid such instances in future. The Ministry in reply, furnished the

following note:

“The STC had made representations to the Ministry of Food &
Agriculture about the accumulation of stocks. Imports of
Muriate of Potash was made by that Ministry through the
Department of Supply and the STC. The Corporation was
making representations about the accumulation of stock. It
was, therefore, decided that imports will be made only by
one agency, that is the STC.

The Corporation is now developing its own systems of demand
evaluation. It is also instituting an appraisal system where
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results and progress can be reviewed every month and every
quarter. This measure will pinpoint unnecessary accumula-
tions of stocks and blockage of funds so that timely remedial
action can be taken. With the new system being developed
by the Corporation it is hoped that instances of this type can
be avoided in future.”

3.115. The Committee are unhappy to note that simultaneous import
of muriate of Potash by two Government agencies without proper co-
ordination led to heavy accumulation (1.90 lakhs tons) of the items valued
at Rs. 7.60 crores besides storage expenses. They regret that the Mini-
stry of Food and Agriculture did not curtail its imports inspite of repre-
sentations made by STC about the accumulation of stocks.

3.116. The Committee hope that the decision to import through one
agency, namely STC, and with introduction of Appraisal System for de-
mand evaluation evolved by the Corporation will obviate unnnecessary
accumulation and avoid such a situation in future.

(iiiy Nylon/Art Silk Yarn

8.117. Import of nylon yarn was canalised through STC with ctect
from 5th November, 1966. In its note STC stated that “with the
assistance  of consultative panel of the industry it has been able to
finalise and conclude business with all the suppliers in their countries
on very satisfactory terms. The industry has been kept fully in the
picture and the distribution of the goods so regulated as to find its way
to actual users according to their needs. A happy feature of this prog-
ramme has been the complete sense of understanding which has been
built up between the Corporation and the weavers’ association with
whose active consultation and approval purchase]distribution arrange-

ments have been made.”

3.118. But the views of non-official organisations were quite different
to what STC held in the matter of nylon yarn import. In a representa-
tion to the Committee it has been stated that “in the import of nylon
yarn the Corporation has made large profits but these have not been used
for promoting e§port of art silk and nylon fabrics. The quality of yarn
imported and supplied has not been of the requisite standard. Besides,
as is evident from the fact that the price of imported supplies had to he
brought down, the Corporation could not properly assess the demand.”

3.119. In another memorandum it has stated:

“It is reported in the Economic Times of 14th July, 1967, that
the STC has bungled in the import of Nylon Yarn and the
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nation has to pay for it dearly in foreign exchange. In its
anxiety to arrange early import of yarn, the STC seems to
have accepted the goods offered to it by the foreign suppliers

»  instead of securing the requirements of the industry. The
foreign suppliers have taken undue advantage of lack of
expertise about the commodity STC is importing.”

“It is common knowledge that different lots of yarn bear different
dycing affinity and cannot be fixed while producing textiles.
" The STC authorities have displayed a total ignorance on this

point.”

3.120. The Committee enquired about the comments of the STC on
the above representations to which the Corporation replied:

“The Indian Art Silk Industry has been importing in the past
only 2nd quality for substandard yarn. The first quality yarn
is only used by a few Warp, knitting and Hosiery units. The
entire powerloom sector has been consuming 2nd quality yarn
and the bulk of imports under old export promotion licences
were also for 2nd quality. After STC secured import licences,
we had sought advice of the Advisory Committee and Con-
sultative Panel, which represent various interests of trade and
industry, and their specific and categorical advice was to
import only 2nd quality yarn. In order to make bulk
discounts, nylon factories of the world over have a tendency
to down grade what is virtually first quality yarn as second
quality yarn. We have also imported first quality nylon yarn
where advised by the consultative panel. In some press
reports it was reported that the yarn imported by the Corpo-
ration was not of good quality. The Weavers’ associations on
the other hand in the most unequivocal terms have compli-
mented the Corporation on the quality of yarn imported bv
the STC.” ’

“The yarn was imported after making a proper assessment. The
prices of the imported yarn have not been reduced to dispose
of the stocks. In pursuance to Government directives, we are
to fix selling prices of imported nylon yarn at Rs. 1 or 2 below
the prices of nylon yarn produced indigenously. The indi.
genous manufacturers have reduced their prices thrice and
STC has, in conformity with Government directives, alse
reduced the prices.” '
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«As indicated, STC, has constituted an Advisory Committee and a
Consultative Panel to advise STC on various matters connect-
ed with import of nylon yarn and its distribution to actual
users. The members of this panellcommittee are knowledge-
able persons of the industries concerned representing various
interests such as Powerloom, Handloom, Hosiery and Warp
knitting  sectors. These members advise STC on vavious
matters connected with securing of supplies of proper quality,
varieties, types, quantity and prices etc. As a matter of fact
the members of the Panel|Committee have from time to time
given expression to general sense of satisfaction at the
arrangements made by the STC in this regard.”

3.121. The STC has further stated: “Nylon Yarn has been imported
from four countries namely, USA, Japan, Italy and West Germany under
the canalised scheme. It is a technical fact that different lots of nylon
yarn have got their own dyeing affinity allowing mixing and dyeing
within their own particular ranges. This is true for nylon yarn—im-
ported as well as indigenous. STC has procured bulk quantities from
different sources since it is not possible to procure from one source. No
chplaims regarding dyeing have been received from the trade associa-
tions so far.”

3.122. The Comnmittee drew the attention of the representatives of
the Corporation to the representations made in the Press by the Silk
and :Art Silk Mills Association, Bombay, that the weaving industry was
w?rkmg on an uneconomical footing and there was no surplus available
with the industry which could be ploughed back for modernisation, and
asked their opinion in the matter. The Chairman, STC replied’ that
fhe Corporation had been misunderstood. He stated thz;t there was
:ntemal prot.iuction and also art silk yarn was being smuggled into the
t::)untfy. With the pn'.ces having gone very high at the time of devalua-
lon, in 1966, and the incentive scheme stopped, the STC imported yarn
:s a.balancing factor to meet the demand, He added “The Indian )pro-
1 ;lctt;on has t‘leen goi.ng on very well. It is now running at the rate of
Tk :;eger day- and it will go up to 25 tons per day in a year. We have
Vi our imports bef:ause there is no need to import that much

ile the Indian prodaction is going up.” He disclosed that the yarn
f:smon was now reasonably stable. He further stated: “The real

swer would be more and of Indian production.” It was added that

the STC was in touch wi
. with th i .
with them every month. ¢ weavers and spinners and had meetings

3.123. As regards the claim of i
% the Silk and Art Silk Mi jati
that the production could be raised up to Rs, 20 amMJf-iif?.’ s:mP:f o
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of five yean, the witness stated that it was really a matter of opinion.
Estimate of Rs, 20 crores was “over optimistic” During the current
year the production was likely to reach Rs. 5 crores which could be
raised to Rs. 12 to 14 crores in future.

3.124¢. When the same question was put to the Secretary Ministry of
Foreign Trade and Supply during evidence, he stated: “1 think there
was a difference of more than 100 per cent, and therefore, it was
thought that the best thing to canalise this unforeseen or unintended
profits into public channels would be for the STC to charge a higher
price.” The Secretary added “of course the net result has been that the
weaver is deprived of profit. Now the weaver's contention is deprived
ot profit. Now the weaver's contention is that if he had the profit he
would have used it for the good purpose of madernising his weaving
unit.”

3.125. The Committce are concerned to note the widespread criticism
about STC's handling of the import of Nylon yarn and that there were
also complaints about the quality of imported yarn. .The Committee
suggest that the commodities imported to supplement the indigenous
production should only be imported after taking into account the indi-

genows production.

{iv)y Copra and Tallow

3.126. STC underiook import of coprajtallow in 1967-68. In 1967-68
the world witnessed shortage of copra due to damage caused to copra
crop in Ceylon and Phillipine, on account of cyclone and other natural
factors. The Corporation, therefore, organised purchases of copra and
imported 24,440 tonnes worth Rs. 4.58 crores. During the current year
the Corporation expects to import 20,000 tonnes of copra worth Rs. 4
crores.  Whereas 38.136 M|T tallow of the value of approximately
Rs, 5.02 crores was imported in 1967-68 and in the year 196869, it is
expected that 3000 tannes worth Rs. 3.50 crores will be imported.

%127 It was represented to the Committee that “the soap industry
has been obliged to pay higher prices for import of items like tallow,
copra and palm oil than would have been the case if the actual users
procured supplies dirvectly.”

3.128. The Committee, therefore, called for the comments of Gov-
crnment on the above views cxpressed by a non-official organisation. The
Gorporation in reply thereto stated:

“It is true that the tallow imported by STC has been realised to
the Soap Industry at prices higher than they would have had
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to pay for direct imports. The STC's release prices are fixed
on the recommendations of a Committee of Exports set up
under the Chairmanship of Dr. G. P. Kane, Ministry of
Industry. Since there is a high margin of profit available on
this item, the Committee fixes the STC's release prices, with
reference to the prevailing market prices for indigenous
substitute oil, with a view to ensure that while the allottees
receive the material at reasonable prices the surplus profit
available is mopped up by a governmental agency. The
latter criterion not only reduces scramble for a larger and
larger imports but also leave surplus profits with the STC
which could be used for stepping up exports of ‘difficult-to-
sell' items. The material imported during 1968-69 was also

distributed at the same prices as during 1967-68.

3.129. As regards price at which tallow was being imported by
private parties before STC took up the import, it was stated that ft was
understood to the about Rs. 1225 per m.t. c.if.

3.130. The Corporation has further stated that before purchases
were made, the quality-wise and portwise requirement of the different
allottees were ascertained through the Regional Advisory Committees
set up for the purpose. The material was released in accordance with
the allocations made by the competent authorities, ie. office of the
Development Commissioner, Small Scale Industries in the case of small
scale scctor and Directorate General of Technical Development in the
case of Organised Sector and at prices recommended by the Commitiee

of Exports.

3.131. The Committee referred to the above statement that “with
a view to ensure that while the allottees receive the material at reasonable
prices the surplus profit available is mopped up by a governmental
agency”, and asked did this not lead to a higher prices of manufactured
products, and was it not the policy to pass on to the consumer|actual
users the benefits of lower prices of imported commodities? The STC in
reply stated: “Release price of Tallow, including STC's margin, ranges
between Rs. 2,000[- and Rs. 2,500/- per ton. No other substitute material
13 available to the soap industry at prices around these levels; groundnut
oil prices have ranged between Rs. 3,800}- and Rs. 4,200}- per ton during
March, 1969. While fixing release prices of material like Tallow a
balance has to be arrived at between the interests of the consumer|actual
user an one hand and sharing of the profit by the community by mopping
up at least a part of the gap between landed cost and the market prices
nf similar or substitute material.”
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5.182. It has been further stated that “by fixing the release price at
a lower level, the advantage would have accrued to soap manufacturers
but was likely not to have been passed on to the consumers.”

8.133. The Ministry also in reply to the Committee’s above query
stated: “During 1967-68 and 196869, the STC imported the following
quantitics of tallow:

Year Qty. in Tonnes Value (Rs. in lakhs)
1967-68 38,162 526.49
1968-69 39,206 440.00

The tallow imported by the STC is distributed among soap units
in the organised and unorganised sectors (including fatty acid manu-
facturers) in accordance with the recommendations made by the
Directorate General of Technical Development and Development Com-
missioner for SmallScale Industries respectively. The release price is
fixed with reference to the prevailing market prices for indigenous
substitute oil. Further while the ullottees receive the material at reason-
able prices, the surplus profit available is mopped up by a Government

Agency, which uses such profits for promotion of exports of “difficult
to sell” items.”

8.134. The release price of STC for tallow was fixed at Rs. 2200 per
metric tonne for extra fancy grade and Rs. 2150 per M|tonne for
bleachable fancy grade including a rebate of Rs. 220|- for quick lifting
in each case. As against the price fixed for the sale of tallow, the
ruling prices in the internal markets for ground-nut oil were as follows:—

Prices at
the end of
Month month per
M. tonne
Rs.
August 68 . . . . . . . . 3825
Sepe. 68 .. e . 3775
Oct. 68 . . . . . . . . 4040
Nov. 68 . . . . . . . . 3320
Dec. 68 . . . . . . . . 3171
Jan. 69 . . . . . . . . . 3370
Feb. 69 . . . . . . . . 3650

March 69 . . . . . . . . 4000
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3.185. The Ministry explaining that the price at which tallow was
released to the actual users was quite reasonable and fair added: “While
the Government’s policy is to pass on to the consumersjactual users the
benefits of lower prices of imported commodities, Government have

to
keep in view various other considerations as indicated above. In the
larger interests of trade, it becomes sometimes necessary to fix higher

prices for certain matcrials and tallow is one such example.”

3.136. The Committee are unable to appreciate the Corporation’s
view that ‘since there is a high margin of profit available’ on tallow, with
reference to the prevailing market prices for substitute oil, its release
price was fixed ‘with a view to ensure that while the allottees receivc the
material at reasonable prices the surplus profit available is mopped up
by a governmental agency’ for stepping up exports of difficult-to-sell
items. The Committee feel that one of the objects of canalising imports
through STC is to ensure supply of raw materials at reasonable price
so that the consumer is not adversely affected. They think that in this
case interest of the consumer has not been protected, as the high release
price of tallow to soap manufacturers was bound to be reflected in the
ultimate product. The Committee recommend that the Government/
STC should keep its pricing policy of imported items under periodical
review with a view to avoid overburdening the concerned industry and
consumer.
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MACHINERY & POLICY FOR DISTRIBUTION OF IMPORTS

The STC has informed that the distribution of certain commodities
was made by it in accordance with the instructions of the Government
(CCIE) which were communicated to the Corporation at the time of
allocation of foreign exchange by them,

4.2, The Corporation has recognised various Associations of manu-
facturers representing the twade through whom certain imported
commodities were distributed. The Associations have also been duly
sponsored  and recognised by the State Departments of Industry or
competent authorities.

4.3, It was represcnted to the Committee that the distribution policy,
in regard to imported commodities, pursued by the Corporation had led
to ‘chaos and confusion thereby unsetting the normal conditions of the
markets.'” The Committee, therefore, asked the Corporation how far
these allegutions were justifiel. ‘T'he Corporation replied thereto:

“No. The allegations are unjustified. As far as we are aware
the distribution policy putsued by STC has not led to con-
fusion. Nevertheless it is Corporation’s constant endeavour
to improve its services to the industry and trade.”

44. The Committee enquired of representatives of the Ministry
whether any complaint had been made to the Ministry about the distri-
bution policy of the STC in regard to imported commodities and if so,
what was the nature of allegations and what action was taken by Gov-
ernment on those complaints. The Secretary of the Ministry stated that
the distribution policy varied from item (o item. Considerations of
community as well as needs were taken into account. He added by and
large the distribution policy was not which was evolved by the STC. It
was evolved by the Ministry in consultation with other Ministries who
had experience of the users of that commodity. Citing an instance he
said that in the case of cocoanut oil, policy was evolved through the
Advisory Committee which was set up in the Ministry of Commerce.
That Committee advised at what point of time and on what basis to
allocate and to whom. He added that the policy of distribution was
loid by the Ministry and it varied with the needs of that commodity.
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4.5. In regard to complaints he said that some complaints were made
by those who did not benefit from that policy. He added: *sometimnes

the complaint is right when we amend the policy but sometimes it is
wrong and we turn down the representation.”

4.6. The Committee feel that it is essential for the Corporation to
have a sound distribution policy, which should be subject to continuous
review, to sce that it is working satisfactorily. There should be a closer
liaison between the Ministry/Departments, users and representatives of

assaciations. The Commitice suggest that the Corporation should make
sustained efforts—

(i) to ensure timely supplies of requisite quantities of goods;
(ii) o bring down prices particularly for basic raw materials for

industries working in key sectors, and

(iii) to gather information primarily about market condition etc.,
so that distribution policy could bc modified when necessary.
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QUALITY CONTROL MACHINERY

In response to a Committee’s query whether any machinery has been
?et up by STC to exercise quality control over the items exported by it, and
if so what is its set up and how far it has been effective in exporting

quality goods or goods of required standard, the Corporation submitted
the following note:—

“The responsibility for quality entirely is that of the manufac-

uln

turers, although there is preshipment inspection under the
Government rules, In some cases, the goods are got inspected
by ‘quality control’ authorities on adhoc basis, where necessary.
Apart from this STC's officers also occasionally supervise and
inspect goods during the coursc of manufacture. In some
cases international agencies like M/s General Superintendance
Co., of India are appointed to inspect the consignment before
shipment by arrangement.”

case of export of Cement, it has to conform to the British
Standard Specification No. 12 of 1958 which is internationally
recognised. In regard to export of various organic chemicals,
STC offers for exports the products manufactured by producers
known to them after the samples of goods for exports have
been found by the foreign buyers in accordance with the
specifications mentioned by them. So far as export of salt is
concerned the Salt Commissioner exercises quality control. For
ensuring quality control in respect of footwear, technically
qualified persons have been posted at various footwear centres
and at headquarters, who exercisc control on the production,
both during processing and finished stages. Patterns for foot-
wear, last used and designs to suit the requirements of foreign
buyers are prepared by Corporation’s personnel. The ‘in-
progress Control’ embraces the check-up of material and com-
ponents used by footwear fabricators by Corporation’s techni-
cal staff. At the finished stage, the Corporation has multi-tier
system for inspection and quality control before they are ex-
ported. At this stage, initially there is l(l)pcroc.ntinapccnf'
by the Inspectors, than 25 per cent sample inspection by Junior
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Field Officers, followed by 10 per cent inspection by Deputy
Man.agm to ensure that the same conform to the quality
requ.lruncnts of foreign buyers, Thereafter, the Inspectors of
foreign buyers usually inspect 10 per cent of the quality.
Before the shoes are packed there is again 100 per cent check
by an officer incharge of packing department. The Export
Inspection Agency of Government of India carries out inspec-
tion according to statutory regulations. In respect of exports
to USSR and other East European countries handled by our
associates, STC has no direct control of its own over such pro-
duction. The types of controls exercised by associates are
almost on the same lines as mentioned above.

“All these methods have been effective in exporting quality goods
of required standard.”

5.2. During evidence the Committee were inforined by the Chairman,
STC, that in regard to the quality control exercised by the STC on the
goods exported and imported, the Corporation owed three responsibilities
to the Indian Industry when it imported and to the foreign buyers when
it exported. Those were quality, price and delivery schedule. So far as
yuality was concerned the witness stated that a Quality Control Depart-
raent had been created in STC and it was headed by a Chemical Enginecr.
The witness, however, added that the Corporation had to take responsibi-
lity of quality at two ends. One. in Western Europe, America and
Russia, where it purchased the goods, to make sure that the goods ordered
were of a right quality. At the other end, there should be a periodical
<heck to know that the consumers got what they nced in right quality.

5.8, Asked whether there were rejections on the grounds of quality
of the goods exported by STC, the Chairman rcplied: “Occasionally Yes”.
He added that quality control was an international problem. There was
ditterences in the Indian standards and the foreign standards.  Steps
were to be taken to see that the quality sandards were laid down by the
industries that needed goods and the industries to whom the STC
exported.

5.4. Asked whether the Corporation was satisfied with the quality
Control Organisations of Government, the Chairman stated that the Ex-
port Promotion Councils were there which we thought were ‘good’. He,
however, stated that there was nothing more important than for the STC
to have its own Quality Control. Tt could specialisc in the products
which wes : exported and imported. He informed the Committce that
an official had been appointed and the Corporation wanted to develop
its own quality control department.
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5.5. The Committee pointed out that it had been represented to themr
that the Ball Bearings imported by the Corporation from rupec area were
not of superior quality and that they were out quickly. The Chairman,
STC, stated that the Corporation must take responsibility for quality and
added that it was wrong to think that merely because it was rupee pur-
chase it must be inferior. He stated that the ball-bearings were also
supplied by the Corporation to the Indian Railways, Bharat Heavy Elec-
tricals and Directorate General of Supply and Disposal. No complaints
were received from them.

5.6. The Committee further pointed out that it had been represented
to them that the STC was helping in the import of sub-standard and
non-standard products which were unwanted by the Indian Industry.
The Chairman stated “1 do not think it is fair to say that the S1C is

importing sub-standard item if we have done occasionally it was a
mistake.”

5.7. v in also understood from the Ministry that the STC under the
direction of the Review Committee was going to open a Special Quality
Control Departinent which would organise quality control both abroad
and in India throngh independent inspection Agencies and other means.

5.8. The Committec asked the Corporation to furnish details of goods
which were exported by it, but were rejected on the ground of quality
during the last three years and the value of goods rejected.  The Corpore
tion has submitted the following statement:—

Year Country Export Claims Remarks
Rs. in Rs. in
lakhs lakhs
Leather ware
1965-66 USSR 153-02 3-2
1966-67 USSR 460°-00 10:00
1967-68 USSR 375-00 12-18
1966-67 Poland 12-4% 044
1967-68 Poland 6-18 o-or This claim is in res-

pect of 30,100 pairs
out of 110,000 pair
shipped till Apr. 68.
Shipments are conti-
nuing.
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I 2 3 4 S

1967-68 . Bulgaria . . 7900 0-18 Value of claim not
indicated by the fo-
reign buyers. How-
ever, the same may
work out to about
Rs. 18,000.

1966-67 USA . . 76,000 0-28 Taking into account
total export of Kol-
hapuri Chappals to
USA during the year
1966-67 & 1967-68
amounting to Rs.”6
lakhs, the claim pre-
ferred is only §"%.

Rosin

D Grade
1967-68 . UK . . I1,200lbs o-o1

5.9. The Committec note that a regular and well established quality
control department did not exist in the Corporation, STC can earn a
name and win standing as on exporter only by ensuring export of guaran-
teed quality of goods. The STC being a State owned Corporation, vwes
greater responsibility for enforcing quality both in exports and imports.
The Committec note that the Corporation has since set up a special
quality control department. They would, however, suggest that the STC
should take advantage of the experience of industry and trade associations
and other statutory Government agencies in taking decision with regard
¢ quality etc., of the goods to be exported and imported
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INDIRECT TRADE

In cases, where the nature or magnitude of business was such as not
to make it possible or advisable for STC to make direct imports, impor-
tation was allowed to be effected by other parties under the letter of
authority procedure. The STC has stated that instances of this kind
were imports of sera and vaccines which were fragile and perishable goods
or laboratory chemicals. Other instances were where actual users were

pernitted to import their own requirements against import licences issued
in the name of STC.

6.2. In the case of export items, STC effected business, wherever pos-
sible, as direct trade by means of export contracts with the manufacturers/
suppliers. In other cases, however, STC arranged for export through
associates whom it might help in various ways, e.g. by supply of raw
materials or extending financial accommodation or locating foreign buyers
or in cases where the export item was canalised through STC, by permit-
ting exports to be effected by approved associated who had the necessary
capability for undertaking the exports and had been able to obtain

orders which in terms of price and other respects were considered reason-
able by STC,

6.3, It had been stated that the Associated/Agents were appointed only
when the Corporation satisfied itself about the standing of the party as to
whether he was the agent of foreign suppliers, has rate of production,
previous import|export performance, whether he possessed proper after-
sales service arrangements, where necessary, bank reports, total assets,
his sale and distribution arrangements and capacity to export etc.

6.4. Asked whether it was necessary to have approval of STC in the
cases of trade agreement entered into by private traders with the buyers/
suppliers in other countries, the Corporation had stated that it was not
necessary to have approval of STC except in cases where the item to be
imported/exported was either canalised through STC or specially entrust-
«d to it under some arrangement made or approved by the Government.

6.5. The Commission which STC normally charged in respect of
imports/exports through associated fagents varied from l per cent to
3 per cent of cif/fob price depending on the nature of the item.
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8.6. STC exercised control over the distribution of items imported by
fts associated /agents in India. By way of agreement STC found its asso-
ciated/agents to distribute the goods imported by them like tractors to
agriculturists; certain goods to actual users on the recommendations of
individual Ministries, DGTD, Directors of Industries in States etc., or on

the basis of set order of priorities communicated to
authorities etc.

STC by competent

6.7. In all cases where goods imported by -associates/agents were
allowed to be sold by them the selling prices within which all sales were
to be effected were prescribed or approved by STC. By means of distri-
bution agreements entered into by STC and its associates (distribution)
it was provided that all such sales would be liable for inspection by any
-officials or authorities nominated by STC. As the goods were released
by STC in favour of actual users recommended by the certifying authority,
the parties in whose favour releases were made while being informed of
the quantities being released to them were also advised of the prices which
the distributors could charge so that the question of their paying any
‘excessive prices through ignorance did not arise.

6.8. The total commission charged by STC on the indirect trade for

the years 1964-65 to 1967-68 (last four vears) has heen stated to be as
under:—

Year (in lakhs of Ra.)

196465 IREITAT o
1965-66 47.09
196667 51.05
1967-68 45.07

6.9. While taking evidence of the Ministry, the Committee pointed
-out that there had been criticism that on certain items STC eamec? com-
mission without rendering any service. The Secretary of the Ministry
replied that there was no gratitutious income to the STC. He added
that every indenting house charged commission for his service and the
'Corporau"on also did so. He said there should be no complaints on
that  score. The Secretarv added that “the charges by STC are the
towest. No indenting house would serve on the indenting fees at which
the STC docs the job. The service that STC renders in this field is that
first it pressurises that country which did not wish to export a particular
item, secondly it goes into the pricing pattern and tries to reduce the
prices as much as it can”.

694 (Aii) LS-5.
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The Committee pointed out that it was not the STC but the private party
which fixed the prices and the terms and, therefore, there was hardly
any justification for charging the commission. The Secretary stated that

he could only say that parties were not making full use of the services
offered by STC.

6.10, The non-ofticial organisation also represented to the Committee
that in many items, the STC is not doing any thing except as an interme-
diary Licensing Adency i.e. sccuring import licences and passing them on
to various importers. This is being done to control distribution at fair
prices but in actual practice the imports through STC have increased
the prices besides creating procedural delay in imports, clearance of con-
signments and sale of goods. When there is heavy recession the high

service charges of the STC are creating unnecessary difliculties in the-
cconomy.

6.11. The Committce note that the Corporation is functioning as at
intermediary licencing agency with a view to control distribution of goods
at fair and reasonable prices. The role played by the Corporation in
actual practice should not stand in the way of specdy clearance of goods
and their distribution and lead to cxcessive profits. The Committee,
therefore, suggest that instead of engaging in indirect trade as an inter
mediary agency, the Corporation should cnlarge its own independem
channel of trade and allow the small traders to carry on independently.

6.12. The Committec find that the Corporation appoints its associated,
agents for its indirect trade after satisfying itself about their standing,
experience etc. They would, however, like to draw the attention in this
regard to the following recommendation ot the Public Accounts Commat-
tee, contained in para 1.80 of their 4th Report (Fourth Lok Sabha):—

*The Commiittee consider that as far as possible, the State Trading
Corporation should invite public offers so as to get most expe-
rienced and reliable distributors at the least margin of profit
for the import and distribution of their goods™.
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INTERNAL TRADE
A. Price Support Operations
(i) Price support opcrations for lemon grass Oil, cotton, ete.

In pursuance of Government’s policy to ensure fair prices to the gro-
wers of certain agricultural commodities and to maintain internal produc-
tion at rising rate, the Corporation have been called upon from time to
time to undertake price support operations. So far the Corporation had
taken price support measures in respect of raw jute, seed-lac, lemon grass
oil, tobacco and cotton. In 1964, the Corporation was asked to purchase
tobacco and help the stock holders. In 1966, it was asked to undertake
price support operations ‘for raw ‘cotton. Whereas in 1967-68 when the
prices of raw-jute fell below the minimum prices fixed by the Govern-
ment, the Corporation was directed to assist the farmersjgrowers by
buving jute at a fixed minimum price. '

7.2. The Corporation suffered a loss of Rs. 42.30 lakhs in  1963-64
and 1961-65 in the case of lemongrass oil operations whereas it suffered a
loss of Rs. 21.1 lakhs in the cotton operations in the vear 1966-67. Ex-
plaining the reasons for losses on lemongrass oil operations the Corpora-
tion had stated that by the very nature of commodity which was liable to
constant deterioration in quality during storage and a very narrow margin
between the purchase and sale prices loss was inevitable. In regard to the
losses suffered on cotton. it was stated that Japan, the main consumer of
Indian cotton kept itsell away from the market after having met its re-
quirement from Pakistan and, therefore, there was no foreign markee
for Indian cotton. The Corporation had ultimately to sell to private par-
tics and cotton mills in India at a loss ranging from about 6 per cent to
8 per cent.

7.3. During evidence when asked whether it was not possible for the
Corporation o withdraw itself from the purchase of cotton to avoid the
loss of Rs. 21.1 lakhs, the Chairman, STC, replied that it was a price sup-
port operation and the Corporation was asked to support the sagging
prices internally. The Corporation was only to carry out a general de-
sire of the Government to support prices. '

7.1 While taking the evidence of the Ministry, the Cominince enquir-
ed whether the Government'’s expectations. in, regard to the price support

59



opcrations undertaken by the STC had been fulfilled. The Secretary of
the Ministry stated that “this is one of the fields where we have been ex-
perimenting through an ad hoc organisation like STC. The STC is not
really organised to deal with the problems of this nature.” But he added,
Government did not have at their disposal a better organisation than the
STC for the purpose. It was not a continuing problem from year to
vear.  ‘Therefore, it was not thought necessary to set up an organi-
sation of that nature. He added, for instance there was a problem
af tobacco this year in between there was no problem. Whenever such
a situation arose, the STC was asked to go into the market with its
hnancial strength and with its commercial strength to lift off the market
ity certain quantity, hold it in storage and then export it or make it
available to the local industry when conditions were not as pernicious.
He added that in the case of tobacco, the Corporation’s interventions
had been reasonably successfully. In the case of raw-jute the problem
was much too big. The STC was asked to undertake to support the price
of raw jute in three States and over a hundred markets. The only way
in which the Corporation could organise it, was to go to the State Govern-
ments and ask their cooperative organisations to make purchases on its
hehall.  ‘The Corporation made its funds. technical know-how etc.,
available for a period of 15 days. He added that during that period of
15 to 20 days the prices went below the 1940 level. The Secretary claimed
that by and large, the STC rendered service and it was incidently that it
derived. certain advantage because it got the raw jute at a time when
the price was low and it was able to sell at a time when the price was
high. The Secretary informed the Committee that the Government had
comc to the conclusion that if prices of raw jute have to be stabilised we
will have a scparate organisation to deal with the problem. It was not
fair to give that type of job to the STC. The witness added that a Com-
mittee had been appointed which was going into that matter. There
were two kinds of views before the Committee. One, that the Govern-
mental organisation on the basis of 12 months cmployment so far as its
personnel were concerned and on the basis of 3 to 4 months once in
two or three years of actual functioning would be wasteful operation.
The second view was that it should be cntrusted to an organisation
which commanded the confidence of the cultivators. The Secretary
stated that the Committee’s report had not yet been received, but he
added the Government would do their best to be ready with mechanism
before the next crop came in the market.

7.5. In regard to the cotton operations undertaken by the Corpora-
tion it had been represented to the Committee that there was a great
tissatisfaction. The Corporation adopted strictly legalistic  attitude
and did not conduct the operations in accordance with accepted trade

practices and rejected offers for sale of cotton on flimsy grounds.
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7.6. The Committee regret that the price support opcrations (Lemon
grass oil, jute tobacco etc.) were entrusted to the Corporation for which
it was peither equipped nor had the requisite experience. “This was
oune of the fields where Government had been experimenting through
an ad hoc organisation like STC.” The Corporation not only suffered
heavy loes (Rs. 63.40 lakhs on lemon grass and cotton) in those opera.
tions but also failed to give satisfactory service to the wrade,

7.7. The Committee are unhappy with the decision of the Govern-
ment to handover such an important operation (price support opers
tion) to STC without assessing its capacity and experience. They note
that the Government have realised the need of a separate organisation
to deal with the problem and have appointed a Committee to go into
the matter. It is hoped that the Government would expedite the deci-
sion of the Committee for setting up of a separate organisation at an
early date.

(ily Price Support Operation for ‘Bleeding Madras’.

7.8. The Committee having noted that the STC had agreed to bear
the losses on special marketing arrangements for “Bleeding Madras®
wndertaken by the Handicrafts and Handlooms Export Corporation,
enquired what were the special circumstances which impelled the STC
to agree to that. The STC in a note has stated:—

“The demand for Bleeding Madras in the United States started
in 1959. It was to a major extent linked up with the drive
and publicity undertaken by the Handloom Export Organi-
sation (of which HHEC is the successor organisation). The
demand steadily increased except for a fall in the years 1960-
1961. To ensure an organised expansion and export of
Bleeding Madras fabrics, Government of India introduced
certain measures such as compulsory pre-inspection, floor and
ceiling prices arvl export quotas. The exports of Bleediug
Madras from the year 1959 to 1965 are as follows:—

year Value of e;por-u
(Rs. in lakhs)
1959 . 169.24
1960 .. 41.71
1961 ‘e 47.74
1962 .. 191.48
1963 .. 296.08
1964 . 411.09

1965 . 613.85
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“Total foreign exchange ecarmed by these exports amounts to
Rs. 17.77 crores. By the middle of 1965, there was a sud-
den shrinkage of orders from overseas. This was mainly due
to (i) the export of large quantity of garments manufactured
out of Bleeding Madras from India at low prices, (ii) the
production in the United States market of Bleeding Madras
fabrics by US mills, and (ii) a sudden change of fashion. By
the end of 1965 there was a sharp crash witnessed in Bleed-
ing Madras market with a massive accumulation of stock.
Even though some efforts were made to try to get the hand-
loom weaver to stop further production of Bleeding Madras,
the production processes which were in the pipeline led ul
timately to the accumulation of 8 million yards of cloth by
early 1966.

“The accumulation of stock of over 8 million yards of the value
of nearly Rs. 2 crores resulted in grave distress among all
sectors of the industry and created major unrest among the
weaving community, and Government received a very large
number of represcntations for the introduction of adequate
relicf measures to mitigate the distress, A meeting was cal-
led on 21t January, 1966 by the Commerce Minister which
was attended by the Secretary, the Additional Secretary,
and the Joint Secretary of the Ministry of Commerce, the
Chairman, STC, Financial Adviser, STC and the Executive
Director, HHEC, where various proposals for relief were dis-
cussed, It was suggested that the HHEC might undertake a
special Marketing Scheme for Bleeding Madras. The Execu-
tive Director of HHEC who was present at the meeting,
made it very clear that large losses werc involved in any
such scheme and that the HHEC was not willing to under-
take any measures which would result in such losses anless
the losses were guaranteed. It was ultimately decided that
the STC would make the required finance available to
HHEC, bear all establishment and other expenditure and
meet the loss arising from this transaction. Accordingly. a
Special Marketing Arrangement was introduced, under
which HHEC would buy all exportable quality of Bleeding
Madras after due inspection by the Textiles Committee, the
price to be paid being Rs. 2.05 per yard for washed and ex-
port-packed goods and Rs. 1.95 per yard for loomstate arzd
Yoose goods. Under this scheme, a quantity (?[ over 7 .md-
lon yards was offered to HHEC. The Textile Committee
wupected and passed a quantity of 4.27 million vards in
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washed finish and 0.21 million yards in loomstate finish.
Accordingly HHEC brought 4.48 million yards valued at Rs.
91,69 lakhs, besides shipment samples of the value of Rs.
0.14 lakhs.

Various measures were undertaken by the Government and the
HHEC to revive the export market for Bleeding Madras.
A delegation headed by Shri Venkataraman, the then Minis-
ter of Industries, Madras, visited Europe and the United
States and HHEC undertook several other measures through
advertisements, promotions in department stores, etc., to re-
create interest in this fabrics. Unfortunately the export
market did not revive. From 1967, efforts were made to sell
the fabrics in the internal market.

“M|s. Mulraj G. Dungarsey and Co., Bombay oftered to buy the
entire quantity at 32 cents per yard FOB. They also offer-
ed to realise a minimum of Rs. 1.75 per yard in foreign ex-
change provided out of the foreign exchange earned, they
were allowed to utilise 75 per cent value to import polyster
fibrc or any other raw material cleared by the Ministry by
mutual consent. This proposal was not acceptable to the
Government. '

M/s. Mulraj G, Dungarsey and Co., approached us again offer-
ing that they were agreeable to purchase the stock at Rs.
1.25 a yard less 8} per cent commission and that against
the value of their export; they should be allowed to import
chemicals required into the country. This offer was refer-
red to the Ministry but the offer was turned down.

Another offer for barter was received from M/s. M. H. Mehta
and Co., Bombay. It was decided by Government that we
should not go in for any barter deals or arrangements with

private parties.

By this time the goods had been under storage for two years and
it was apprehended that continued storage might resalt in
thorough deterioration of the goods, resulting in a complete
loss. A further effort was made to find out whether we

" could find buyers abroad at the reduced price for the stocks.
but no buyers were forthcoming. At the end of financial
vear 1967-68, the stocks of goods, under authorisation by the
STC, were revalued on the basis of prevailing market price.
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The loss as a result of this revaluation amounted to Rs. 42.1%
lakhs. This loss was reimbursed by the STC. STC had also
previously borne all the establishment expenditure as well as
interest charges on stocks held by the HHEC. As there was
danger of stocks deteriorating and as no export orders were
forthcoming, it was decided, in consultation with the STC
at every stage, to sell the goods in the local market in small
lots through open advertisements. Small lots were sold by
advertisement and negotiation, and a quantity of 1.68 million
yards was sold and delivered. A further bulk sale for the
balance stocks of 2.85 million yards was then made by nego-
tiation, in consultation with the STC. The party concerned

has been given time up to end of March, 1969 for payment
and lifting.

“The financial implementation of these relief measures is a net
loss to the STC of Rs. 61.42 lakhs.

Although HHEC at the time of the mceting held by the Cowm-
merce Minister on 21st January, 1966 expressed its unwilling-
ness to undertake the scheme unless (i) the finances were
made available, (ii) all establishment costs were borne, and
(iii) all losses met, the scheme in itself was urgently necessary
because of the grave problems faced by one of the weakest
sectors of industry in India. The handloom industry is a
dispersed cottage industry which had shouldered a major
burden and showed great initiative by production of fabrics
conforming to specifications laid down by Government and
had built up production to 3 million yards per month, For-
eign exchange earnings over a brief period of six years
amounted to Rs. 18 crores out of this one single cloth. It
may also be added that the export incentive on this item
was the lowest amongst all the varieties of handloom fabrics
and incomparably lower than the incentives allowed on mill-
made fabrics during the same period. Therefore, if the re-
Jevant authorities had not come forward with adequate relicf
measures, the consequences would have been very grave. It
is in the context of this that the loss mentioned above has to
be viewed.”
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7.9. The Committee are unable to appreciate why the Handlooms
and Handicrafts Exports Corporation and the State Trading Corpora-
tion were saddled with the responsibility for carrying out price support
operations for Bleeding Madras which have resulted in a loss of over
Rs. 61.42 lakhs so far. The Committee consider that if Government
felt that there was a case for affording relief to the handloom industry
engaged in the manufacture of Bleeding Madras it would have been:
better to come forward with a well-considered scheme before Parliament

and taken approval to the grant of subsidy in the special circumstances.
of the case.

7.10. The Committee need hardly point out that if the trade and
Government had shown vigilance and assessed properly the trends of
demand in the foreign market, they would not have found themselves

in the unhappy position of accumulation of large stocks with hardly
any export demand.

7.11, The Committce would like Government to derive the necessary
lesson from this costly lapse and ensure that the State Trading Corpo-

ration or its subsidiary are not saddled with financial burdens against
their better commercial judgement.

B. Purchase and Sale of Imported Cars

7.12. STC purchased used imported cars brought into the country

by foreign diplomats and others and sold the same to the follviug.
categories and users:—

1. Tourist Promotion.

. Rashtrapati Bhavan.

. Raj Bhavan.

. Defence Requirements.

Central Government, State Governments.

. Public Undertakings.

q,‘u-l-#uw

7. Sale to the public through tenders. LTRSS -
¢ SLCEED

7.13. Government of India recently (12th November, 1968) modified
the system of allotment and sale of imported vehicles as follows:—

(i) Except for the categories of users mentioned in para (ii) be-
Jow vehicles from STC’s stock, irrespective of the size, horse
power or the type, the vehicles would be sold only at the
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market pricc on tender basis. 1f, however, a Goveriment
department or a public sector undertaking at the Centre or
State wanted a particular make or model of vehicle from
the stock available with STC for special purposes, such as
VIP escort, border patrol, defence duty, anti-smuggling duty,
etc.,, they might make such requests direct to STC and STC
will sell such vehicles to the Government Department/Pub-
lic Undertaking concerned at the Reserve Market price with-
out placing such vehicles for sale on tender basis.

(ii) The following categories of users were eligible for allotment
of cars by placing their indents direct with STC:~

(a) Tourist Promotion.

(b) Rashtrapati Bhavan.

(c) Vice-President of India.

(d) Raj Bhavan in the various States.

(¢) Minister of Cabinet Rank of Central Government,
(N Chief Ministers of the State Governments.

7.14. The following elements were taken into account in determining
the price of the vehicle when the same was sold to priority users:—

Purchase price plus custom duty plus 2 1/3 per cent of incidental
charges on the actual i.e., garage repairs transfer fee, main-
tenance whichever was higher plus 10 per cent to Corpora-
tion's service charges. In case of sale of cars to Rashtrapati/
Vice-President and Raj Bhavan the element of custom and
excise duty was not taken into account as they were exemp-

tedd from payment of custom duty.

7.15. Commission charged by STC on the sale of such vehicles was
10 per cent.

7.16. Asked the main reasous for which the sale and purchase of
foreign cars was entrusted to the STC., the Ministrv had stated that the
foreign cars sold in India fetched very high prices in view of the gene-
ral ban on imported of foreign cars into the country. Before the sale
and purchase of foreign cars was entrusted to the STC., diplomats and
other privileged persons could sell them to local buyers at prices which
were considerably higher than the c.if. prices. Since these persons
were allowed to repatriate their earnings when they left India, in foreign
exchauge ahs involved an unavoidable drain of foreign exchange,
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Moreover, blackmarketing in cars was also rampant. It was, therefore,
decided that those who imported cars into India should sell them only
to the STC at prices which were arrived at according to a fixed for-
mula. When STC sold cars in open auction, the profits accrued to a
Government undertaking and this profit could be utilised with advant-
age in the promotion of ‘difficult sell” items where promotionai losses
were unavoidable,

7.17. The profit/commission earned by the Corporation during the
last 5 years on the purchase and sale of foreign cars was as follows:—

Profit

(Rs.)
1963-64 . . . . . . 27,43,577 28
1964-65 . . . . . . . 28,24,016- 66
1965-66 . . . . . . . 38,01,055°96
1966-67 . . . . . . . . 52,49,851-27
1967-68 . . . . . . . 28,33,729°93

1,84,52,231 10

7.18. Asked about the expenses incurred on the staff employed by
the Corporation for the purpose, the Corporation had stated that until
September, 1968 the Imported cars Cell was part of the Administration
Division, thereafter the Cell was transferred to the Engineering Divi-
sion; in either case, separate account of administrative expenses incur- -
red on the Imported Cars Cell was not maintained. With the rcorga-
nisation of this Cell and the introduction of system of performance
budgeting separate account will be maintained with effect from 1st

April, 1969.

7.19. In reply to another query, the Corporation had stated that the
annual expenses incurred on this business was approximately Rs. $3
lakhs towards customs duty, godown rent and insurance, establishmeiit
and other expenses. The total staff employed for the purpose was 46.

7.20. The Chairman, STC, informed the Committee during evi-
dence, that a radical change in the system had been introduced. Some
facilities had been introduced for the customers. The cars were not
being sold now on ‘as is where is basis. Customers could start the en-
gines themselves and have another trial and could also have a lock in-
side. Asked about the pavment made for the cars, the witness stated
that the diplomats duty on that was worked out and paid to the cus-
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toms. In regard to the profit earned on the sale of these cars it was
stated that the Corporation made a profit of Rs. 38 lakhs last year on
a total turn over of Rs. 1 crore.

7.21. The Committee note that the Corporation has cffected latest
improvements in the sale of imported cars by allowing more facilities
to the customers, They would suggest that the Corporation should in-
troduce better auctioning arrangement to draw more bidders from all
over the country and should attempt to reduce the time lag in the dis
posal of the imported vehicles. STC may consider raising its percent-
age of commission on the sales of such vehicles from 10 per cent to a
bigher figure to enable it to raise more margin of profits to be divert-
ed to the mle of ‘difficult to sell’ items:



VIl
PRICING POLICY

In response to the Committee’s desire, the State Trading Corpora:
tion has furnished the following note on its present and future pricing
policy in regard to imported items:——

“The Reviewing Committee is examining this question in depth.
In its interim report it referred to three schools of thought in
respect of import and STC’s margin; social henefit and there-
fore, no profit; strictly commercial functioning and therefore
maximum profits; and the middle course, the Corporation
acting as an instrunient of Government policies—economic,
social or/and commercial; profitability being determined by
Government at its discretion or at least guide lines given as
to the level of profits or losses it should make on given trans-
actions,

The import items for which prices are fixed for release to actual
usersiconsumers could bc categorised as follows:—

Category A—Items canalised through STC where there is little or
no indigenous angle.

Items like Nitrogenous Fertilizers and Muriate of Potash carry
a pool price fixed by Government (Ministry of Fond and
Agriculture). In the case of other items like Chilcan Nit-
rate and Rock Phosphate STC’s release prices are fixed in
relation to the actual cost of import.

Category B.—Items canalised through STC but there is also
indigenous production of same or substitute materials.

In such cases like Caustic Soda, Soda Ash light and Soda Ash
heavy Synthetic Yarn, Soyabean oil or Tallow, the selling
price is fixed taking into account the import costs as well as
the selling price of the indigenous or alternative materials.

Category C.—Items not formally canalised but Corporation ask-
ed to import on a continuing basis to fill the gap between
requirements and indigenous production or imports
through other channels.

69
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In these cases imports are made on assessment of demand at a workable
selling price covering actual import cost and a margin of profit for STC.
Examples of such imports are Sulphur, Sodium Nitrate and Sodium
Sulphate.

Category D.—Import of items in respect of which the market is specula-
tive and private imports are likely to involve large profits
for middle-men.

Iustances of such items are Camphor, Menthol, Cloves etc. Price of
such commodities are fixed in relation to market prices and other
factors. ‘

Category E.—Other imports; On these the Corporation makes generally
a service charge of half per cent to three per cent; Example
ot such imports are: News Prints, woodpulp etc.

Government laid down certain guidelines for pricing policies  of
public entcrprises in December, 1968 for manufacturing enterprises. 1t
was indicated that pricing of their products should be within the basis
of the landed cost of comparable imported goods, prices so fixed should
be operative for a period of two to three yecars exception being made
in cases where the imported f.o.b.ic.i.f. price is artificially low or our
own cost of production is very high; the latter case would be fixedt
after reference to the administrative Ministry concerned for examina-
tion in depth in consultation with Ministry of Finance, Bureau ol
Public Enterprises etc. In regard to trading organisations like the $S1C
or MMTC, it was indicated that it may not be necessary to prescriber
any guideline”.

8.2. During evidence, the Committee asked whether it was not pos-
sible for the STC 1o have an escalation clause that in case internationa}
prices went up, the local purchasers and actual users would nave to
pay extra. Chairman, STC, replied that it was a very important point
and was being discussed with the Ministry and by the Reviewing Com-
mittee, It in fact, concerned the Corporation’s pricing policy. He,
however, added that on such occasions, it would be a good policy to
supply the goods to consumers at a reasonable price rather than at a
price the STC bought. Expressing his opinion, the Chairman. STC,
stated that the Corporation should in most cases take the risk of ups
and downs to assure the market a ruling price to keep them compe-
titive, Asked how it was possible to make the imports for the country
on the lowest prices, the witness stated that in some cases joint buving
was useful because when four or five queries, went from India, the
market abroad was likely to flare up. He added that sales in the world
were getting combined. )l
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8.3. The Committee understand that the recommendations of the
Reviewing Committee, on the pricing policy are still awaited. They
hope that the Reviewing Committee would give its best attention to
this subject and formulate its opinion as early as possible.. It need
hardly be stressed that on the pricing policy depends the result of the
trading activities of the Corporation.



; IX
EXPORT AID TO SMALL INDUSTRIES (EAS.L) SCHEME

The E.AS.L. Scheme initiated by STC aims at fostering direct busi-
ness relationships between the Indian manufacturers and foreign im-
porters. It attempts to remove the difficulties which might prevent the
smaller manufacturers from entering the export field.

-

9.2. The number of industries applied for assistance and those who
got awistance during the years 1964 to 1967 was:—

1964 1965 1966 1967

No. of Units applied

under EASI Scheme . 129§ 1580 1855 2103
No. of Units assisted
under EASI Scheme . 705 760 835 878

9.3. The Corporation has stated that the assistance rendered under
EASI Scheme had proved quite effective in as much as the exports had
increased year after year, The year-wise export figures under EASI
Scheme together with the progressive total was as under:—

Rs.
1. 1963-64 . . . . . . . 2,28,363-03
2. 1964-6% . . . . . : . 13,845,616 98
3. 1965-66 . . . . . . . 27,01,663 -27
4. 1966-67 . . . . . . . 33,82,432-89
5. 1967-68 . . . . . . . 61,02,474'04
ToTAL . . . . . . . 1,38,21,350-21

9.4 From the beginning of EASI Scheme upto March, 1968, the
«Corporation had exported 67 items to 49 countries on behalf of 54
Jparticipants.

9.5. It has been stated that in order to devise ways and means to iwm-
prove the working of the scheme, a Consultative Panel had been set
aip. The Panel was considering various aspects of the scheme and
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would suggest method to improve its working. The deliberations were
continuing.

9.6. In reply to a query whether it would be better if the Export Aid
to Small Industries scheme was entrusted to an organisation such as
National Small Industries Corporation which is more attuned to the
needs of the Small Industries than the State Trading Corporation, the
latter stated:

“No. In our view, the services of the Corporation’s foreign offices
and export marketing in different products, also manufactured in the
smally sector, should be availables to the small manufacturers in the
country, The Corporation is accordingly developing regular consulta-
tion arrangements with representatives of small manufacturers and
Small Industries Corporation in the different States”.

“Accordingly, EASI Division has becn re-organised by linking the
small scale industries directly, on the basis of commodities, with the Com-
madity Division in order e strengthen the export effort of the small
scale industries sector. Overall co-ordination and general scrvicing of
this sector and a further tie-up with the State Small Scale Industries Cor-
poration wherever they exist is being developed as a part of the servic-
ing divisions”.

9.7. Whercas the Government ir: reply to the same question has
stated: “We consider that the export aid to small sectors scheme should
continue to be operated by the STC as it is better equipped than the
National Small Industries Corporation to promote exports. STC has
already developed an expertise in the promotion of exports of small
producers as it has been implementing the scheme for about seven years.
Further STC has better financial resources compared with N.S.L.GC. and
is, therefore, in a stronger position to provide financial assistance tc
small exporters. STC is already engaged in organising exports of a
wide variety of goods produced in the country, and any scheme of special
assistance to small exporters is only a logical extension of the activities
of STC in its export cfforts. STC's efforts however need not prevent
N.S.I.C. in having its own programmes of assistance to small exporters™.

98. The Committee feel that export aid to small Scale Industry
Scheme should continue to be with STC as ‘it is better financially equip-
ped to provide assistance to small scale industry and has developed
an expertise in the promotion of exports” The Committee are of the
view that a dloser co-ordination and concerted efforts between STC and
NSIC are needed to increase the exports of small scale industry. They
feel that the reorgani sation of EASI division of the STC undertaken re-
cently iy a step in the direction.

694 (Aii) LS—6



X
ORGANIZATION

(a) Board of Directors

The Committee having noted that there were no non-officiai mem-
bers on the Board of Directors of the State Trading Corporation, en-
quired whether there was not a need to have non-official members from
business-community on the Board in view of the present functions ot
the Corporation. The Ministry in reply stated:—

“The Board of Directors of STC consists of a full-time Chairman,
three full-time Directors and four other Directors who are
officials representing the MMTC and the Minstries of
Foreign Trade & Supply, Finance, and Food & Agriculture.
As a Trading organisation, the Board of Directors has to
take decisions on a day-to-day basis on several commercial
transactions and such responsibilities can be discharged
effectively only by full-time Directors. The association of
officials on part-time basis as members of the Board is intended
to enable the Board to have the benefit of the views of the
Ministries directly concerned with STC’s business. There can
be no such justification in having non-officials on a part-time
basis. Further, it mav not be advisable to have on the Board
non-officials who are actively engaged in business, as STC may
be dealing with items in which such business men are also
interested.”

“It may. however, be pointed out that STC’s policy has been to
associatc  members of the business community, wherever
possible, in its trading activities. Examples are, the consul-
tative panels for art silk yarn. wool ctc. STC proposes to as-
saciate representatives of industry and trade in all its major
trading activities in consultative and advisory capacities in
future.”

10.2. The Committce hope that the association of representatives of
industry and trade with all the major trading activities of STC, as is
proposed to be done, would help the Corporation to take advantage of
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views and experience of the private bodies and thus serve the interests
of both private and public sectors industry effectively.

(ii) Administrative set up

10.3. The Reviewing Committee on STC appointed by Govern-
ment in April, 1968, had given an interim Report. In its Report the
Committee had made certain recommendations on the administrative
set up of the Corporation. The Committee on Public Undertakings
during evidence enquired what were the main changes that had been
introduced in the administrative set up of the Corporation in pursuance
of the Reviewing Committee’'s recommendations, The Chairman STC
stated that the Corporation wanted to introduce into the Corporation
an  “industrial culture—the methods of working and approach—in a
way that the system is industrial and not purely administrative.” He
added that “we have flattened the pyramid of delegations in the or-
ganisation.”

10.4. Giving details of the reorganisation plan, the Chairman en-
umerated various steps taken by them in this regard. (1) The struc-
ture was proposed to be divisionalised. There will be three marketing
divisions, fourth division to look after services and the fifth to look to
the financial affairs. Each Division will be headed by a Director, (2}
The Board worked as a Committee, meeting every week, to discuss pro-
blems both individually and jointly. (3) Details of delegations at all
levels were being gone into (4) the principle of Accountability had
been introduced. By 12th or 13th of the following month, complete
set of records and accounts of the activities of the organisation in the
previous month including profit and loss account, together with their
stocks was being prepared. By the end of 1969, the Chairman, STC.
hoped to have even a weekly profit and loss account. The Chairman
further stated that from 1969-70. it was contemplated to start “perform-
ance budgeting system”.

10.5. The Committee observed that essence of efficiency lay in
quick decision and upholding of those decisions by the higher-ups. The
Chairman, STC, informed the Committee that he and his Directors,
General Managers and functional Managers met weekly to expedite
matters. He stated that thev had gone a step further as. “the Chairman
decides nothing bv himself, he decides with the Directors. They put
it up before the Committee of Management, where the Directors are
sitting together and decide. At least T myself have a feeling that thev
should have my full support.

10.6. The Chairman also revealed that a series of Committees to
bring in vounger managers intn decision—making had been appointed.
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107. The Committee asked whether accounts would be prepared
Division-wise or Commodity-wise. The Chairman explained while it
was difficult to allocate small commodities but each Division would
have its own profit and loss account and within each Division major
commodity-wise could be high lighted.

(ili) Reviewing Committee

10.8. Reviewing Committee was set up in July, 1968, to make the
review of the trading techniques and methods of the STC and its pre-
sent organisational structure  with a view to take necessary steps for
further strengthening and improving its operational efficiency.

10.9. The Committee has been asked to review:

(i) The trading techniques and practices of STC in relation to
such items of trade as have been canalised for exports and
imports through the Corporation;

(i) The organisation, programme and method of work of the
foreign offices of the Corporation; and

(ili) The administrative and organisation arrangements at the
headquarters and regional offices of the Corporation.

10.10. In the light of this review, the Committee will submit its
conclusions and recommendations on matters which require urgent
decision and action within three months.

10.11. The Committee are happy that the Government have taken
such urgent steps to assess the functioning of the Corporation with a
view to reorganise its activities and its organisational set up and hope
that the Reviewing Committee will produce very fruitful results.

Interim chorl

10,12. The Reviewing Committee was asked to produce the interim
report in three months, The Interim Reviewing Committee has given
priority to the subject of the Coiporation’s structure and system because
these are its urgent needs. The other subjects like objectives, role, ope-
rations, canalisation, associates, agents etc. The detailed examination
has been left for the final report.

10.13. Main changes made in the Corporation in pursuance of the
recommendations of the Reviewing Committee are:—
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1. Expanded structure of the Board

The Reviewing Committee recommended that the Board should be
expanded to consist of Chairman and five working Directors; three
Marketing Directors, each with a more compact group of products; one
Director in charge of Planning and Services; and a Finance Director,
who should be “playing member” of the Board team, by upgrading
the post of Financial Adviser.

Government accepted these recommendations; aund placement of
one Marketing Director and that of the Finance Director is being pro-
cessed,

2. Constitution of a Committee of Management

For enabling the Board of Directors to have time at their monthly
meetings to review accountability reports covering the trading activities
and financial results of the Corporation during the month, and thereafter
to give it policy direction, guidance and advice, the operating function
of running the organisation day-to-day have been entrusted to the Work-
ing Board (Comunittec of Managementi—COM). The COM consists of
Chairman and all the working Directors; it is expected to meet weekly

or more frequently if required. The COM started functioning on the
27th August, 1968.

3. Setting up of permanent and temporary Committees

To widen responsibility for decision making by associating and
involving both line and staf management at different levels, the review-
ing Committee had suggested that more use should be made of both ad- °
hoc and permanent Committees. A number of Committees were ap-

pointed e.g. for reorganisation of the Library: Imported car Cell; Mail
and Correspondence; Corporation Building.

The three permanent Committes constituted by the Corporation
are:—

(i) Buying Committee: This consists of the three Marketing
Directors, Finance Director and an Economist with concern-
ed Divisional Heads and Marketing Managers in attendance.
This Committee would be responsible for the entire buying
operations undertaken by the Corporation, particularly in
view of the increasing responsibilities devolving upon it;
this would enable quick and timely decisions being taken
after a careful survey of available sources, prices, appraisal
of market trends, production and consuming patters, avail-
bility within the country and needs of the industries.

(ii) Finance Committee: This Committee consists of Finance
Director, three Marketing Directors, Lega! Adviser, Credit
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Services Manager, two Chief Marketing Managers by rotation
and the concerned Marketing Managers and Finance Officer
in auendance. This Committee would consider various
proposals for financial assistance to associates and suppliers,
examination of the position of debtors outstanding, inven-
tories and over-all employment of working capital and other
allied problems which the Management may entrust to it.

(iif) Personnel Committee: A Personnel Committee consisting of
the Personnel Director, three Marketing Directors, Personnel
Manager and two Chief Marketing Managers by rotation.
This Committee would review the utilisation of man-power,
training, and all matters pertaining to personnel such as
recruitment, training promotion, transfer welfare and
development.

These Committees were set up in February, 1969
4. He-wrganisation of Duasions

The allocation of work amongst various Divisions has been reorga-
nised in the light ot the recommendations of the Reviewing Commit-
tee.  As a result of this re-organisation some of the main changes are:—

(#) Abolition of threc posts of General Managers.

(b) EASI Division has been reorganised by linking the small
scale industries Jdirectly, on the basis of commodities, with
the Commodity Divisions in order to reinforce and strengthen
the development of small scale industries sector. The overall
co-ordination and general servicing as well as liaison with the
State Small Scale Industries Corporations, would be under-
taken by a separate cell as a part of the Services Division.

(c) The creation of Textiles & General Products Divisions, as
recommended by the Reviewing Committee.

5. Flattening of structural pyramid and Market Oriented Designations

As recommended by the Reviewing Committee the multiplicity of
designations and grades have been simplified operationally at three levels
and new ‘marketing-oriented’ designations have been adopted; i.e. Chief
Marketing Manager, Marketing Manager and Deputy Marketing
Manager.

With the changing of the designations and reduction in the number
of levels, as particular sub-division can now function under the charge
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ul a Marketing Manager authorised to take decisions at his level, where
necessary, and report directly to the Management.

6 Modern Personnel Management Policies

As a part of the programme for developing scientific personnel
managerial policies and practices, an inventory of the managerial talent
has been prepared; man-power planning is being attempted to meet the
long term requirements of the Corporation in the light of individual
Managers' performance and his potential for growth. Managers are
being encouraged to participate in different Management and Marketing
Seminars; the Corporation has itself organised one seminar on Financial
Management and two others are scheduled to be held in April, 1969. The
rules of the Corporation for recruitment, promotion and retirement are
under review and service Divisions are being reorganised and separate
Units for Quality Control, Transport and Economics and Statistics are
being developed.

7. Reorganisation of foreign offices

Foreign offices are being reorganised primarily with a view to making
them a focal point for facilitating exploration of export potential not
only in the country where the offices are located but also in the neigh-
bouring markets. In order to strengthen the functioning of these offices,
suitable technical assistance e.g. Engineer is being provided to give
proper and quick aftersale services. The working of the foreign offices
is being reviewed and unproductive expenditure is being curtailed
including withdrawal of unnecessary staft.

8. Control on Ouverheads—Fstablishment Expenditure

The Reviewing Committee commented upon over-employment in the
Corporation. There was an intake of about one hundred persons rec-
tuited during April 1968 to August 1968 but since then there has been a
“freeze” on fresh intake except at the specialists level and no fresh
appointment is being made without examining the possibility of meeting
the requirements by internal adjustments. An improvement is, therefore,
being pursued to ensure that staff are more usefully employed, where
there is need, such as in accounts, in expansion of exports and in view
projects are providing requisite support to the new Service Units being
developed within the Corporation. Revised systems of delegation of
authority are being introduced with built-in control to ensure over-all
economy, rfficiency and speed.



80

9. Periodical formal cunsultations with industry and trade, foreign
representations and Government

"The Corporation is developing a system of regular consultations with
represhentatives of industry and trade, foreign representations and
Government.  This consultation system is being placed on a formal
basis so that in respect of its operations, free and frank discussion is
possible to secure guidance and advice in implmenting its policies and

improving its services to the industry and trade as well as to the cus-
tomers abroad.

10. Performance Budgeting and System of Accountability

The Corporation has introduced a system of Performance Budgeting,
spreading, a sense of financial discipline in its operations, the Corpora-
tion's management carefully examining and quantifying its intentions
and, through follow-up action, to maximise output and minimise
imports. This is an exercise in self-examination through planning and
appraisal and gives to the Corporation and to the Share-holders a
valuable instrument of control, as it spells out the Corporation’s inten-
tion in terms of sales, expenditure, cash, manpower and resources
employed leading up to profit and loss for the year.

‘The Corporation has already organised a system of accountability
whereby progress of its operations is watched through a process of regular,
indeed. continuous reporting, weckly, monthly and quarterly.

11. These measures have helped in the increased participation of the
working Directors and line and staft management at different levels in

the process of decision making which, it is hoped, has improved qualita-
tively as well as in speed.”

10.14. The Committee are happy to learn that the Corporation has
recently introduced a system of preparing monthly and quarterly report
of the activities of the Corporation and propose to introduce ‘perform-
ance budgeting system’., Results of the periodical activities would en-
able the Corporation to spot out the areas of weakness .and suggest
prompt remdial measures. Such Reports, the Committee feel, should
serve as a model to other Public Undertakings and they should adopt
‘management accountancy’ in their undertakings also to direct their ac-
tivities. Apart from this, STC have enunciated more delegation of
powers and have decided to bring younger managers into ‘decision mak-
ing functions. This is a welcome feature,

(iv) Regional Offices

10.15. The Corporation has three Regional Offices at Bombay, Madras
and Calcutta. During the last four years /1064-65 to 1967-68) the
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estoblishment expenses wnd sales (turn over) of each office were as
under:—

(in Rs.)
Bombay Madras Calcutta
1964-65
Establishment 4,11,408 3,93,598 6,245,795
Sales (turnover) . 4,72,70,949 1,87,14,300 03,36.614
1965-66
Establishment . 5,84,887 5,87,984 5939.738
Sales (Turnover) . 6,46,09,312 1,77,78,370  66,80,134
1066-67
Establishment . 8,85,409 11,82,245 6,03,191 wWig Ind

Sales (turnover) .21,40,86,240 7,12,88,006 4,43,97,967 754

1967-68
Establishment . 11,16,830 7,00,324 6,91,100 1,69,94
Sales (turnover) 38,49,38,519 10,83,023 16,63,18,038

10.16. The Corporation has also stated that the Reviewing Commit-
tee was seized of the matter and the final report of the Committee was

awaited shortly.

(v) Foreign Offices

10.17. The Corporation has 11 foreign offices at Bangkok, Beirut,

Berlin, Budapest, Lagos, Montreal, Moscow, Nairobi, Prague, Rotterdam
and Tehran.

10.18. Expenditure incurred by the 10 foreign offices during the
vears 1964-65 to 1967-68 was as under:—

(Figures in Rupees)

S1. Location of 1964-65 1965-66 1966-67 1967-68
No. Oifice

1 2 3 4 S 6

1. Rotterdam . 4,25,191:00 3,15,799°65 4,64,762-51 4,75,474 60
2. Berli

27,306:04 2,31,00371
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N 3 4 s 6
3. Prague 1,60,459°82  93,757°33 1,92,477°38 1,97,612°22
4. Budapest . 35,478:60 1,59,849 64 1,69,246°98
$. Beirut . 2,30,158-05
6. Tehran 97,432°62
7. Lagos 1,82,005 57
8. Bangkok .. .. 94,492 41
9. Moscow 2,66,029-08 2,84,569:37 3,49,677°19 3,81,071-06
10. Nairobi . . ‘e .o 3H14162°28 4,46,259° 30

10.19. In reply to the Committee’s questions (a) whether the work
done by the foreign offices could not be entrusted to the Indian missions
abroad and (b) has the Government ever assessed the utility of having
these independent offices ? If so, with what results, the Ministry have
stated: -

“The Missions abroad cannot be expected to render the type of

service that the foreign offices of STC render to the importers
and exporters in India. STC's officers are often called upon
to enter into direct commercial transactions like buying and
selling on behalf of the Corporation, while such responsi-
bilities cannot be undertaken by the Government officers
working in the embassies. The officers of the cmbassies
cannot also be expected to devote full time attention to the
problems of STC's trade in view of their other duties and
responsibilities.

“The STC is reviewing the working of its offices abroad with a

view to strengthening it and also making it more service-
oriented. Such economies as are possible will also be effected
after this review is over. Government will take such action
as is necessary after the results of the Review are known.”

10.20. During evidence the Committee were informed that the
_foreign offices of the Corporation were being re-organised to make them
service bases. The Corporation also intended to open more offices as
the foreign offices had proved to be a very valuable instrument of trade
not only for the public sector but also for the private sector. In reply
to a query it was stated that the heads of the foreign offices were rotated
in a period of three years.
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1021. The Committee hope that with the implementation of the
suggestion of the Reviewing Committee the Regional Offices and foreign
offices would be organised into efficient units of the Corporation. The

foreign offices should serve as centres of information and service agency
for the Indian exports.



X1

FINANCIAL MATTERS

(i Inventory and Sales

The following table indicates the comparative position of the
inventory at the close of the last three years:—

(Rs. in lakhs)
1965-66 1966-67 1967-68
(5) Stock-in-hand, . . 585-45 1,438 - 41 3.474° 50
(i) Goods-in-transit . 306- 42 814-32 522-87
(sit) Work-in-progress . .. 1-23 11°23
(fv) Raw material . . — 25°13 68-33

(v) Premia on import en-

titlements in hand . 2-84 .. ..
(vi) Stores, etc. . c-S1 4°59 10°04

895-32 2,284-18 4,086-97*

11.2. The stock in hand including  goods-in-transit at the end of
1967-68 represented 3 4 months’ sales as compared with 2 7 months
10 10

during 1966-67 and IZ'S menths' during  1965-66.

11.3. The Committee lunl that the Reviewing Committee has
noticed  the following stocks of certain commodities as alarmingly
high: -

Muriate of Potash . . . Rs. 6-00 crores
Nylon & Cupramonium Yarn . . Rs. 5-96 crores
Raw Jute . . . . . . Rs. 1:68 crores
Soyabean Oil . . . . . Rs. 2-13 crores
Sulphur . . . . . Rs. 1-62 crores

Rs. 22-39 crores

"+ At the time of factual verification STC submitt=d the following figures: —

Rs. crores
mﬂin‘ Sl'otk Ist (h‘, lﬂ . . - . ]5.67
Receipts (at cost price) - . . . . 21-66
Sales (at sele price) . . . . . 26 .52
Cl xing stock (27-3-1969) . . . . . 10.73

84
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11.4. The Reviewing Comumittce has also stated that ‘a total of
Rs. 22 crores is tied up at a mouthly interest of Rs. 16.5 lakhs.’

11.5. The Committee would like to draw attention in this regard to
the following observations of the Reviewing Committee:—

“In a trading concern it is yet more significant because its necds
are liquid and not fixed funds and unless there is carc exer-
cised, funds in stocks can be tied up unproductively. There
are many mstances of this in the Corporation, where for one
reason  or another the stocks of certain commodities are
alarmingly high.”

11.6. The Committee are highly disappointed to find that stores
worth Rs. 40.87 crores have been locked up in 196768 involving loss
of interest amounting to Rs. 3.67 crores (approximately) per annum,
excluding additional cost of storage, deterioration, supervision etc.
The Committec urge on the Corporation and the Government to take
some remedial measures without any more loss of time,

(i) Sundry Debtors and Twurnover

11.7. The following table indicates the volume of book debts und
sales tor the last three years:

(Rupees in lakhs)

‘Total Book Debts

As on considered  considered Sales Percen-
good doubtful tage of
Debtor to
sales
315t March 1966 . 1,114°02 871 6,154°57 18-2
31st March, 1967 . 2,778°79 8- 68 10,148 18 27°5
31st March, 1968 . 3,306-99 18:97  14,123°13 23S

11.8. The Sundry debtors repra;cmed 2,50 months sa:es in 1967-68
against 32, months in 1966-67 and 2;, months, in 1965-66.
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11.9. The following table indicates the details of debts outstanding
for more than one vear as on $1st March, 1968%:—

(Rupees in lakhs)
Government Private
Departments parties
(f) Debts outstanding for more
than 1 year but less than 2
years . . : 9-27 9657
(1) Debts outstanding for 2 years
and more but less than 3
years . . 039 9-67
(#¢) Debts outstandmg for 3 years
and more 313 12 §6

*At the time of [actual verification STC submitted the following
Litest figures: --

(Rs. in crores)

On 1st April, 68 33°26
On 18t January, '69 17°54
Repaid this quarter (ending March °69) . 2-18
On 318t March, ’69 15-36
Less deferred payments not due . 965§
Net due 571

1110. The Committee are perturbed to note the value of doubtful
debts has gone up from Rs. 8.7 lakhs on 31st March, 1967 to Rs. 18.97
lakhs on 31st March, 1968. They are also concerned to find that the
percentage of debtors to sales has gone up in the years 1966-67 and 1967-
68 as compared to the year 1965-66. They would urge upon the Cor-
poration to take effective measures t0 recover the outstanding debts.
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11.11. The table below indicates the gross profit, net profit after taxa-
tion and the net profit before tax earned by the Corporation in the last

10 years,

(In crores)

Year Turn- Gross % of Net % of Net % of

over Profit Gross Profit net Profit Profit

in Profit after  profit before  before

crores taxation taxation taxation
in crores in crores

1958-59  35°95 333 92 134 37 2-82 78
1959-60 42-82 313 73 1-41 33 2:65 62
1962-61 69 381 59 1° 44 22 283 44
1961-62 77°39 3-80 49 2:02 26 364 47
1962-63 86.81 523 6°0 I°41 -6 430 19
1963-64  §5°998 348 6.4 0" 60 "1 2-22 3'9
1964-65 40° 46 181 10" 4 174 37 477 o2
1965-66 61°55 5°20 86 159 26 424 69
1966-67 10143 4-86 48 087 09 2°34 2:3
54

1967-68 141°23 11°67 826 231 1-64 767

11.12. The Committee during evidence pointed out that the $.T.Cs
percentage of net profit from the year 1967 had ranged between 0.9 to )
3.7 and had in fact gone down from 3.7 in 1958-59 to 0.9 in 1966-67 and
asked whether this percentage of profit of a trading concern like S.T.C.
was not too low? The Chairman, S.T.C, stated that in fact, this was
the whole basis of pricing policy. It was for the first time that expen-
diture of the Corporation had gone down over previous years in spite of
the escalatior: of 8 per cent or 10 per cent. The Corporation was bringing
down the expenditure further. But he added that the Corporation had
to perform many services and on some it lost. On many products the
Corporation. being a service organisation, rendered services without
recovering anything from private industrics. He added for example the
loreign offices of the Corporation were at the disposal of privatc industry
also. They did a lot of useful work. The Secretary of the Ministry
during the evidence on this point stated: “The best way to judge the
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profitability will be on the basis of capital employed and not on the
basis of turn-over.” He added that was the ordinary commercial prac-
tice. Expressing his opinion in regard to the profitability of S.T.C. the
Secretary stated, “Govermment are satisfied in relation to dividend and
in relation to capitai employed.” But if the S.T.C. can do better we shall
be happy. He added that profit was a matter of “efficiency of organi-
sation” and “efficiency of purchase”. It was also a question of pricing
policy. Efficiency of $.T.C. could be, he said, judged from the fact that
it had been able to bring down its cost by 6 per cent this year.  As far
as the pricing policy was concerned, it was dictated not by the profit,
but by “Public considerations of policy.” Public considerations soime
times dictated a high level of profit c.g. rayon yarn. On the other hand,
if an item was going into costly production, consideration of public
policy would dictate the loss. For example, on rockphosphate or sul-
phur no private party was prepared to work at per cent commission.
Before the $.1.C. came into the field of these items, private trade had
been charging commission ol 2 per cent and that too “for doing no more

than obtaining a licence from the Chief Controller of Imports”. It was
thus evident that STC was a better buyer.

1113, The Committee enquired whether Government proposed to
sct up any machinery to evaluate the performance of STC tramsaction
by transaction. The Secretary stated it would be difficult to develop
such organisation. It would be set up on business like practice. He,
however, added that Government would see whether they could make
random cross checks of some of the transactions or not.

11.14. The Committee suggest that the Ministry of foreign Trade and
Supply should have a Cell for undertaking a meaningful analvsis of the
periodical reports which are received from the public undertakings under
their charge with a view to focus attention on significant developments
requiring Government direction. This would enable Ministry to keep
not only contemporarious watch over the working of the undertakings,
but also initiate corrective action, where called for.

11.15. The Committee were also informed that in 1966-67 STC paid
dividend of 10 per cent on Rs, 2 crores of capital employed. In the
vear 1967-68 there was an increase in dividend from 10 per cent to I5 per
cent. The Corporation capitalised Rs. 2 crores, in 1968-69, to reserves
and increased the capital from Rs. 2 to Rs. 4 crores by issuing bonus
shares. It was added that on the new capital of Rs. 4 crores dividend of
15 per cent was proposed to be maintained. It stated further that it was
for the first time that the STC declared an interim dividend.
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11.16. The Committee appreciate the efforts of the Corporation 10
improve its financial position by issue of bonus shares and by capitalising
reserves. The Corporation have been able to enhance the percentage
of dividend from 10 per cent to 15 per cent in 1967-68 and has declared
interim dividend in current year, which are welcome features. The
Committee hope the Corporation’s financial position will continue to

improve,

New DELHIL G. S. DHILLON,
April 26, 1969. Chairman,
Vaisakha 6. 1891 (Saka). Committee on Public Undertakings.

894 (Ai) LS.



APPENDIX

Summary of Conclusions/Recommendations of the Committee on Public
Undertakings contuined in the Fifty-first Report.

S No. Ref, to para
No. in the
Report

I 2

212

-

Summary of Conclusions/Recommendations

3

The Committee agree that in a2 mixed economy the
STC would best discharge its role as an ‘efficient
catalyst, a developer, and pace setter’. The Corpora-
tion ghould also conduct its affairs as to earn the con-
fidence of trade. Whether in public or in private sector.
by adopting a helpful attitude towards all engaged
in common endeavour of boosting up India’s deve-
loping cconomy. The Committes note the assurance
given by the Secretary, Ministry of Foreign Trade
and Supp!l', that ‘STC has not, cannot and will not
overstep its functions’ The Committee would also
like the STC to examine carefully the criticism made
by various interestgs about its working.

The Committee find that the STC is satisfied with its
present trading activities. a2 view that they (Com-
mittee) are unable to share, Considering the large
organisational set up of the Corporation and the
capital cmployed by it, the present share of STC in
the country's trade is only 3 to 4 per cent. More-
over the value of exports made by the Corporation
in 1967-68 has fallen by Rs. 7.5 crores in comparison
to the exports of the previous year (1966-67).

The Committee are of the view that the Corporation
should enlarge its share in country's export trade.
Apart from making concerted cofforts to protect its
past level of export, the Corporation should try to
hoost it up and give preference to develop new
flelds of exports The Corporation should fix up an
annual export budget for itself and strive to adhere
{0 the target. The Committec note that the Corpora-
tion has introduced a regular and continuous consul-
tation with trade backed by re-organised foreign
offices to provide as service bases to Indian Industry
and hope that they would continue a sustsined effort
to increase export of new items and to new areas.

The Committee note that a trend in the improve-
ment of the STC export effort is in evidence (as per

90
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3.21

3.27

335

provisional figures of 9 months) and hope it will be
followed up.

The Committee agree that canalisation is no doubt a

question of policy which Government was only com-
petent to decide. They; would, however, suggest that
the canalisation of import of a commodity through
STC may be done if it serves the public interest.
They would also stress that before canalisation of
import or export of commodities was decided upon
all the important factors including the capacity of the
Corporation should be taken into consideration, They
recommend that after canalisation is decided upon,
the Goverment must exercise vigilance to see that it
served the purpose for which it was undertaken.
The Committee would also like that the reasons
leading to the decision for canalisation of import or
export should be made public so thai the traders be-
longing to Public and Private sectors were fully in-
formed of the Government’s intention and no room
for misunderstanding was left in the minds of public.
The Committee feel that after canalisation through
STC has been decided by the Government, greater
responsibility devolves on STC to ensure that users
requirements were met satisfactorily, regularly,
promptly and at competitive rates.

During evidence before the Committee it was men-
tioned that Indian goods exported to certain East
European couniries got diverted to West European
countries. The Committee trust that Government
would take necessary steps to ensure that this type
of re-export is ‘limited to the extent that is incidental
to international trade’ and is carried out with the
knowledge of Government,

The Committee note that the imports from East
European countries have increased from Rs, 46,19
lakhs in 1965-68 to Rs. 115,83 lakhs in 1967-68 and
exports to those countries have gone dcewn from
Rs. 30,99 lakhs in 1966-67 to Rs. 23,57 lakhs in 1967-
68. The Committee feel that this suddan set back in
STC’s trading activity with East European countries
has produced considerable imbalance in the imports
znd exports and deserves prompt Investigation by
the Corporation. More vigorous and concerted
efforts are needed on the part of STC to increase
Tndian exports to East European countries and also
to explore new markets in that area for the various
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338

343

3.4

3.31

semi manufactured and manufactured Indian goods.
The Committee suggest that the Corporation should
ensure that the country obtains the appropriate price
for itg exports and does not have to pay bhigher
price for imports from East European countries,

They appreciate the setting up of a ‘Buying Com-
mittee’ for the purpose of taking decision -in respect
of purchases of the Corporation with reference to
available resources, price, timing etc, and hope that
this Committee would alsc ensure that the country
gets best price for exports and makes purchases of
standard quality and specifications at the most com-
petitive rates.

The Committee note that STC has been able
explore markets for the export of Railway Wagons,:
but they arc concerned to find that supplies in res-
pect of Hungarian and South Korean orders were
delayed. Nom-adherence to time schedule for
delivery of goods may affect international goodwill
affecting the Corporation’s exports to new overseas
markets,

The Committee feel that till such time as the
manufacturers have acquired adequate experience of
manufacture of sophisticated engineering equipments,
it would be advisable to keep some margia of time
in reserve for future contracts. For existing com-
mitments, the Corporation should spare no pain; to
honour the existing time schedule, consistent with
the required standard and specifications. They also
feel that markets of developing countrieg in Africa
and Middlc East need be tapped to step up export of
engineering products,

The Committee suggest that the State Trading Cor-
poration should enlist the assistance of the Export
Promotion Councils, leading manufacturer organisa-
tions and make greater use of the fleld services avail-
able to them through their show rooms and foreign
offices and draw up a concrete programme for in-
creasing exports. The emphasis gshould be to increase
the exports in non-traditional items particularly
engineering goods, in which the country has develop-
ed impressive capacity. Servicing facilities, parti-
cularly for engineering goods, should also be arrarg-
wd 80 as to assure the customers of after cgles service.
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3.68

3.69

The Committee note that the complaints of the
Russian users were to the effect “that leather of the
Jndian shoes was not water proof, stitching and work-
manship was poor.” As far as quality of leather and
the water proofing are concerned, the Committee
suggest that the assistance of the Central Leather
Research Institute may be elicited. . The Committee
see no reason why it should not be possible to im-
prove the quality of workmanship with the experi-
ence that the STC and its suppliers had gathered
over the years. The Committee feel that since Russia
offters a potentially promising market for export of
shoes, no effor! should be spared to organise the ex-
ports on sound basis to ensure supply according to
specified quality so as not only to reduce to the
minimum the rejection of shoes Dbut also to win
larger orders.

The Committee are concerned to learn that the
State Trading Corporation propose to go in for a
manufacturing unit for shoes. The Committee feel
that the main objective of the Corporation, as its
name suggests, is trade and normaily it should not
on its own undertake manufacturing activities unless
they were operating in exceptional circumstances.
Moreover, the State Trading Corporation has been
claiming over the years that it provided a much
needed channel for small and medium scale manufac-
turers of gshoes tc market their products, The Com-
mittee would. therefore, suggest that the State Trad-
ing Corporation should enlist the support of Central
Leather Research Institute and also of small scale ser-
vice centres and other related organisations in order
io bring about the desired improvement in the quality
of manufacture. If the Soviet customers insist on
having machine made shoes, the State Trading Cor-
poration should examine how far the existing units
who have experience of exporting quality shoes to
Soviet Russia could be assisted to mechanise their
production through the assistance of other Govern-
ment organisations.

The Committee would like Government to give the
matter serious consideration. As pointed out by the
Committee later in the Report, the experience of State
Trading Corporation in manufacturing line has not
been a happy one.

The Committee regret that the wig trade suffered
set backs and its export performance was no where
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near the estimates. The gquality of exported product
and the performance of the foreign firm as distribut-
ing agents were far from satisfactory and the firm
went into liquidation. The Committee feel the proper
assessment of the firms’ financia] standing and capa-
city to handle the business was obviously ‘not made
before the agreement wag signed, The Committee
ulso feel that the background under which agreement
with the firm was signed, needs to be investigated,
Moreover, STC is a trading Corporation which should
normally refrain from indulging in the manufacture
uf products.

The Committee rccommend that:—

(i) the working of the wig factory should be
revitalized with a view to explore the
possibility of utilising its full capacity and
diversification should be in a related line
with assured market and withcut too much
capital investment and overstafing;

(ii) strict inspection of quality of goods for ex-
port be enforced;

(iii) assessment of fAnancial stability and reputa-
tion of distributing agents abroad be effec-
tively made before entrusting the distribu-
tion work in future.

The Committee note that the Corporation has
attempted to find new marketg by hoiding exhibitions
¢te.. in Finland and hope they would succeed.

The Committee note the efforts made to export
bananas by way of ‘commercial research’ but are con-
cerned over the heavy losses (Rs. 24 lakhs) this
venture has suffered. They agree with the present
thinking of the Government that canalisation of this
item need not be undertaken for the uresent. For the
existing trade, it would be advisable for the corpora-
tion to bring down packing and freight expenses and
ensure export of bananas of specified quality.

The Committee feel that josses ranging from Rs. §
lakhs to Rs. 11 lakhs on a single item of export can-
not possibly be passed over as just ‘promotional deve-
‘opmental’ losses. They would like the Corporation
and the Ministry to investigate into the losses on the
export of 15 items mentioned under para 3.86 of the
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3.100

3.108

3.115

Report to find out real reasons behind them. They
should also devise suitable measures to minimise, if
not eliminate such losses in future.

The Committee note that by and large the Corpora-
tion has been abie to supply the items imported by it
(canalised and non-canalised) at prices not more
than the ruling prices.

The Committee zre not satisfied with the explanation
given by the Corporation for the loss of Rs. 28,78 lakhs
suffered on the import of mercury in 1986-67. They
are unable tc understand that when mercury was
reeded to meet urgent requirements in the country,
its import was delayed as the funds could not be re-
leased in time. The Committee is of the view that the
agreement for such heavy imports snould not have
been agreed to without assuring the availability of re-
quired foreign credit/exchange, ‘The Committee also
feel that the STC should have explored all means to
sece how best they could rctrieve the position in order
to reduce the losses to the minimum. The Committee
suggest that: —

(i) The provision of this agreement should be
thoroughly examined and dcfects or lacuna
noticed should be noted to avoid recur-
rence of such a situation in future;

(ii) The foreign exchange in such imports of
urgently needed items should be allocated
on priority basis and no delay should be
allowed in importing the goods after a con-
tract has been 3igned;

(iji) Price variation clause may be incorporated
in the contracts with international firms
which may be invoked in the event of sharp
variation in price.

(iv) Timely supply of such imported items
should invariably be ensured by the Cor-
poration,

The Committee are unhappy to note that simultane-
ous import of muriate of Potash by two Government
agencies without proper coordination led to heavy ac-
cumulation (1.90 lakh tons) of the items value at
Rs. 7.60 crores besides storage expenses. They regret
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3.136
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that the Ministry of Food and Agriculturc did not cur-
tail its imports in spite of representations made by
STC about the accumulation of stocks.

The Committee hope that the decision tc import
through one agency, namely STC, and with introduc-
tion of Appraisal System for demand evaluation
evolved by the Corporation will obviate unnecessary
accumulation and avoid such a situation in future.

The Committee are concerned to note the widespread

criticism about STC’y handling of the import of Nylon
yarn and that there were also complaints about the
quality of imported yarn. The Committee suggest that
the commodities imported to supplement the indigen-
ous production should only be imported after taking
into account the indigenous producticn,

The Committee are unable to appreciate the Cor-
poration’s view that ‘since there is a high margin of
profit available’ on tallow, with reference te the pre-
vailing market prices for substitute oil, its release
price was fixed ‘with a view to ensure that while the
allottees receive the material at reasorable prices the
surpiug profit available is mopped up by a govern-
mental agency’ for stepping up exports of difficult-to-
sell items, The Committee feel that one of the objects
~f canalising imports through STC is to ensure supply
of raw materials at reasonable price so that the con-
sumer is not adversely affected. They think that in
this case interest of the consumer hag not been pro-
tected, as the high_release price of tallow to soap
manufacturerg was bound to be reilected in the ulti-
mate product. The Committee re..mmend that the
Government/STC should keep its pricing policy of
imported itemg under periodical review with 8 view to
avoid overburdening the concerned industry and
donsumer,

The Committee feel that it is essential for the Cor-
poration to have a sound distribution policy, which
should be subject to continuous review, to see that it
is working satisfactorily. There should be a closer
liaison between the Ministry/Departments, users and
representatives of associations. The Committee sug-




suggest that the Corporation should make sustained
efforts: —

(i) to ensure timely supplies of requisite
quantities of goods;

(ii) to bring down prices, particularly for basic
raw materials for industries working in key
sectors, and

(ili) to gather information primarily about
market condition etc., s¢ that distribution
policy could be modified when necessary.

19 3.9 The Committee note that a regular and. well estab-
lished quality control department did not exist in the
Corporation, STC can earn a name and win standing
as an exporter only by ensuring exvert of guaranteed
quality of goods. The STC being a State owned Cor-
poration, owes greater responsibilicy for enforcing
quality both in exports and import;. The Committee
note that the Corporation has sinca set up a special
quality control department, They wouid, however,
suggest that the STC should take advantage of the
experience of industry and trade associations and
cther statutory Government agencies in taking decision
with regard to quality etc. of the gords to be exported
and imported.

20 6.11 The Committee note that the Corporation is func-
tioning as an intermediary licencing agency with a
view to control distribution of goods at fair and
reasonable prices. The role played by the Corporation
in actual practice should not stany in the way of
speedy clearance of goods and their distribution and
iead to excessive profits. The Cormmittee therefore
suggest that instead of engaging in indirect trade as
an intermediary agency, the Corpuration should en-
large its own independent channe] of trade and allow
the small traders to carry on indepe:ndently,

21 6.12 The Committee find that the Corporation appoints
its associates/agents for its indirect trade after
satisfying itself about their standing, experi-
ence etc. They would, however, lize to draw the
attention in this regard to the following recommenda-
tion of the Public Accounts Committee, contained in
para 1.80 of their 4th Report (Fourth Lok Sabha):—

“The Committee consider that as far as possible,
the State Trading Corporation should

694 (Ai) LS I—18.
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invite public offers s0 as to get most experi-
enced and reliable distributors at the least
margin of profit for the ixrport and distribu-
tion of their goods.”

The Committee regret that the price support
operations (Lemon grass oil, jute, tobicro etc.) were
entrusted to the Corporation for which it was neither
equipped nor had the requisite exgerieace. ‘This was
one of the flelds where Governinent had been experi-
menting through an ad hoc organisation like STC.
The Corporation not only suffered heavy loss (Rs, 63.40
lakhs on lemon grasg and cotton) in those operations
hut also failed to give satisfactory serviec to the trade.

The Committee are unhappy with the decision of the
Government to hand-over such an important operation
(price support operation) to STC without assessing its
capacity and experience. They note that the Govern-
ment have rcalised the need of a stzparate organisation
to deal with the problem and have appointed a Coms
mittee to go into the matter, It i: hoped that the
Government would expedite the decision of the Com-
mittee for setting up of a separatc organisation at an
early date.

The Committee are unable to appreciate why the
Handlooms and Handicrafts Exnorts Corporation and
the State Trading Corporation were saddled with the
responsibility for carrying out price support operations
for Bleeding Madras which hav. resulted in a loss of
over Rs. 61.42 lakhs so far. The Committee consider
that if Government felt that ther: was a case for
affording relief to the Handloom industry engaged in
the manufacture of Bleeding Madras. it would have
been better to come forward with a weli considered
scheme before Parliament and taken approval to the
grant of subsidy in the special circumstances of the
rase,

The Committee nced hardly point out that if the
trade and Government had shown vigilance and assess-
ed properly the trends of demani in the foreign
market, they would not have fou:i themselves in the
unhappy position of accumulation of large stocks with
hardly any export demand.

The Committee would like Government to derive
the necessary lesson from this covi'y lapse &nd ensure
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that the State Trading Corporation or its subsidiary
are not saddled with financial burden: against their
better commercial judgement.

The Committee note that the Corporation has effect-
ed latest improvements in the sale of imported cars by
allowing more facilities to the customers. They would
suggest that the Corporation should introduce better
actioning arrangement to draw more bidders from all
cver the country and should attempt to reduce the
time lag in the disposal of the imported vehicles, STC
may consider raising its percentage of commission on
the sales of such vehicleg from 10 per cent to a higher
figure to enable it to raise morc margin of profits to
be diverted to the sale of ‘difficult to sell’ items.

The Committee understand that the recommenda-
tions of the Reviewing Committez, on the pricing
policy are still awaited. They hope that the Review-
ing Committee would give its best attention to this
subject and formulate its opinion as early as possible.
It need hardly be stressed that cn the pricing policy
dependg the result of the trading activities of the
Corporation,

The Committee feel that export aid to smal] scale
industry Scheme should continue to he with STC as
‘i{ is better financially equipped to provide assistance
to small scale industry and has developed an expertise
in the promotion of exports’ Tha Committee are of
the view that a closer coordination and concerted
cfforts between STC and NSIC are needed to increase
the exports of small scale industry. They fee! that
the reorganisation of EASI division of the STC under-
taken recently is a step in the rizht direction.

The Committee hope that the association of rep-
regentativeg of industry and trade with all the major
rrading activities of STC, as i> proposed to be done,
would help the Corporation to take advantage of views
and experience of the private bodies and thus serve
the interests of both private and publiz sectors indus-
try effectively.

The Committee are happy that the Government
Lave taken such urgent steps to assess the functioning
of the Corporation with a view to reorganise its activi-
tles and its organisational set up and hope that the
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eviewing Committee wilj nroduce very fruittu]
resulits.

The Committee are happy to learn tnat the Cor-
poration has recently introduced a system of prepar-
ing monthly and quarterly report of the activities of
the Corporation and propose *o introduce ‘performance
oudgeting system’. Results of the periodical activiiies
would enable the Corporatian to spot sut the areas
of weakness and suggest prompt remedial measures.
Such Reports, the Committez feel, saculd serve as a
model to other Public Undertakings and they should
udopt ‘management accountancy' in their undertakings
iiso to direct their activities, Apart from this, STC
have enunciated more delegution of powers and have
decided to bring younger maanagers into ‘decision
making functions’. This is a welcome feature,

The Committee hope that with the impiementation
of the suggestions of the Reviewing Committee the
hegional Offices and foreign offices would be organis-
ed into efficient units of the Corporation. The foreign
offices should serve as centros of information and
service agency for the Indian exports.

The Committee are highly disappointed to find that
siores worth Rs. 40.87 crores bave been locked up in
the 1967-68 involving loss of interes: amounting to
Rs. 3,87 crores (approximate!y) per annum, excluding
additional cost of storage, detevioration, supervision
ctc. The Committee urge on the Corporation and the
Government to take some romedial measures without
any more loss of time.

The Committee are perturbed to note that the value
o doubtful debts hag gone up from Rs, 8.7 lakhs on
31st March, 1967 to Rs, 18.97 lakhs on 31st March,
1968, They are also concerned to find that the per-
~entage of debtors to sales hes gone up in the years
1966-67 and 1967-68 as comvared to the year 1965-66.
They would urge upon the Corporation to take eflec-
tive measures to recover the cutstanding debts.

The Committee suggest that the Ministry of Foreign
Trade and Supply should haye a Cel! for undertaking
« meaningful analysis of the periodica] reports which
are received from the public undertakings under their
charge with a view to focus aitention on significant
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developments requiring Government direction. This
would enable Ministry to keep not only contemporari-
cus watch over the working of the undertakings, but
a.sc initiate corrective action, where called for,

The Committee appreciate the efforts of the Cor-
roration to improve its financial position by issue of
tonus shares and by capitalising reserves. The Cor-
puration have been able to eanhance the percentage of
dividend from 10 per cent to 15 per cent in 1967-68
¢nd has declared interim dividends in current year,
which are welcome features. The Committee hope the
Corporation’s = financial position will continue to
improve,
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