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INTRODUCTION

In response to representations received from some State Govern-
ments, particularly from the Governments of West Bengal and Tamil
Nadu, regarding disadvantages suffered by textile mills in these states
on account of high freights paid on raw cotton, the Ministry of Commerce
constituted a Committee in 1973 to examine the proposals for introduc-
tion of a Freight Equalisation Scheme for raw cotton. In its report,
the Committee indicated that after considering the various implications,
it found it difficult to recommend any freight equalisation scheme for
raw cotton. It, however, suggested that when the Planning Commission
undeitook review of the policy of equalising the prices of important
commodities throughout the country in light of the observations
made in the Draft Fifth Plan Document, it might also study the similar
approach for 1aw materials for textile industry as a whole covering items
such as cotton, yarn and other inputs.

The Planning Commission, accordingly, set up, in June, 1975
an inter-ministerial Group under the Chairmanship of Shri $.8. Marathe,
Chairman, Bureau of Industrial Costs and Prices, with the following
terms of reference :(—

() To indicate the existing Freight equalisation policy for steel,
cewent, fertilisers, ete. -

(7)) To suggest the broad principles to be taken into account
in the adoption of the freight equalisation policy, and

(itt) In this background to study the scope and feasibility of
adoption of freight equalisation policy for raw cotton to
encourage the dispersal and balanced development of the
cotton textile industry.

The constitution of the Group is at Annexure I.

The Group met on28th June, 1976 to consider the spade work to
be done for examination of the problem. It again wet on 2nd February,
1976 when the present report was finalised. Thereport is divided into
four parts. Pait I discusses the vaiious issues arising from freight
equalisation policy and suggests broad principles to be taken into account
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in the adoption of freight equalisation policy. The present freight
equalisation schemes and their analysis is contained in Part II. The
proposals for freight equalisation for raw cotton have been examined
1n Part IIT of the report. Some of the members of the Group have
drawn attention to certain special problems relating to some areas and
essential consumer goods which do not directly concern freight equalisa-
tion, but essentially relate to high incidence of freighy for certain geogra-
phical areas. These have been discussed in Part IV of the report.



PARY I
CONSIDERATION FOR FREIGHT EQUALISATION

As an industrial process generally leads to reduction in weight,
the industry as a natural phenomenon emerges at the sources of raw
material. However, there are tendencies to move the location of an
industry away from the sources ofraw material when (i) the output
is such that it has to be produced only where it is required to be con-
sumsd, like construction and (¢) reduction in cost of producing the
output elsewhere than at the source of main input, asa result of various
advantages at the new location arising from lower prices of other inputs,
which exceed the net addition of transportation cost (arising from moving
the inp)ut for a longer distance and saving on shorter transportion of the
output),

2. Thecost of advantagesreferred toabove could bedue toa number
of factors. Firstly, if the “Weight loosing’ in the manufacturing process
is negligible, it might become advantageous to produce the output near
the regions in which demand originates. Secondly, a region might be
offering localisation economics achieved through the process of historical
development of industries in that region, like transmission of skills learnt
on the job, access to the pool of skilled labour, ease of communication
of commercial impulses, existence of common service/facility centres,
com noa facilities, bulk buying/selling and the like. The size of these
azslomeration economies or external economies depends on the size
of the cluster. The sams is true for industrial clusters that might have
developed due to certain other factors. Thus, the regions which, due to
historical factors or the entrerencurship of the local Government/business
community, or even due to inter-linkage technological factors, have
developed themselves as industrial centres, offer considerable cost eco-
nomies to attract further investments. Thirdly, relatively more developed
infra-structural facilities in certain regions would offer reduction in
the cost of production. Fourthly, the local entreprenewiship also plays
an important part in taking investments decisions, Tifthly, the freight
strusture itself plays a part in motivating locational decisions, Tor
example, a high rail tariff rate for the finished product compared to

3
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the raw material would tend to move away the location of industry
from the source of raw material tothe demand centrés. Lastly, industrial
licensing policies and needs for balamced regional development play an
important part in looational patterns.

The factors enumerated in this paragraph are only the reasons
which can explain the historical processes determining location. Not all
these factors or policies lead mecessarily to optimal locations.

3. A policy frame for freight equalisation need to be considered in
the context of industrial development and industrial planning at the
regional level in the Indian economy. Two points niay be noted at the
beginning. Industrial development is not the only instrument and per-
haps not even the most important instrument for regional development
in the Indian context. Thus for employment generation the question
of viable agro-based planning may be considered as an impoitant one.
This is not to deny, however, that industry has some significance. The
industrial sector has played an important role in the modernisation of the
national economy and even in the period 1960-61 to 1973-74 its rate of
growth in output, in the organised sector as shown by the (SO’s index of
industrial production is 5-5 per cent compound per annum, which makes
it a leading sector. Organised industrial prodaction is, however, at
considerable investment cost and this indicates that considerations of
social efficiency of the national economy should be primary in terms
of policy requirements. The second pointto noteis thatfreight equali-
sation 1s itself only one out of many policy measuzres which may be
considered for the purpose of fostering industiialisation along desirable
lines. Public sector investment, industrial, licensing policies, priorities
in term lending institutions, provision of infrastructure, research
support policies and fiscal policies may be thought of as important
instruments which can be used to guide both the rate as well as the pattern
of industrialisation. Many of these policy instruments can be operated
differentially across states and f{reight equalisation is only an additional
instrument in thiscontext. The question forthe policy makeristo choose
relatively efficient instruments, to move along the desired directions.

4. The framework of policy regarding the 1egional aspeets of in-
dustialisation can be indicated in terms of general principles such as the
pursuit of objectives of the realisation of dynamic social efficiency
principles. However, such geneial statements by themselves are not
of great help in the evaluation of suitable measures for practical decision
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making. Thus it is perhaps important to note the special features within
which industrialisation has taken place in the inter-regional context in
India so that the policy framework can he outlined in the historically
determined context. For this purpose we propose to give a brief out~
line of the inherited nature of the industrial economy before Indepen-
dense followed by a review of the developments that have taken place
subsequently. Iinally, we propose to demarcate the features of a policy
framework within which the question of freight equalisation can be
suitably considered.

Industrial Economy on the Eve of Independence

5. Gadgil}, Buchanan?, and relying on them Malenbaum?®
and Daniel and Alice Thorner® have outlined the salient features of the
Indian Economy to forces of international trade, the simultaneous
opening of internal transport arteries, expansion of primaiy production
and the subsequent development of raw material based industries such
as cotton textiles and plantations. These descriptive studies pinpoint
the narrow locational base of each industiy primarily around port towns
and the raw material supply centresS. Recently Bhagwati and Padma
Desai sum up the histozical record of industrialisation by the statement
that : '

“Indeed it is dubious whether despite the andoubted growth
and diversification (however limited) o1 enterprise and
industrial investment through the nineteenth century and
the indisputable prosperity of burgeoning centres such as
Bombay and Calcutta the overall impact on the Indian
Economy was not anything more than perfunctory.”

The industrial expansion due to the impact of the World Wars and
tarifl protection, particularly on industries like cotton textiles, iron

1 Qadgil, DR, The Industrial Bvolution of India 4th Ed, Caleutta; Osford University Press
1934, .

* Buchanan, DH, The Development of Capitalistic Enterprises vn  India, reptit, Ionden;
Frank Cass, 1968, B

3 Malenbaum, W, Prospects for Indian Devgopment, London ¢ George Allin and Unwin,
1062 :

4 Thorner, D and Thorner A, Land and Labour in India, Bombay : Asin Publishing Hounss,
1967, Ch. 5—17. .

8 Op, ¢it.,, Gadgil, Cha. 2 and 8
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and steel, cemens, paper and sugar is wéll-known. However, the following

quote from the first CMI adequately sums up the situation before In-
dependence : -

“the three major provinces (West Bengal, Madras and Bombay)
ascount for 68%" of the total factory strength. Rice mills
accounted for 319, of the factories, general engineering for
21%, and vegetable oil mills for 119;. These thiee industries
in which the factories are generally small, accounted for
63% of the factories in the 29 industries.” *

‘General engineering factories accounted for 7-25% of the aggregate
industrial employment in 1946 while the proportion was3-19%, in 19292,
Many of the general engineering ‘factories’ were in fact repair shops.
Malenbaum comments that :

“After allowing for the expansion of service facilities and in coal
output needed for the railway system, there was littleevidence
of industrial diversification. While each large textile
factory was soon surrounded by a large number of machine
repair shops these remained small scale makeshift enterprises
and again nor did the advent of steel give 1ise to a modern
machine building industry3,

‘Regional Aspeets of Industrialisation since i,udependence

6. Organised industrieshavebeen given a special focusin the planning
processin India. This has meant that they have been the leading sector
of the growth process. In the decade of the 60s the organised industrial
sector grew to a compound rate of 99, per annum in the period of the
Third Plan, 1-5% per annum in the Annual Plan period and 4-5%, per
annum in the Fourth Plan period, giving a compound annual growth rate
of 5-5%,, per annum in the period 1960 to 1973. The Fifth Plan proposes
to accelerate this development. Within this overall yate of growth, many
regions of the economy, which had not inherited significant industrial
systems in the colonial economy have hy now established fairly diversi-
fied industrial systems. At the end of Third Plan ithas been estimated

! India, Government, First Census of Manufaclures, Indiz, 1948, Vol. I, Ministry of Industry
and Supply, Dte. of Industrial Statistics, New Delhi, Manager of Puhlioations, 1949, p. 7.

ICMI, sstimates for 1946 and Gadgil for 1929, op. oit., p. 274,
% Op, cil., pp. 153-54.
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that Maharashtra, Tamil Nadu, Mysore, U.P., Madhya Pradesh, Punjah,
including Haryana and Himachal Pradesh, West Bengal and Delhi were
in that oider the industrially most diversified States of India. Thus
indastrial development had led to considerable pockets of diversified
development, in addition to the development around port based towns
before Independence. :

7. It may also be noted that in fact there is evidence to suggest
that industries grew in spatial clusters, Thus for example a detailed
analysis of the regional aspects of industrialisation for the year 1965
suggests that amongst others the following industries tended to grow
through space in simultaneous clusters :

(@) Food processing machinery, other electrical machinery, metal
products, conveying equipment, electric motors, steel, strue-
tural fabrications §

(b) Mining machinery, wagons and passenger coaches, pipes and
tubes, other non-electrical machinery, castings and forgings,
construction machinery, office machinery, electric fans, jute
machinery and refrigerators, water coolers and air condi-
tioners j

(¢) Artificial silk fabrics, chemical machinery, textile machinery,
other textiles, dye-stuffs, cotton yarnand textiles.

Thus it can be argued that in the regional context, industries have
tended to grow with certain amount of ordering behind them. It can be
clearly seen that () and (b) are engineering based clusters. However,
they are not associated with the growth of the iron and steel industry.
This is a feature which has continued up to date as shown later in this
Report and may be explained by the policies towards freight equalisation
in iron and steel. Cluster (c) is that of a textile based group of indus-
tries. :

A Policy Frame

8. The considerable industrialisation since Independence has,
therefore, led to important regional effects. However, the purpose of
policy has to be to orient future development along desirable lines.
There is much to be said for the proposition that given the cost of indus-
trialisation in a poor country, principles of dynamic social efficicncy
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should be the guiding factors for industrial planning through spaces
I efficient industrial investment decisions, in terms of social costs
would lead to therate of cutput and savings growth being lower and would,
in turn effect the growth of the poorer regions of the national economy.
The purpose of the historical analysis was to show that the market
itself, given a distorted reoeived economy does not necessarily provide
the correct indicators for investment decisions. However, the contrary
principle that has to be emphasised is that such costly decisions have to
be guided by considerations of long range economic benefits in relation-
ship to the social cost of the use of investible resources. This does not
mean that the needs of less developed regions should be ignored. TFirst,
it has to be recognised thet if industrial opportunities are looked at in
terms of social cost perhaps, many disadvantaged regions, which may
not be candidates for investments according to the indications given by
current market prices, do in fact emerge a3 candidates for industriali-
sation programme, on account of the resource advantages that they pos-
sess. The fact that Central Public Sector investments in the past have
concentrated in areas such as Bihar, Orissa and Muadhys Pradesh is on
account of such considerations. Second, it has also to be recognised that as
regards balanced regional development, the challenges lie in the area of
employment, agricultural planning and public works, However, it re-
gards the planning of industrial investments in the organised sector, the
following may be stated as general principles with a certain amount of
validity : .

(i) Prices of commodities and rates for services should reflect
real costs (including real interest and foreign exchange rates)
at the place of production and the place of conswnption.

(%) Prices of homogenous goods should be the same at given
location without regard to origin and should differ from loca-
tion to location by the marginal cost of transportation if
the commodity is transported and at most hy that cost if
not transported between two separate locations.

(¢i) The present discounted value of net returns from the invest-
nent at the optimal location should be larger than or equal
to the.present discounted value of the net returns from the
same nvestment project computed for any other location
(basing the computation on real costs and interest).
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The violation of these principles results in wasting resources and
in diminishing future savings and growth potential. The above princi-
ples require for their application the solution of long-term optimal inter-
regional industrial development plan, Such a plan does notexist at
present and, therefore, one moay regard them only a providing general
guidelines for selection of policy, based on whatever analysis can be
made with easily available data and on qualitative considerations impli-
ed from the above.

9. However, a few features may be noted from the above discus-
sion. In general, a specific regional solution to investment decisions in
the industrial sector can be justified only if a particular region of the
national economy can be shown to have certain real economic cost
advantages, analysed in social cost terms. Thus temporary disabilities
on acocount of historically received disadvantages such as the lack of
agglomeration and other economies, can beremoved through well designed
measures of industrial policy relating to issues such as public and private
investments, infrasturcture provision, as also fiscal and perhaps freight
policy considerations. Second, it has to be noted that since the provision
of transport is a real economic cost, in terms of rankings of policy instru-
ments, investments and other instruments rank higher than policics
which tamper with decisions to transport commodities through space
on primarily economic considerations.

10. Besides freight equalisation for raw materialsand intermediate
products, there has also been demand for introduction of freight equali-
sation for essential consumer goods. The Committee on Essential Com-
modities and Articles of Mass Consumption under the chairmanship of
Shri Mohan Dharia, in its report submitted in December 1973, had re-
marked that ‘“Backward areas always suffer for lack of communication,
Transport charges are always a heavy burden over the poor people in
such areas. It is, therefore, recommended that as far as possible, prices
of essential articles and commodities, including inputs, should be the
same for the whole of the country. Transport charges should be equitably
spread so that the people residing in backward areas are not further
‘penalised for want of transport facilities”, Recently some of the States,
particularly in the North-Eastern region of the country, have also re-
. presented that heavy transport charges have substantially increased the
prices of essential consumer goods in these states, and that there was a
need to introduce freight equalisation in order to equate the prices of
essential goods for consumers in various parts of the country.
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11. Thereisa forcein these arguments. Peopleresidingin those arens
where transportation is costly due to lack of development of communi-
cation facilities, or due to geographical fuctors, shou.ld not be pen-
alised through high price of essential commodities. It is, however, im-
portant to ensure that freight equalisation schemes for esser_xtml consumer
goods, if introduced, should be capable of bringing benefits to the con-
sumer and should be administratively feasible, It seems that freight
equalisation schemes would be beneficial only if they cover those con-
sumer goods as satisfy the following conditions :—

(<) The item should be of essential and mass consumption nature;

(i) It should be an important constituent of the consumption
basket of an average citizen, especially of the weaker section

of population;

(#41) Freight should account for a substantial proportion of the
final consumer price in inaccessible areas;

(tv) The items should be subject to perfect market and stable
prices so that the benefit of freight equalisation is actually
transmitted to the final consumer.

A number of commodities would satisfy the above conditions. The
items on which freight equalisation has been proposed are kerosene oil,
vegetable oils, soap, salt and pulses.

12. It is, however, important to ensure that the freight equalisation
for consumer goods is administratively feasible. A freight equalisation
scheme can generally apply only on rail transportation. If, however, an
item is of mass consumption nature, a large part of it would be concumed
inthe villages, and a substantial part of the freight for the final consumer
would be in the form of road transportation by truck/cart. It is adminis-
tratively difficult to cover such transportation under freight equalisation
arrangements, unless the item is marketed by a monopoly public sector
agency. Thus, freight equalisation can be considered on such commo-
dities for which public distribution arrangements do exist onlong term
basis, or are introduced due to various considerations.



PART 11
ANALYSIS OF FREIGHT EQUALISATION S(HEMES

Freight Equalisation Schemes

13. At present, {reight equalisation schenes are operated in ense of
pig iron, stecl, cement, petroleum products and nitrogenous fertilisers..
The schemes are operated through establishments of self financing funds/
accounts through which excess amounts paid/short payments on despatch
of the items as compared to the equalised freight are paid or credited
as the case may be. The Railways receive freight charges at the normal
tariff rates andassuchdonot incur any losses on account of these schemes.
The weighted average expenditure on freight based on the expected lead
distances and the corresponding tariff rates are estimuted in advance
to be added to the ex-fuctory prices and to provide bases for operation
of freight equalising funds, Whereas there are specific fricght equalisa-
tion. funds in case of iron and steel and cement there is & joint pool for
fertilisers which finances equalisation of freight as well as of sale price
based on payments on domestic purchases and imports of nitrogenous.
fertilisers. The freight equalisation schemes generally cover rail freights,.
though they have been extended to cover transportation by road, spe-
cially where rail transport facilities are not available and road transport
is costly. For example, in case of iron and steel, all despatches to parties
in Imphal, Kohima, Agartala and all destinations located on the National
Highways between Pathankot, Jammu, Srinagar and Anantnag, Tle
Railway freight upto destination rail station plus transportfout agency
charges ave also adjusted from the equalisation fund. Similarly, in case
of despatches to Assam by rail-cum-river route, the rail/river freight and
handling charges are adjusted from the fund. In case of cement, the des-
patches made by road are also reimbursable from the fund on the basis
of graded rate structure. For all destinations for hill areas like Simla,.
the freight reimbursement is given upto three times of the distance by
rail. Tor destinations in eastern areas of Assant, & dump has been created
at Jogighopa where bulk movement of cement is affected by rail and fur-
ther movement is done by road, and freight reimbursement is given upto-
150%, of the corresponding rail freight, -
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14. The freight equalisation scheme for petrolenm products, which
-was introduced in 1969, is rather limited in its scope. At present there
are 9 refinery ex-storage pricing points in the country and 4 secondary
pricing points at ports. These 13 points are fairly distributed over the
country. A consumer is entitled to purchase petroleum products from
any prieing centre which is nearest to him. In case of any imbalance in
supply from a pricing ceutre, the consumer purchases the items from
other centres, but the excess freight that becomes due as a result of
purchase from a distant point is charged through a pool, which is financed
by a freight pool surcharge of Rs. 15 per kl/tonnes levied on all the
petroleum products. The cost of transportation from the nearest pricing
point upto the actual consuming point has, however, to be borne by the
consumer concerned and its incidence varies depending on the distance
‘between the pricing point and the consumption point.

15. Besides the officially managed freight equalisation schemes,
freight equalisation is also undertaken by variousindustries/manufac-
turers in their own interest so as to capture national markets and/or to
eliminate competition. Under such arrangements, list prices are fixed/
quoted on f.o.r. destination basis. An indicative list of some such items
is at Annexure II. Itisnotnecessary thatthe totalsales ofthese products
is on equalised freight basis, as only some of the manufacturers might
be fixing their All-India f.o.r. destination list prices. For example, in
case’ of cotton textiles only well-known mills which have established
brand preference for their products follow this policy, whereas a large
number of less known mills, or those who have not been able to establish
identity for their products, sell their output in wholesale markets, and
distribution from this point onwards is subject to freight charges as
might be applicable depending on the destination.

16. In certain cases, prices are controlled by Government and are
determined on f.o.r. destination basis. Drugs and controlled cloth are
two such examples. In such cases, the average freight actually paid by
the manufacturers during a base period, suitably adjusted, is added to
the ex-factory prices to determine the f.o.r. destination uniform selling
price under the control scheme.



13

Railway freight Structure

17. Partial freight equalisation is also undertaken by railways
through freight structure. The equalisation is undertaken on two fronts
{7) through telescopic freight by which short distance traffic subsidises
long distance traffic, and (i¢) through differentiated freight on various
commodities, though this differentiation is not necessarily to subsidise
freight on more essential commodities, but is mainly based on commercial
principles and differences in costs of transportation.

18. For the purpose of goods tariff, commodities have been classi-
fied under 29 classes, and the freight rate varies from commodity to com-
modity according to the class to which it belongs. The base scale corres-
ponds to class 100, and the other classes are expressed as percentage
-of the hase scale. The 29 classes range from 32-5 to 150, and the actual
freight rate for a class is determined as percentage of the basic scale .e.,
100. Again the telescopic freight structure provides that the average
freight rate per km goes down progressively as the distance increases.
‘This arrangement has, therefore, an inbuilt adjustment by which long
distance haulage is subsidised by short distance haulage. The base scale
{for class 100) rates at different distance ranges are shown below:—

Freight Rate Index No.
‘Distance (Kme.) - { Paise per km per
quintal)
1—40 . N . . . . . 326 100-0
41—100 . . . . . . . 1-82 558
101=250 . . . . . . . 1-31 40'2
251—500 . . . . P . 1-14 35-0
501—800 . . . . . . . 1.07 32-8
go1 1200 . . . - . . 1-0I 31-0
1201—1800 - . . . . . . . 090 27.6
1801—2400 . . . . . . . 0-68 20-9
24013000 . . . . . . . 0-45 13-8
3000 and over e e s . . . 028 8'8

It would be noted that compared to the freight rate on distance upto
4) Km. the freight rate for haulages for 1000 kms. is only one third,
and is less than one-tenth for haulages beyond 3000 Kms.

M/B(D}189Dof PQommission
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19. Besides the basic rates, the freight is subject to certain sup-
plementary charges as well. The present freight rates including sup-

plementary charges, for goods in wagon load, for certain classes,
distance ranges, sre shown belowi—

* {Ra. per tonne)
Classes

Distance (Ems) r~
36 40 45 60 87-6 100 115 160
1—40 . . 7-8 85 $3 1.8 158 176 200 25-2
96—100 « . 123 137 151 193 270 306 34T 445
'291—300 . . 23-1 25-¢ 28-8 376 63-2 604 69-1 89:3
491—500 . . 32-¢ 388 410 6537 7T8-8 87-3 99-9 129-4
691—700 . . 433 490 548 719 103-2 UTS 1346 1746
976—1000 . . 56-6 84-3- 719 946 1364 155-3 178-1 231-2
1076—2000 . %2 1071 126'0 158-8 230-1 262-4 301-2 301-9
2951—3000 . . 1172 133-6 149-8 108-5 287-9 328-5 377-3 4011
3951—4000 . . 1202 1473 105-2 219-0 317-8 362:7 416-8 542-3
4051 —5000 . « 412 180.0 180-6 239-5 347-7 396-90 458.9 5935

VL
Nora :—Thess rates urd sxolusive of additional supplementary charges laviabls on goods traffic
{with cortaln exodptions) with effect from1.4-1076, attherate of 59 for traffic booked
apto and inaladiva of 500 Kms and of 109, for distanocea beyond 500 Kms.

It would be seen that when distance of haulage increases from 40
KEm to 4000 Km or by 100 times, the freight charges increase by 16 times
(for class 35) to 23 times (for class 150). Similarly rates for class 150

are 32 times (for shortest distances) to 4-2 times (for long distances
the rate s for class 35 commodities.

and



15

20. In 1974-75, the average freight per tonne earned by the Railway
wasRs. 50-35and theaverage lead was 699 Kms. This shows thab
average freight was paid by commodities in classes 46—50. The com.
modities have been classified under different tariff classes on various
considerations including their specific characteristics such as heavy
weight, volume, inflammability, value etc. The goods tariff classi-
fication for certain essential commodities, is indicated below:—

Goods Tariff Itermn

Class

32:5 Oil Cakes

33 Wheat, rice, jowar, bajrs

37-6 Paddy, pulses, soal )

40 Salt (other than for ohemical industries), Sugarcans

42-3 Domessic Coke, Hard Coke, Iron Ore

43 Ohamiosl manures division ‘B*, Balt for chamisal induatries.

475  Qur, Manganeso ore, sand, limestone, dolomite

526 Cement, Soda ash, Chemioal manures division *A’

53 Pig Irom

57-6  Agricultural implements

169 Sugar, Khandsari, papor, books, Newsprint, bamboo, waed

83 Edible Qil, Stes] Ingota, Lead ingota.

70 Soap, kerossne Qil, Jute (pressed), diesel oil, liquid fuel

15 Battery eells, Hides and Skins, ziine, ingots, sleatrio motors, alluminiom ingots and
sloots, machinsry other shan sleatrioal

83 Hurricans Lantern, drags, gunny and hesian oloth.

87-5  Vanaspati, Cotbon Cloth, covton raw (pressed) Iron and Steel itema

93 Madicines, tea, ooffes, Mica, orade oil, industrial alochol, wood taw (pressed), colours,
and dyes. .

10 Footwoar (lenther rubbar), bicycle tyres and tubes, stationsry, Jute (unpreased), hides
& skins (tanned) syathetio and rubber manufaetures, elaotrio fans

103 Wool raw (half prossed) glassware, Sulphurio acid

116 Sefoty matohes, cotton raw (unp d), petrol, lubricating oil

It would be noted that the essential items are distributed among
various classes, and the extent of subsidisation of freight of such items
would be rather limited, It is the telescopic freight structure that pro-
vides relief on long haulage.
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Incidence 0! Freight

91. The incidence of average freight rate on the various items, in-
oluding those covered by the Freight Equalisation Schemes, vary consi-
derably ranging from almost nil to over 609 of the price of the pro-
duct. The following table summarises the position for the items under
the Freight Equalisation schemes as well as some other major product
for which rail freight data are available for the year 1973-74.

22. It would be noted that the average incidence of freight in case
of item covered by freight equalisation schemes range from about 5%,
in case of urea, to 219, in case of cement and pig iron. However, there
are also some items for which freight equalisation schemes do not exist
where the incidence of freight is quite significant, the most important
item being coal, In case of this item the average freight in 1973-74 was
Rs, 23-66 per tonne as compared to the ex-colliery price of Rs. 43
38 per tonne for Grade A and Grade I coal giving a ration of 55 and
62%, It would also be noted that the average lead distance is not necess-
arily longer in case of those items covered by freight equalisation schemes
as compared to the other items. Thus, in 1973 -74 the average lead for
cement and fetiliser was of the order of 635-7563 Kms. but in case of
pressed cotton, aluminium sheets, paper rubber products cotton manu-
factures, tea, soap and soda ash, the lead distance ranged between 1200—
1800 Kms; it was as high as 2600 Kms, for raw rubber.

Average Wholesale Avorago Avorage
o) freight Pprice as froight as fead in
Tiom poid in in Oct. 73 per cent of 1973-74
1073-74 {Rs. tonne) wholesale (Kms),
(Rs, tonne) Pprice
(1} (2 (3) 4) {5)
-, | ]
o -
1. Preight Bqualised Itema—
1. Pig Iron
{a) Basio Pig Iron (Standard) 88-00 410-00 210 1017
{6) Foundry No. 1 . . 515-00 16-7 1017
2, Bteel
{a) Mild 8toel . . . 133800 87 1017
(b) Sheets (Black H.R.) . 1471-00 8:0 1017
{c} G.C. Shecta B . 117:00 2360-00 5-0 1017
(d) Btruoturals e . 1195-00 98 1017
(¢) Bars ond rods exoluding
flate 14 mm . . 1201.04 87 1017
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m (2} 3) (4) {8)
3. Comont . . . 48-16 22452 21-4 836
4, [ortilizor (Uroa) ' ' 40- 00 87800 4-0 763
IL. Dther ltama— '
G. Conl
{#) Grade A . . . 23-56 4320 545 802
(6) Grade-1 . . . 35-09 618 602
0. Suger . . . . 72-52 2485-40 29 963
7. Sugarosno . . . 536 80-10 80 47
{UP minimum price)
8. Aluminium {Sheet) . . 117-78 8610-00 1-4 1217
9. Whito printing paper . 86- 06 2060- 00 3-4 1782
. {Broad gauge)
10. Soda sk {light) . . 69-40 801-00 71-8 1343
11, Rubbor crude and yaw . 21014 5000-00 * 4-2 2001
12, Rubbor products . 149-08 1750:00 * 09 1365
13. Cotton menufactures and
othor price goods . . 158- 08 16000 00* 10 1373
14, Ton . . . . 166+ 00 8000 (0* 2-8 168D
L. Hoap . . . . 9921 B8UL0- 0O* 1-7 1234
16. Cotton ( Pressed B 140 34 8009 00" 1+8 1492

*{Indiontivo price}

23. The main effcet of freight equalisation schemes is to reinforce
the resource hased character of the ‘weight loosing’ industries and to
ofter protection to the industries using the freight equalised inputs that
are located far away from units manufocturing them. An attempt
has been made to estimute the extent of such protection provided by the
freight ecualisation schemes for fertilisers, iron & steel and cement for the
consuming units established at different distance ranges of lend dis-
tances, The potential benefit of equated freight of raw cotton aceruing
to the cotton textile industry in different regions hos also been estimated.
The details may be seen at Annexure. III. The muin results are sum-
marised below., These conclusions, however, need to be treated as ten-
tative due to vurious reasons; they are only broad indication of mag-
nitudes,

(i) Freight cqualisation in case of fertilisers reduces the intensity
(nt which profits are maximised) of application by about 0-2
kg of ammonium sulphate at the distance of 250 kms from the
source of supply, the dose renwnins unchanged at a distance
of 500 kms; but it gradually increases with the lead rising
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to nearly 1-3 kg at & distance of 2,000 kms. However, even
at this distance, this additional application of ammonium
sulphate is equivalent to only 1% of thedose. This shows
that the net effect of freight equalisation on intensity of
applications is not quite substantial even at long distances.
Moreover, the actual fertiliser application in different areas
depends on adequacy of supplies and ability of the
farmers to mobilise adequate finance and other comple-
mentary inputs like irrigation, pesticides, high yielding varie-
ties, ete.

(#3) Five selected groups of steel consuming industries have been
studied. The results show that even for steel intensive
products like structurals, the benefit of freight equalisation
1s positive only for leads exceeding 1,000 kms and would
be just about 2:6%, of the price when the lead distance is
2,000 kms, In case of high value added products like
machine tools, the freight equalisation benefit is only
0-39%, of the price for leads in excess of 2,000 kms.

(i%%) The impact of freight equalisation on cement and steel
on construction costs is more or less the same for commercial,
residential and industrial buildings. The construction cost
1 reduced slightly only at a lead of 750 kms; the decline
in costs is of the order of around 6%, when the lead distance
is 2,000 kms.

(7v) For construction of industrial steel structures, freight
equalisation raises costs upto the lead distance of 750 kms.
There is a slight reduction in construction costs when the
lead increases to 1,000 kms and the reduction in costs is of
the order of 2- 5%, of the outlay for a lead of 2,000 kms.

(v) The potential benefit of freight equalisation on cotton tex-
tiles is quite small, Tt is positive only for leads exceeding
1,600 kms and works out to 0+5%, for a lead of 2,000 kms.

It has not been possible, however, for us to examine the effect of

freight equalisation on location decisions in terms of the impact on pro-

fitability, since the required data is not easily available. However, in

general, even low differences in prices and costs can have some times

fairly aignificant impacts on profitability differentials, which of course

are the ultimate determinants of location and investment decisions for:
profit maximising entrepreneurs.
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24. The following table shows the despatches of cement during
1974 under the freight equalisation scheme :—

Transpor:ation of cement in 1974

{Lakh tonnes}
From To North  East West -South  Total Despatohes
to
other
regions
North . - 20-8 —_ 03 — 21-1 0:3
Eaat . . 1-8 210 —_ i 22.7 1.8
Weat . 13-6 2-6 26:3 0-7 - 421 16:8
South . 3-0 1-2 12:0 347 50-8 16:2
Total . 391 24-7 316 35-4 1367  35°1
TRecoipts from other
ragions 18'3 3-8 12-3 0:7 351 _—

25. It would be noted that out of the total despatches of 137 lakh
tonnes in 1974, intra-regional despatches accounted for 102 lakh tonnes,
‘Of these, only about 25 lakh tonnes were moved for distances beyond
the average lead, requiring freights more than the average of Rs. 41-1
per tonne, The inter-regional despatches were of the order of 36 lakh
tonnes, bulk of which were for longer distances., In all, 58 lakh tonnes,
representing 429, of the total despatches, were for longer distances,
which would have benefited from the equalised freight. The extent of
benefit, however, varied, depending on the distance involved. The
following table shows the tonnage of cement moved as per frequency
distribution of the advantage, measured in terms of the percentage excess
of actual freight than the equalised freight:—

Exoees of actual over the aﬁerago Lakk tonnes
{reight (per cent)

——m g

0—5 . . . . . . . . e . 53
5—10 . . e e . . 18:0
10—-20 .- . v s N .. 8-2
20—30 , . .. . . 118
30—70 . e 2:5
70—80 . . . 51
80—100 . . . 06
Above 100 . 6:9

F
|

Total

=
o
o
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Out of 58 lakh tonnes, as much as 43 lakh tonnes bencfited by less.
than 309, of the equated freight, About 69 lakh tonnes, equivalent
to 5%, of the total despatches of cement, benefited by more than 1009
of the equalised freight.

Lead distances an;l Originating Tonrage

26, Data on quantities of freight equalised items transported
by rail are available for 1973-74. Such data, together with that for
raw cottons are summarised below to indicate the average lead distances,
proportion of quantities carried beyond the averagelead distances, and
the originating tonnages for the year 1973-74. :

Raslway lead distances in 1973-74

Lead distance  Proportion carried  Originating tonnage
Km. beyond lead dis. {lakh tonnes)
tances (per cent)

Iron and Steel . . . 1017 b4 92-8
Coment . . . 038 38 100-2
Fortilisers ' . 753 38 53-2
Coal . . . . 562 40 473-8
Cotton presssd . . 1492 51 1-0
Cotton unprossed . . 770 ) 26 0-6

It would be noted that among freight equalised items steel is sub-
ject to long haulages. Again more than half of stael is transported to
distance beyong the average lead, compared to less than 409/, in case of
the remaining twoitems. Tonnage-wise as well steel accounts for
" 9-3 million tonnes, compared to 10 million tonnes of cement and 5-3
million tonnes of fertilisers.

27. It would also be noted that cotton (pressed), which is not subject
to equalised freight, is moving much longer distances on an average,
more than twice the average leads for cement and fertilisers and about
50% more than in case of iron & steel and a larger proportion (more than
half of the originating tonnage) is transported to distances beyond the
average lead, as compared to less than 409, in case of cement and fer-
tilisers. Of course, the ahove data would not give a correct picture in
regard to cotton, as quite a large proportion of cotton is transported by
road, and only such quantities are transported by rail as have to move
long distances.
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28. In this context, the following table showing the availability
of the above items (production plus imports) and originating tonnage-
on rail in 1973-74 (and also in 1966-67) may be seen :—

1006-87 1973.74
s A b T - A -~
Avail-  Origina. Yroportion Avail. QOrigina. Preportion
ability  ti of availa. ability ting tra-  of avail-
(lakh traffio bility {lskh flie (lakh ability
tonnes) (lakh trans. tonnes) tonnes) {rans.
tonnes) ported rted
by rail g; roil
(per cent} {per cont)
Iron and Steel . . 119-8 97-8 81-7 115-8 92-8 88-2
Cement . . . 111-0 88-9 80-1 147.0 1002~ 682
Fartiligars . . . 452 351 8:0 81-8 [53-2 86-0-
Coal . . . . 709-0 462.9 85-3 812-0 472-8 58-2
Cotton . . . 10-4 47 45-2 11-2 44 40-2

29. It would be noted that only 409, of cotton is actually moved by
rail; and the rest is transported by roads, perhaps for short distances.
In case of the three freight equalised items, however, almost the total
transportation except to places not connected by rail, takes place through
rail. Even when the transportation by road in competition to the rail
would have been economig, the rail transportation would have been re-
sorted to in view of procedures for operation of the freight equalisation
schemes. Only in case of cement where the freight equalisation scheme is-
also open for road transportation that only two/thirds of the trafie
is carried by rail. It is, however, possible that the above estimates of’
proportion of availability transported by rail are on the high side, as it
would be possible for an item to enter originating tonnage more than once
particularly in case it is not sold directly by the manufacturer to the final
consumer but has to be moved initially to either the distributor, or the.
regional warehouse, and then to the consumer,

30. Comparison of the originating rail treffis for 1966-67 and 1973~
74 shows that in case of steel and fertilisers, the proportions moved by
rail have increased during seven year period. Rail transportatiou has gone
down in case of cenient but that is mainly due to liberalisation of the
scheme to cover transportation by road as well. However, in case of the
two items, cotton and coal, for which freights are not equalised, the propor-.
tions of transportation by rail has gone down. This is alsotrue forrail
transportation of manufactured goods in general. Whereas index of
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industrizi production shows an increase of 329} in industrial output
between 1966-67 and 1973-74, the tonnage (of manufactures) carried by
Railways remained almost un-changed—29-0 and 28-5 million tonnes
respectively in the two years—showing reduction in the proportion
<arried by Railways,

31. Since freight equalisation schemes offer uniform prices to the con-
sumers located in different parts of the country, it would normally result
in increasing the average haulages, In this context statement at Annex-
ure IV showing the average distance by which different commodities
have been transported and average freight rates since 1960-61 may be
seen. The following table sgmmarises the data.

Avorage lead distance Rates per tonne Em (paise)
Kms,

A, A
—  f N

1960-61  1966-67 1873-74 196061 1966.67 1873-74

Tren and Stesl [ 897 958 1017 b5-99 8856 B8-12
Csment . - . - 377 468 835 4-72 5-39 8-29
Fertilizers . . . 875 753 472 6-29
-Coal . . . . 593* 540 562 2. 58 312 419
Cotton (pressed) . . 1182 1492 8-80 6-44
Cotton (unpressed) . . 1088 770 861 11-70
Overall goods traffio . . 5681 5§78 686 3-87 471 7-18

It would be noted that between 1960-61 and 1973-74 the average
lead distance increased substantially, by nearly 70%, in case of cement
-and by 46%, in case of iron and steel as compared to only 229%, on an ave-
ragefor allrail goodstraffic. Datafor fertilisersareavailablefrom 1966-67
only; between 1966-67 and 1973-74 the increase in average lead for fer-
tilisers was rather moderate, being of the order of 11%,. In case of raw
cotton (pressed) which is not subject to freight equalisation scheme, the
average lead distance also increased by 359, between 1966-67 and 1973-74;
it is, however, important to note that the lead distance for unpressed
-cotton has gone down substantially between the two years, wiz.,, from
1086 kms to 770 kms, or by 29%,. Moreover, 60%, of cotton is transported
by road for relatively short distances. On overall bases, therefore, lead

*for 1082.43.
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distance for cotton would not have gone up substantially. Similarly
in case of coal, another important item outside freight equalisation scheme,
the lead distance has shown only marginal variations since 1962-63. The
data analysed by the Committee on lead distances in relationship to freight
equalisation policies, suggests in & fairly marked manner that the freight
equalisation policies of the Government have had an effect in increasing
the real transport costs to the economy and also by subsidising freight
encouraging locations of activity at points where they might not have
sprung up without such policies. )

32. The distribution of traffic originating with railways in respect of
hmportant items for the year 1973-74 according to the distent range may
be seen from the following table :

(in per cont)

Distance Kms (Average lead) Ironand  Cement Chemical Coal Row Raw
Steel Fertilisers . Cotton Cotton

{pressed) (unsmu-

ed)

(1017) (636) (183) (562) (1402} (770)

1—240 . . . . 10-0 17-8 15-0 43-3 06 385
241—499 . . . . 13:9 312 26-0 13-3 3-8 23-1
500—799 . . . . 9-8 27-3 248 14-9 14-0 15-4
8001299 . . . . 27:9 16-6 17-8 18-5 14:8 15-4
1300—1899 . . . 30-8 47 15-2 7-7 46-8 7.7
1900—2399 . . . 79 1-5 1-0 2-1 11-8 —
2400 and above . . f 08 1-8 02 . 02 82 _

Total . 100-0 100-0 100-0 100-0 100-0 100-0

It would be seen that the range of the bauls varies from product to
product. Substantial proportion of trafficin cement, coal and raw cotton
{unpressed) wasin the nature of short and medium distance upto 500
Kms, On the other hand, about 58% of the despatchesof iron & steel
were moved for 800—1900 kms and an equal proportion of fertilizers
were hauled for 500—1900 kms; similarly about 479, of cotton (pressed)
was transported for 1300—1900 kms and almost 95%, over 500 kms.
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Dispersgl of Industries

33. The main effect of freight equalisation schemes would normally
be to move the production of the item nearer the soruces of raw material
on the one hand, and to disperse the location of the consuming units on
the other. Data on iron & steel and fertilisers has been examined in this
context, It, however, needstobe emphasised that freight equalisation is
not the only factor responsible for dispersal of consumption. There can be
a number of policies which either support the above trend or arrest them
with the result that the net effect can, in some cases, be different than
what an individual instrument is expected to achieve, -

34. There is some evidence to suggest that the pattern of use of iron
& steel has undergone 2 change in the recent past. The data on despat-
ches of saleable steel at Appendix V show that the share of each of the
5 States near the major steel plants (West Bengal, Bihar, Assam, Orissa
and Madhya Pradesh) was less in 1973-74 than 10 years earlier, though
the extent of reduction is rather limited being 6-2%, of total supplies
in the country, However, it would be noted that the share of some of
the other major steel using States, particularly Maharashtra and U.P.,
has also gone down somewhat, This shows a dispersal of the steel using
industries not only away from the States in which steel plants are located,
but also from some sther major users of steel. The change in the pattern of
consuniption of iron and steel has naturally resulted into changes in the
share of different States in production of various engineering items.
The decline in the share of West Bengal in the engineering goods sector
during these years has been dramatic. On the basis of data available
from Annual Survey of Industries the Committee has witnessed marked
changesin the share of certain States so far as tle engineering industries
are concerned. For example, in the case of steel castings industry the
share of West Bengal has witnessed a marked decrease. Likewise in the
railway wagons industry the share of Maharashtra and West Bengal has
decreased considerably during the period 1963—1970. This decrease in.
the share these States has obviously meant an inerease in the share of
other States. The factors which have brought out these changes are many
and complex. It would not be correct to conclude that this change in
regional pattern of produetion is only due to freight equalisation schetnes,

36. Share of different States in the production and consumption
of nitrogenous fertilisers is shown in Annexure VI, Annexure VI shows
a number of merging trends. Firstly, the production of fertilizer is now
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more widely dispersed than earlier. Consequently production has now
moved away to such States which have the potential for consumption as
well as the resource base. Rajasthan, Bihar and Orissa accounted for
over half of the production of fertilizers in 1966-67 but share only 8%,
of the all-India consumption; the share of these States in 1974-7%pro-
~ duction had come down to only 79%,. Other Stateslike UP and AP, which
consume Jarge quantities of fertilisers, have been able to increase their
sharein production. However, there are some States which consume
substantial quantities of fertilisers but have not been able to attract the
fertiliser industry due to lack of natural resource base. Relatively low
despatches for long distances may also beseen from the following table
which showsshare of different regions in total despatch of freight equa-
lised fertilisers (Urea, Ammonium Sulphate and CAN) during 1974-75.

Por oont to total dospatohes

Doapatohod Contral East North = South -  Wesb Total
From To

Contral . ., 20-8 2:2 0-9 - 30 . 260
Enst . . . . 12 20-4 — 0-1 — 21-7
North . . . 69 —_ 50 — 10 13-8
South . . . . -— 2:7 — -6 9-0 23.3
Waest ' . —_ — — —_ 148 14-9

Total : 28-6 25'3 48 11-7 21-6 100-0

36. It would be noted that only 27%, of the fertilisers is transported
intra-regionally, that too mainly in neighbouring zones. Contrary to this
conclusion, data in para 34 shows average lead for fertiliser increased by
119, during 1966-67 to 1973-74; that is so because Railway data includes
imported fer tilisers as well as fertilisers other than those which are sub-
ject tofreight equalisation.

87. The following conclusions may be drawn from the foregoing ana-
lysis :

(2) Freight equalisation is not limited to officially administered
schemes (i.e. pig iron, steel, cement and fertilizers) hut is
being implemented by a number of industries/manufactures
in their own interest, and is also built into some of the price
control schemes. ' '
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(#%) Incidence of freight in case of the administered schemes varies
from 469, in case of fertilizers to 219, for pigiron; however,
the incidence of freight is also quite high for items for which
freight is not equated—it is as high as 56/62%, for coal, but
varies between 4 to 8% for other essential items like
sugarcane, soda ash and raw rubber. :

(#%%) The aveiage lead is much longe: or some other essential items
like cotton cloth, tea, soap, soda ash, aluminium and rubber
than the items covered by freight equalisation schemes.

(tv) With the exception of perhaps cement, freight equalisation
schemes appear to be only marginally effective as a device for
reducing the competititve disadvantage of unfavourable
locations. Even when the lead is more than 2,000 lm, the
price advantage as a result of freight equalisation is only 1%,
for smmeonium sulphate, 0-3%, for machine tools, 2-6%, for
structurals and 2-59 for steel structures; it is only in case of
construction cost that freight equalisation for cement and
steel reduces the costs by 6%, for lead distance of 2,000 k.

(v) Even in oase of cement, comsumersof 609, of cement des-
patched in 1974, subsidised the consumers of remaining 409,
despatched to longer distances—in fact it was only 109, of
cement that would have paid 139, more of the equalised
freight, and only 59, which would have paid double the
equalised freight.

{vi) In caseof freight equalised items, the proportion of production:
transported by rail has increase since introduction of the
scheme, Simultaneously the average lead distances of majority

of these items have increased considerably during the
periud.

(vii) The share of States around major steel mills in the total"
consumption of steel seems to have gone down during the
past decade, Consequently theengineering industry presently
is more dispersed than earlier.

(viit) Fertilizer industry has shown a tendency to regional
dispersal inspite of freight equalisation, A number of factors.
would be responsible for this trend.



PART III
FREIGHT EQUALISATION OF RAW COTTON

38. There are regional imbalance between production and consumption
ofrawcottonin thecountry; asaresult some of the regions paiticulaily,
Punjab, Haryana and Gujarat have emerged as surplus States, whereas
Tamil Nadu, West Bengal and U. P. are the net importers of cotton,
Spindle capacity with consumer base has also been set up in varjous
States like Assam, Bihar, Orissa, West Bengal, Kerala and Pondicherry
which do not grow cotton: In this connection, the following table showing
regional share in production and consumption of raw cotton may be geeng:

Por cent shares

Production of cotton ~ Consumption of  Surplus Cotton

in 1972-73 ootton in 1973
1. Gujarat . . . . 25-5 . 18-3 +T1-2
2. Maharashtra . . . 19-¢ 25-4 —5.8
" 8. Punjab . . PN 18-7 co25 - 416-7
4, Haryana . . . . 78 - 242 e . ‘468
5, Tamil Nadu . . ' . 60 s 16-7 - . ‘187
6. Eamataka . . . . 79 e
7. Madhya Pradesh . . . 81 . 449 v Cyrg
8, Rajasthan . . . . 53 . 3-8 - N . 1T
9. Uttar Pradesh . . . 07 59 —&2
10. West Bengal . . . . — 58 —58
11. Andhra Pradesh . . . 2-1 2.9 . —0-8
12, Qthers . . . . o7 T-5 88
Tota! . 1000 100-0

39. Cotton textileshas a wide consumer base. Most.of the States, have
therefore, set up spinning capacities. Nevertheless with four €Xceptions,.
the spinning capacity is concentrated on cotton growing States, The
inter-state movement of cotton, however, accounts for 409, of the
total cotton production in the country which enters into the rail traffi;
of this about half have alead distance of more than 1400 kms, Moreover
theinter-regicnal movement of cotton does notdepend only ondeficits.

27
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but also on cotton mixed used, Even surplus States do import certain
varieties of cotton nov locally grownso asto produce required counts of
yan.

‘Iccidence of Freight on Raw Cotton

40. Cotton accounts for a large proprotion in the market piice of
cotton cloth. However, the proportion vaties from mill to mill depending
-on the prices of cotton actually paid, quality of cloth, extent of processing
and distribution arrangements, The BICP study of cotton textile industry
in 1973 showed that at the then cotton prices, cotton accounted for
652—60%, of the ex-factory prices of grey fabric, Contribution of different
element in fair prices for grey fabrics was as follows:

In Rs, per kg, of grey fabric

Element of the cost.

Group of Cotton Count of " Cotton Spinning  Weaving Retarn  Total Per cont ©
Yarn share of
’ ’ Cotton
) . . . . 485 0-96 1-83 0-42 8-06 60-1
I o » . . . 522 1-12 2:18 0-49 g-01 67-9
ur . . . . . 5-68 1-50 2-72 0-58 . 10-48 54-2
IV « . . . -10 1-78 3-10 0-60 11-62 52:2
V s &+« 7-09 1:97 3-52 073 13-22 52:0
VI & . . . 7-82 2-26 3-77 0-81 14:66 653-4
-

41. If the cost of processing which ircludes eslendering, bleaching,
dyeing, printing, mercerising, sanforising, finishing ete. are taken into
account, the proportion of the cost of cotton in the finished eloth will
correspondingly decline to even 30—35%,. And if marketing costs of
25—30% and excise duty are also taken into account, the proportion of

cotton costs would go down to 20—25%, in case of printed/sanforised
-eotton cloth.

42. Freight charges on raw cotton vary from mill to mill depending
on the location of mills, place and terms of purchase of cotton, Generally
cotton purchased is made through agents on spot delivery on F.O.R.
basis. Spot price includes payment on acount of transport, sales tax,
octroi, brokerage etc, upto the marketing centres. For outstation pur-

-chase wills bear freight and transport chazges for bringing cotton to their
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godown. The mills looated in cotton growing areas, therefore, have
lower incidence of freight on cost of cotton than those located away
from the growing areas. Since terms and markets of purchase are not the
same even the mills stationed at the same place, freight charges vary
-considerably from mill to mill. '

43. Incidence of freight and transport chargesin cost of cotton in cer-
tain selected mills taken up by the BICP during the investigation of cotton
textiles is givenin Annexure VII, Thedatarelatesto 1970-71. It would
be seen that incidence of freight and other transport charges wexe lower
in Ahmedabad mills than in mills at Bombay, Porbander and Indore,
Ahmedabad mills paid freight charges at Rs. 220 per quintal,
Bombay mills at Rs. 5-51, Porbander mills at Rs, 19-25 and Indore mills
at Rs, 28-31. Since mills procured different varieties of cotton - from
different placesand at different terms, thefieightcharges varied evenamong
mills located at the same station, Ahmedabad mills generally purchases
cotton loeally and, therefore, enjoyed freight advantages, Since 20 FSG
cotton is grown in Punjab, Manjushry mills at Ahmedabad had to
pay Rs. 20 per quintal as transport charges on this variety., The
wide variation have also been noted in fransport charges for the same
variety of cotton used by mills at the same station; thisis due to difference
in terms and market of purchase, In general, the freight accounted for
about 0-4—5-0%, of the cost of cotton for different mills. On an average
rail freight, accounted for 1-8%, of cotton cost in 1973-74. N

Cost of Cotton in Production of Cloth

44. Cost of cotton depends not only on the freight on its movement,
but on 2 large number of other factors as well. Various cotton textile
mills adopt different system of purchase of cotton. Some mills purchase
inlocal market orin big cotton centres like Bombay and Ahmedahad
through commission agents/brokers. Other make their own arrangement
for purachse of cotton from the growing areas. Agents/representatives
of some mills collect samples and send them to the mills before finalising
the deal, while others make on the spot purchases on the strength of their
experience and visual observation., Quite a number of mills make pur-
chases through inviting offers from traders/agents. Some mills have their
own ginning and pressing factories and buy kapasinstead of cotton. Some
mills buy more than their requirement, and trade in cotton. Top manage-
ment personnel of some mills are connected in one way or the
other with cotton trading firms, or ginning factories. Some of mills
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belonging to large industriel houses have arrangement for centralised
system of cotton purchase which, no doubt, enhancetheir buying power,
A financislly stronger mill, therefore, takes full advantage of market
conditions as it can wait till it finds market price to its advantage,
Wealker mill on the other hand may be working from hand to mouth,
and may haveto bein the market all the time and pay high prices.

45. Lack of standardization of different varieties of cotton is also
responsible for imperfection in cotton market. Varicties of cotton grown
in different areas have different fibre properties. For & given variety,
quality /staple length and grade ney vary from arca to area and even
froma lottolot. The quality of cotton is generally ascertained by physical
varification rather than on scientific basis. Thus the prices of the same
variety may vary according to the judgement of the bayers.

46. The differences in purchase price of cotton naturally results
in wide variation of cost of cotton in the cost of some count of yarn manu-
faotured by mills. Besides differences in purchase prices, the differences
in costs of cotton may be due to certain technical factors like condition.
of machinery, efficiency of working and optimality of cotton mix. The
BICP investigation of cotton textile industry (1973) showed that the
cost of cotton perkg. of yarn eommonly spun by 30 milis for which compa-
1able data was available varied upto 309, asmay be seen from the
following frequency distribution ;—

Count of Yarn Number of mills for which the cotton coats arc jn oxecss of the Jowest costs
upto the following percentage range. :

¢ 1-5%  5—10% 10159 15—209, 20—30% Above

14 1 1 2 3 —_ 4 1

20 . . 1 2 1 2 1 _ —_
22 . . 1 — 2 — g 1 —
24 1 1 3 2 — — -

b2 I . 1 - 3 5 _ 1 _
30 1 - 1 4 1 1 —
60 1 — —_ — —_ —_ 3
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47. It would be noted that the model range of deviation from the
minimum costs for the same count was 10—~15%, and the median cost
difference was 11%, above the minimum. Of the 54 cost figures, 15 exceed-
ed the median by therange of 11—209%, and'7 ‘by the ra,nge “of 21-—30%, )
The freight element, which was varied upto 5%, and averages to 2%, was
thus only one out of a large number of factots responsible for differences
in cotton costs of different mills.

Price Fluctuations

48, Cotton prices fluctuate violently from season to season, from
month to month and even from seller to seller and buyer to buyer in the .
same market. Maharashtra and Gujarat are the two principal cotton pro-
ducing areas. The Maharashtra Cotton begins to arrive in the market in
October-November. Gujarat Cotton follows duringthe nexttwo months.
Cottons from the other parts of the country also start movingin. Asa
normal seasonal phenomenon, cotton prices should tend to move down
till January—March and increage therealter by about 2%, per month as
carrying cost. But inreality this never happens, In many years, the prices
remain very high and even move up during the production season depend=
ing on speculabmn regarding output, demand and future prices. During the
last four season the variation between maximum and minimum monthly
average of index number of wholesale prices of raw cotton ranged between
46—56%,. The seasonal fluctuations of monthly average of index number
of wholesale prices of raw cotton during the cotton seasons 1966-67—
1974-75 may be seen below:—

1981-82 10,
Cotton Season Moximur monthly average Minimum monthly  Percentage
—_— . average ©Xcons O
(Scpt.—Ang.} mazimum
over
minimum
Index Month Index Month

1068.67 . . . . 138-0 Juiy. 126:8 Qotober 5-0
1067-68 . . . ., = 1609 Deo. 120-0  Septembar 24.7
1008-08 R . . . 173-0 Aug. 164-0 Fobruary 11'9
108970 . . . . 104:8 ; July. 161:2. November 20+ 8
1870-710 . . . . 252:8 Jan. 1827 Bsptomber 28.3
197172, . . . . 2488 . Bept. 168:6 June 55-9
107273 . . . . 2720 Aug. 174-4 September 56-9
197374 . . . . 897-0 Aug. 27146 Sgpumbar 46+ 2
974.76 . . . 410'9 Bopt, 278-4 Jane 476

(Sept. -—Iuna) -
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49. Besides wide seasonal fluctuations, there are sipnificant variation im
prices paid by themillsfor the same variety at the sanie time due to imper-
footion of cotton market. Based ondata colleoted during the BICP investi-
gations, Annexure VIIT gives data on prices paid by different mills fop
three popular varieties of cobton {Digvijay A, CO2 and L 147) in Feb. *70
and June *70. It would be noted that the lowest and highest prices paid
by the millsin the month of February ranged between Rs, 4568—593 per
quintal for Digvijay A, Rd. 602-=536 for CO2 and Rs, 501—603 for L 147:
similarly in June *70 they varied between Rs. 508—610 per quintal for
Digvijay A, Rs, 500—616 for CO2 and Rs, 485—583 for 1,147, Thus margin
between lowest and highest prices paid by difierent mills in the same
month was ashigh as 20—29%,. Even the prices paid by the same mills
for the same variety in the same month varied significantly, For
instance, purchase price of Manjushri Textiles ranged Rs, 468—560 for
Digvijay A in February, 1970 giving a margin of 209,. Such large varia-
tions were partly due to price fluctuations during the month and partly
due to differences in qualities of cotton, termsof purchase and purchase
airangements, It was, however, noted prices varied by even 59, duringa
single day. :

b0, The proposal for freight equalisation for raw cotton needs to be
considered inthelight of the foregoing analysis and the consideration as
indicated at the end of part IL. -

in_ this context, the following points may be specifically noted :

(#) Catton bextiles is an essential items of mass consﬁmption nature
and therefore any scheme for equalisation of freight on raw
cotton would contribute towards equalisation of the prices of
cotton temtiles among various consumers in the ecountry.

- -(74) However, the market for cotton textiles is highly imperfect.

There are a large number of varieties of cotton cloth: the

" marketing margins vary widely from place to place, from

market to market and even in the same market from one

consumer to another or from one variety to another. Under

the circumstances, it is doubtful if any benefit from the

equalisation on Taw cotton will be felt at the consumer stage
unless that benefit this substantial. R
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(m) Cotton market itself is lughl}* lmperfect and subject to various

()

pulls, pressures and spequlatmns Ps} chology and expecta-
‘tions of traders , growers andmills play a vital Tole in . deter-
mining prices resulting into an 1mperfect market situation,

_The prices under such ciroumst ances do fiot move in a ational
“and consistent manner. ..Thus the fluctuations in prices of

raw ootton have been as high:as 509, during a 12 month
period price paid by diﬂ'er'eﬁt‘mills during the same month
varying upto 309, and eyén.by_t-}:l%: same mill upté 20%,.
Besides the prices of raw cotton, the cost of cotton for the
same quality of yarn varies from mill to mill depending on
the management eﬁioiency‘, conditions of machinery and
other technical factors. Thus the cost of cotton for the same
count of yarn varies upto over 309%,.

() On the other hand the incidence of freight on movement of

cotton from one region to another is not in excess of 4-59%,
of the eost of cotton even for long haulages and would be less
than 1% in most cases, The freight equalisation which

. can reduce the cost of cotton in areas far removed from

~ cotton growing areas by only 1-2% cannot, therefore, be

an importent factor to enoourage settmg up of textile
industry in those areas.

(vi) Prices of inputs of textiles other than 1aw cotton very from

State to State. There are particularly wide variations in

-eosts of utilities and wages.

{vi7) Administration of freight equalisation of raw cotton is also

likely to pose a number of problems. Only 40% of the
cotton production is moved by rails and the balance is moved
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by road. Unless there is monopoly purchase at the growing
‘areas, freight equalisation can hardly be implemented. More-
over cotton is grown on farms. It is subject to large
number of specifications which cause criss ¢ross movement
depending on variety of cloth required to be produced in a
mill. Under these circumstances, freight equalisation can
hardly be satisfactorily administered.

51. Under the above circumstances, any freight equalisation scheme
for raw cotton would be inadvisable.



PART IV
TRANSPORT SUBSIDY

52. The proposals for freight equalisation for essential consumer
goods have been discussed in paragraph 10—12 of Part I. These po-
posals specially refer to the high incidence of transportation cost of
essential goods consumed in inaccessible/backward areas. Attention
has also been invited to similar difficulties faced by small-scale units
situated in similar areas.’ The problem in regard to the high transporta-
tion cost arises mainly under the following circumstances :—

(¢) The consumption centres/smallunits are far removed from the
rail-head

(%) The consumption centres/small units are situated in hillyf
inaccessible areas and road transport is relatively costly,

(vi7) Transportation to specifio parts of the country is under-
taken in & costly mode as & result of Government decision,

The above special ciroumstances impose inequitable costs on con-
sumgers/industry, Solution, however, does not lie in introduction of
freight equalisation scheme on all-India basis, asonly a small proportion
of consumers are involved, What in fact is required is subsidisation of
such high transportation costs, Subsidy can be financed through a
number of means specially the following :—

() Public Exchequer

(22} Cesson production/consumption of theitem concerned through-
out the country.

(#%) The surcharge on rail freights on the item concerned.

(¢#v) Limited public distribution arrangements so that exzcess
transport cost is equitably distributed in limited areas.

53. Though the subsidisation of costly transport in limited areas
is not one of the terms of reference on the committee, nevertheless, as
the problem has often been raised in the context of freight equalisation
the committee deemed it fit to bring these proposals to the notice of the
Government fot their consideration. -
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54. The Industrial Policy Resolution, 1956 stresses that essential
infra-structure facilities like supply of power and water transport facilities
and rawmaterials aresteadily madeavailabletotheareas lagging behind
industrially so that disparities of development between different regions
are progressively reduced. Over the last decade or so & number of State
Governments have talen up schemes for industrial development of
backward areas and also set up industrial development corporations.
Besides, certain  incentives relating to octroi duty power and water
rates etc, are offered by most States for promotion of industries in
backward areas, Accordingto adecision takeninFebruary,1973in the
implementation of licensing policy the Government will ensure that
licence decisions confirm to the growth profile of the Plans and that
techno-economic and social considertions such as balanced regional
development and development of backward areas are fully reflected.
There are 246 districts spread over the various States and UTs which

- have been declared backward areas and are eligible for concessional
finance. Out of these, in 102 areas/districts the Centre provides an
outright graut or subsidy on fixed investment. While the scheme was
announced in August, 1971, the rate of subsidy has been raised since
March, 1973 from 109; to 169, subject to & maximum of Rs. 15 lakhs
for industries taking effective steps on or after March, 1973. Again,
out of these 246 backward areas, 92 are covered by the Rural Industries
Projects. ’ . ‘

]

56. Under the Transport subsidy scheme, subsidy is given by the
Centre equivalent to 529, of the transport costs of industrial raw materials
as well as finished products between certain specified rail beads and
the location of new industrial units and the exXisting units undertaking
substantial expansion or diversification. This subsidy is applicable to
the industrial units (barring plantations refineries, and power generating
units) both in the public and private sectors and also cover small,
medium and large scale industries. This subsidy is applicable to the
following States/Union Territories. - :

1. Jammu and Kashmir
2" Assam

3. Meghalaya

4. Nagaland

5. Manipur

6. Tripura
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7. Arunanchal Pradesh
8, Mizoram ' )
9. Himachal Pradesh
10. Hilly districts of U.P.
11. Andaman and Nicobar Islands
12. Lakshadweep.

56. The transport subsidy is obviously applicable to very limited
-areas mostly confined tothe sub-Himelayan region. In order to provide
:adequate facilities forgrowth of industiiesin backward areas all over the
«<country. -Government might consider extension of the transport subsidy
to another backward districts, specially those which are not connected
by rail. Although séveral other facilities are available in these back-
‘ward areas yet one of the major impediments is lack of cheaper irans-
port, Many of these backward arees are not connected by rail and con-
sequently the transport costs are high, Many of them have got local
resources which cannot piroperly exploit as transportation costs for.
marketing their products in areas where the products can be sold are
_prohibitive, Similarly in certain areas small units might be set up to meet
local demand though raw material may have to be transported from
other 1egions. Transport subsidy on finished goods for resource based
units and on raw material for consumer demand based units in
backward districts will go a long way in dispersed growth of industries,
‘particularly in the small scale sector and thus be an important step in
meeting one of the aims of the Industrial Policy Resolution, 1956 to the
effect that disparities in the level of development between different areas
are reduced and the industrial base, specially in the small scale sestor
becomes more broad based. Initially the scheme might be operated for
certain selected items of raw material/finished goods which are important
from the point of view of cost structure, and for which freight subsidisa-
tion would be useful to offset locational disadvantages.

57, The analysis by the Committee in general tends to suggest
that Freight Equalisation by itselfisnot a optimal policy for achieving the
ohjectives of the balanced regional development or even that of balanced
industrial development in socially optimal manner, In view of this, a
rationalised system of location based on comparative advantages of
different regions will need to beevolved overa period of time say a decade
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orso. For sponsoring a particular type of industrial activity at specific
location mieasures like licensing, fiscal and other incentives rather than
generalised polioies of transport subsidy should be the major considera~
tion. The aim should be to phase out the withdrawal of freight equalisa-
tion scheme over a period.

Essential Consumer Goods

58. Certain essential commodities and items of mass consumption
like salt, soft coke, edible oils, vanaspati, laundry soap, pulses, kerosene
oil, eycle tyres and tubes are being sold at higher prices at places which
are not well covered by therailjroad transport than isthe case in well
connected and easily accessible urban and rural areas. These areas are
‘in particular which suffer on aceount of high transportation costs are in
the whole of sub-Himalayan region and certain other backward areas.
like Andaman and Nicobar and Lakshadweep. From the view pointof
equitable social justice and welfare of the poorer sections of the society it is
extremely important that essential commodities and items of mass
consumption are sold throughout the eountiy at more or less the same
price. Inany ocase, it is highly inequitable to make people in areas
like North-Eastern Region, parts of Himachal Pradesh and J & K
State or A & N Islands to pay much higher prices. The main reason for-
such a higher variation in prices is the high rate of incidence of transporta-
tion costs. '

59. Salt, being a hasic necessity for every man, should be available
to every body at almost the same price throughout the country. But
salt is sold in North-Eastern parts of the country at prices which are
a few times higher than the price paid by a consumer in Delbi, Patna or
even Calcutta. This is due to two main factors :—

(¢) High road transportation costs in hilly and inaccessible areas;
and

(i) Because of Government’s decisions, due to heavy pressure on
demand for wagons to rationalise transport of salt from
Western coasts to Calcutta and of coal from Calcutta to.
Western coasts by using coastal shipping which, otherwise
was uneconomic to have one-way haulage of coal from
Calcutta region to Western region. '
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Cost of coastal shipping has also- increased recently due to increase in
-prices of fuel oil and port handling charges which have further added to-
the cost of salt adversely affecting the consumersin the North-Eastern
region. This will further aggravate the situation when Haldia port goes
into operation. The consumersin all the North-Eastern States may
then have to get theirsalt requirementsonly through Caleutta. Thefollow-
ing table shows the comparatively high cost of transportation of salt
by coastal shipping as compared to salt moved by rail upto Calcutta.
Upcountry consuming centres in north-eastern regions will have to face
additional cost of rail transportation from Calcutta, if they are to be
supplied salt by coastal shipping through Calcutta.

Por Bag of 756 Kg.
(in Ra.}

From Gondhidham  From Tuticorin
A A

al

" "Bymil Byship Byril Bysbip

1. Originsting Price (FOR/FOB) . , . . 5-62 562 Gos 727
2, Transport . . . . . N 760 702 7:62 6-30
3. Incidentals (Stevedoring Port, insurance) . . - 2:63 - 2-53

Total . 13:12 1517 13.60 1619

60. In the case of other essential commodities and items of mass
consumption the problems of freight are of same nature as is the case
with that of salt. Perhaps more so beoause many of them do not pass
through the organised trade and transportation as is the case with salt.
Some such essential commodities are soft coke, edible oils, vanaspati,
kerosene, pulses, laundry soap. Perhaps inall the sub-Himalayan areas,
A & N Islands, Lakshadweep and some other backward areas pay much
higher prices for these essential commodities and other items of mass
consumption than is the case with their counterparts elsewhere in the
country.

61. There are also wide variations in the retail prices of kerosene
which is very vitally important lighting material for the poor people
particularly in areas which arenot electrified. The variation ison account
of the four tier distribution system involved in the sale of kerosene oil
and also because of the high cost of transportation in areas which ave
not well connected by rail and road tiansport. These four tiers of
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«distribution are oil companies’ the agents, wholesalers, semi-wholesalers
..and retailers. At present, the oil companies have only 140 depots from
which - supplies are made to the agents or wholesalers as against 3400
recommended by the Dam-le Committee. In case the oil companies
‘have a depot each in all Tehsils/Talukas at least in the backward areas,
the need for agents and wholesalers or semi-wholesalers may be completely
-eliminated. This would obviously reduce the distribution costs and help
_people in the backward areas to get: kerosene.oil at a cheaper price.



SUMMARY OF CONCLUSIONS AND RECOMMENDATIONS

62. Tt has been suggested in Part I that in planning for industrial
investments in the organised sector the following principles might be
taken into account :

(¢) Prices of commodities and rates for services should reflect real

costs at the place of production and at the place of consump-
tion.

- (4i) Prices of homogenous gobds should be the same at  the given
location with regard to origin and should differ from location
‘to location by the marginal cost of transportation,

(ir{} The present discounted value of net retarns from the invest-
ment at the optimal location should be larger than, or equal
to the present discounted value of the net returns fiom the
same investment computed for another location.

63. As regards to consumer goods, it needs to be recognised that the
consumers in the backward areas should not be made to pay high prices
due to lack of transport facilities, A freight equalisation scheme would
however, be bencficial only in the following circumsfances :—

(?) The essential itema under consideration is an important consti-
tuent of the consumption basket of an averagecitizen specially
of the weaker sections of population,

(i7) Freight should account for & substantial proportion -of the
final consumer price in inaccessible areas.

(i¢7) The item should be subject to perfect market and stablo
prices so that the benefit of freight equalisation is actually

transmitted to the final consumer. .
(¢v) The freight equalisation should be administratively feasi-
ble. '

The last condition is particularly important. If an item is of mass
consumption nature, a large part of it' will be consumed in villages, and
consequently, a substantial part of the freight would be on road transport
uptothe villages, which can hardly be covered by a centralised freight
equalisation scheme. Under such circumstances, freight equalisation can
be considered for commodities for which public distribution arrangements.
exist, or are imtraduced due to various considerations.
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64. It would be noted from Part II that besides the officially ad-
ministered freight equalisation funds, freight equalisation is also im-
plemented by a number of industries/manufacturers in their own interest,
The incidence of freight on an average, is not necessarily high for the
items ocovered by freight equalisation schemes {i.e., pig iron, steel,
cement and fertilizeis) as compared to some other items (e.g., coal
and some other items like soda ash, raw 1ubber, sugar-cane); nor the
average lead distance for these items is much longer than for the essential
items like cotton cloth,tea, soap, soda ash, aluminium and rubber. The
analysis also shows that with the exception of, perhaps, cement, freight
equalisation scheme appears to be only marginally effective as a device
for yeducing the comparative disadvantage of unfavourable locations,
and that even when the lead is more than 2,000 kms, the price advantage
a8 a result of freight equalisation varies between 0°3%, for machine tools
and 2-59%, for steel structures. It is only in case of construction costs
that the combined effect of freight equalisation on cement and steel re-
duces the cost by 6%, for lead distances of 2,000 kms. Moreover, cven
for cement where a distant consumer gets maximum advantage from
freight equalisation, it was only 5%, of cement consumption that actually
paid half of the freight under the freight equalisation scheme, than what
would have been paid otherwise. The analysis also points out that there
are indications to suggest that, for the freight equalised items, the pro-
portion of production transported by rail hasincreased singe introduction
of the schemes and that the average lead distances have also increased
during the period. On the other hand, there is some evidence to suggest
that the consumption of steel and the production of engineering goods is
presently more dispersed than eailier; but & number of factors, besides
freight equalisation, would be responsible for such dispersal.

65. Analysisin Part III supgests that introduction of freight equa-
lisation for raw cotton would not be advisable. The main analytical
results which lead to this conclusion are :—

(#) The market for cotton textiles is highly imperfect and the
marketing margin varies from place to place, from consumer
to consumer and from_variety to variety.

(tt) Market for raw cotton is highly imperfect and is subject to
speculations based on expectations of traders, growers and the
mills, Thus, pricespaid by different millsfrom the same variety
vary widely (upto509%) and fluctuate from day-to-day (upto
50% in & year).
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(111} Price of cotton is not the only determinent of the cost of
cotton per kg, of yarn; the other important variants are the
cotton mix management efficiency and conditions of machinery,
The cost of cotton for the same count of yarn vavies upto 309
as between different mills,

(1) The incidence of freight on movement of cotton is not in
excess of 4-5%, of the cost of cotton even forlong haulages,
and lessthan1% inmost cases. The freight equalisation can
poss/ibly reduce the cost of cotton in far removed areas by
1-2%. '

(v) Prices of inputs of testiles other than raw cotton also vary
from State to State; there are particularly wide variations
in costs of utilities in wage rates.

(vt} Administration of freight equalisation of 12w cotton is also
likely to pose a number of problems as only 40 9 of the
cotton prodaction is moved by 1ails. Moreover, as cotton
is produced in a large number of specifications, it is subicct
to criss-cross movemnents depending on the variety of cloth
required to be produced.

-66. Proposals regarding high transportation cost on essential
commodities/raw materials used inaccessible/backward arcas has
been disoussed in Part IV. The problem arises when the con-
sumption points are far removed from the nearest rail head, or are in
hilly/inaccessible areas, for which transport is relatively costly, or where
the transportation costs for certain regions of the country are high due
to Government decisions, 'The solution for such high transportation
costs does not lie in introduction of frejght equalisation schemes on All-
India basis, as only a very small proportion of consumers are involved,
Under such circumstances, the high transportation costs need tobe
subsidised by either (a) Publio Exchequer or (b) cess on consumption
of the item throughout the country or (¢) a surcharge on rail freight or
(d) publio distribution sarrangements. Though the subsidisation of
costly transport in limited areas is not one of the terms of reference of
the Committee, never the less, the problems has often been 1aised in
oontext of freight equalisation, The Committee, has therefore, deemed
it fit to bring these problems to thenotice of the Giovernment for their
oonsideration. '
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67. Three special problems have been 1eferred to in this context
Firstly, it has been suggested that Government might consider extension.
of transport subsidy to the backward distiiets, specially those which are
not connected by rail. Such a subsidy given on finished goods for
resource-hased unit, and on raw materialfor consumerdemand based
units in backward districts will lead to dispersed growth of industry,
Secondly, it has been suggested that the abandoned railway sidings
might be reactivised in so far as the backward areas are concerned so-
a3 to provide incentives for location and growth of small-scale units in
such areas. Thualy, it hes been suggested that the basic necessities of
life should be available at almost: the same price throughout the country
and the extra transportation cost to inaccessible areas might be
subsidised. It has also been indicated that in case the oil companies
open & depot each in all the tehsils in backward areas, the cost of
distribution of kerosene oil could be reduced to the advantage of the
consumers in such areas. '

68, The analysis made by the Committee in general tends to suggest
that freight equalisation by itselfis not in an optimal policy for achieving
the ohjectives of balanced industrial development in a socially optimal
manner. In view of this, a rationalised system of location based on compa-
rative advantages of different regions willneed tobe evolved over a period
oftime, say, a decade or so. Forsponsoringa particular type of industrial
activity at specific locations, measures like licensing, and fiscal and other
incentives rather than generalised policies on trangport subsidy, should
be of major consideration. The Committee would not, therefure, recom-
mend an extension of the scheme for freight equalisation to more items of
raw materials or otherinputs.So far as existing freight equalisation sche=
mes are concerned, in principal, there would be a case for their elimina-
tion. However, it has to be recognised that certain investment deci-
sions have already been taken on the basis that such schemes would
coutinue. Thereis also the problem that sudden abolition of freight
equalisation schemes in deficit areas may lead to a substantial increase
in prices (not only of quantities despatched from other centres but
of the entire quantities consumed in these areas). In view of these
considerations, the Comimittee feels that the existing schemes can be
phased out gradually only over a period of time. Wherever total sup-
plics in the country are adequate, and the incidence of freight in the
final price is not substantial, freight equalisation schemes could be
phased out. TIn genersl, the Committee would suggest that the cone
cerned administrative Ministries should periodically review whether
existing freight equalisation in relation to individual products needs:
tobecontinued.
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ANNEXURE I

In‘er Minislerial Group on Fraight Bqualisalion of Commadities constituled by Planning Commission
vids ila No. 3//75.-RQ0P dnlel [3th June 1976

Compositin

1. Shri 8.8, Maratho, Chairman
" Chalrman, Buronu of Todusteial Josta & Prices, '
Miniatry of Industrial Dovelopmont,
58, Sunder Nagar,
Neow Delhi.

. 8hri V.K. Dar, Momber
Joiut Seorstary, Dopts. of Bteel, :
Ministry of Stes! ond Minocs.

-

3. Shri A.T. Conto. Memher
Joint Scoretary, :
Doptt. of Civil Supplies and Cooparation,

Ministry of Industry and Civil Supplies.

. Dr. AK. Songupta, * x.ombar
Teonomio Adviser, j
Ministry of Comnmerca

Shri Bimal Jalsn,  Momber
Feonomio Advisor, ) .

Doptt. of Industry, .

Ministry nf Industey and Civil Supplies

-

-

, Shri K.G. Vaidyn, Mowber
" Feconomio Adviser, :
Doptt. of Econ. Affairs,
Ministry of Finance

7 &hri 8.K. Dhar ' Mombaex
Direotor, Departmont of Coal,
Ministry of Enorgy.

3, Shri V.K, Sthannunathoan, Mamber

Diracter Traffio (Commercial),
Railway Board.

9. Shri M. Satyapal, Membar
Adviser (Industry and Mineral),
Planning Commiasion.

10. Dr, Y.K. Alagh, Couvenar
Adviger (Perspective Planning),
Planning Commission.
Terms of Reference
1. To indirato the existing freight oqualisation policiea for ateol, cemant, fortilisers, ete.

2. T'o suggoest the broad prinoiples to be taken inte account in the adoption of the freight equali-
sition polioy.

3. In this backzround, to stady tho scops and fonsibility of adoption of freieht  equalisation
pul‘iic_v for raw ootton to encourage the dispersed and baianced development ¢f the cotton toxtile
induatry.
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ANNEXURE 11

List of items prized on the basia of f 0.1 Deatinalion

1. Eieotrio Fan.
2. Elootrio Lamp.
38, Radio recorder
&, Cablaa Wires (Certaln types)
5. Machiniat Steel files. ‘
8. Grinding wheels,
7. Sewing Machine.
8. Ttaoctora,
9, Ball Beatings,
10. Belt‘:lng_.
11. Bioyalea.
12, Alumintum.
13. Safety Blades.
14. Loocks.
13. Vaouum Flasks.
18. Medicine.
17. Soap.
18. Paints & Varnishes.
19. Toflot requisites (bair oil, face and Talo Powder, sold omm)s.
20. Insecticides (DDT, igamazins).
2]. Radiator Hoas,
22, Bus seat cushion.
23. Bata shoes.
24, Matches.
25. Teoth Brush
28. Clook & watches
27. Bisouita.
28, Baby foods,
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ANNEXURE III
Protection provided by Freight equalisation Schemes

" 1. At present uniform rail freight rates are charged for pig iron,
stoel, cement and fertilisers. The existing freight rate structure thus
re-inforces the resource-based character of ‘weight losing’ industries
like steel, cement and fertilisers. ' On the other Kand;, it offérs added
pro_fect'ion to activities using these inputs that are Jocated far dway from *
units manufacturing them or from ports. This paper sets out estimates
of the extent of such protection as well as of the potential benefit of

. equated freight on raw cotton accruing to the cotton textile manufac-
turing units in regions which have to obtain cotton from far away sources.

Feortilizers

2. The uniform freight rate for fertilisers can be expeoted to bring
about, other things remaining the same, & more intensive application
of chemical nutrients in regions far away from indigenous sources of
supply, or from ports.. The protective effect of freight equalisation can,
thus, be indirectly measured in terms of the likely induced changes in
the relative intensity of fertilisers application in different areas. At
present the equated freight is Rs. 4 per bag of 100 kg for nitrogencus
fertilisers. Since the nitrogen content varies from one type of fertiliser
to another the incidence of freight per unit of nitrogen as well as the
benefit of freight equalisation wouldbe the maximum for varieties having
the lowest nitrogen percentage. Accordingly, emmonium sulphates,
-with a nitrogen content of only 21 per cent, was selected for ‘estin.ating
the effect of freight equalisation on fertiliser dosages in different loca-
tions. The optimal, that is to say profit maximising, dosages for diffe-
rent fertiliser movement leads were first estimated with the aid of a
statistical fertliliser productivity function and the ‘class rate’ for ferti-
lisers. The dosages were recomputed on the basis of equated freight
L/B(D)189 M of P. Com. ' :
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Tates in order to determine the likely {positive or negative) changesin
the intensity of fertilisers use of different distance leads from sources of
supply. The results of this exeroise are tabulated below;—

Lead Varlation in optimal nitrogen
(Ew.) dose (Eg./ha.) s

20 . . . » . . —0-22

L] [
500 . . . N . . ' . . 0-00
780 . . . . . - . 0'30
1000 . . . . . . , . . 0-53
1500 . . . . . . . . . . . B 0-92
- 1.20

i

Freight equalisation, thus, reduces optimal intensity of nitrogen
per hectare in the form of ammonium sulphate by about one fifth of a
kilogramme at a distance of 260 km. from the sources of supply.
The optimal dosage remains unchanged at a distance of 500
loms. buty thereafter, it gradually increases with the lead, rising
to nearly 1'3 kg. at a distance of 2000 km. As the optimal dose itself
is close to 127 kg. per hectare at existing prices, the net effect of freight
equalisation does not appear to be substantial. However, this conclu-
ston should be treated as tentative for a number of reasons, In the
first place the fertiliser productivity function used is an average of func-
tions for three high yielding varieties of wheat in Ludhiana* : it eannot,
therefore, be treated as being typical for all areas and for all crops.
Secondly, the productivity function takes into consideration only the
application of nitrogen. Finally, the actual fertiliser application in
different areas may be well below the optimal because of inadequate
supplies. Supply constraints, as also the inability of poorer farmers to
mobilise adequate finance and other complementery inputs like irri-
gation, would render freight equalisation more or less ineffective.

Iron & Steel

3. Pigiron and rolled steel are basic inputs for a very large number
of engineering products. Users of iron and steel pay Rs, 86 per tonne
of pig iron, and Rs, 117 per tonne for other categories of steel, as rail

_®Thoe murginal produce in Kg. per hootarc is taken to bp 38-49—0-272 X, where x 19 nitrogen,
applicstion in Ky. por heotare: Source “Fertilisers Applieation on High Yielding Vorioties’, 8. oy
Feonomic & Political Weckly, Dosombor 1970, pp. A 176/A-180
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freight for all destinations. However, there is no uniform freight rate
for iron and steel scrap, ferro-alloys and special steels which are charged
the relevant ‘oclass’ rate, Freight equalisation on iron and steel widens
the difference between the freight rate per unit of the finished product,
-on the one hand, and freight rate paid on the quantum of iron and steel
required to produce it, on the other, In this manner iron and steel
using industries located in regions far away from the steel plants gein
a competitive edge over these located near them. This benefit attri-
butable to freight equalisation can, when expressed as a proportion of
the price of the product, be considered as the effective rate of protection
-extended to engineering industries in locations invelving long lead move-
-ment of iron and steel. '

4. As the number of iron and steel using product is very large, the
«ct.mputation of such effeotive rates of protection was confined to a set of
five steel using industries : castings and forgings; structurals; machine
tools; motor eycles; scooters and bicycles, and bolts, nuts, rails, rivets
ete, Three main criteria were used for selecting this set of industries :
-existence of capacity in different parts of the country, comparatively
high consumption of iron and steel and convenience in estimating the
(packing inolusive) weight of finished products. The Annual Survey
of industries (ASI) provides data regarding the weight of most of the
inputs consumed and the gross value of output. A.S.I. data for 1966
the latest year for which detailed statistics have been published, were
used to estimate weight of finished products indirectly. Weight of in-
puts and materials, including packaging, were added up and adjusted
for weight loss owing to some of then, like fuel or special ores, being fully
or particularly used up as well as for notional wastage occurring in the
manufacturing process. The price per unit weight of finished pro-
duct wes then determined with the aid of the relevant gross output value
figures. As there has been a substantial rise in prices since 1966, the
actuul protection rates should be significantly lower than the estimatcs
based on A.S.1. data and existing rail freight rates.

" B. It will be seen from the data tabulated below that even for such
steel intensive products as structurals the benefit of freight equalisation
is positive only for leads exceeding 1000 kms. Iven so, as a proportion
of the price of the finished product this benefit works out to just about
26 per cent when the lead rises to 2000 kms. In ocase of other products
too the freight equalisation benefit, though smaller, becomes positive
-only when the lead is rather long.
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Freight Equalisation Benefil (Per cant of oulpwd price)

Lead {Km.) Machine Struoturale Castings Bolts, Nuta Motor.

Tools & Rivela ete. oycies,

forgings Scooters.

and E

Bioyoles

2% . . . . . . —04 —81 —28 —81 -—0F
6O . . - . . . —0-3 ¢ —21 —2-0 —2-2 -—0-3 .
L /-1 —01  —1-1 —-1-1 —1-3 -0-2 .
0 T T 00 03 04 —05 0-0
100 v . . . . 0-2 13 1-0 09 0-2
2000 . . . . . . 03 2.8 2.1 22 0-3

—

6. The estimates of benefits set out above are in effect weighted aver-
age relating to all the different qualities and specifications of particular
types of products. As such, the cost advantage resulting from freight
equalisation will tend to be lower than the average forsophisticated and
high priced varieties and to be above it for simpler and cheaper ones.

Cement

7. Users of cement are charged a flat rate of 4815 per tonne for alf
leads. Uniform freight rates for cement and steel reduce the compa-
rative cost of construction at locations involving longer lead movemen t
of these materials, Usually the quantity of steel required for diffe-
rent types of constraction is much smaller than that of cement; the re-
duction in the cost of construction resulting from freight equalisation
is, thus, attributable largely to long lead movement of cement. Cons-
truction cost and material consumption norms for five different types of
structures, obtained from the National Buildings Organisation, were
utilised for ascertaining the impact of freight equalisation, One of these
five types of structures—agricultural buildings requires only nominal
amounts of grey cement and steel so that freight equalisation has ng
perceptible effect on (_:onstrugtion costs. Three of the remaining four
types—housing, RCC industrial structures and commercial buildings—
require comparatively smaller amounts of stegl,‘ the quantity per square
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metre consumed being about one-seventh or even less of the quantity -
of cement, However, the steel norm for industrial steel structures, the
last type, is slightly higher than the cement morm.

8. The impact of freight equalisation on construction cost is more
ot Jess the same so far as commercial residential and RCC industrial buil-
dings are concerned. There is a slight reduction in construction cost at
2 lead of 750 kms. for both cement and steel. Expressed as a per-
centage of construction outlay per square metre (in 1974 prices) the fall
in costs ranges from 0-6 to 07 per cent. This percentage, however, rises
progressively for leads exceeding 750 kms., the cost reduction being of
the order of 6 per cent for a lead of 2000 kms. Asregards industrial
steel structures freight equalisation actually raises costs at a lead of
¥50 kms, There is a shight reduction in construction costs when the
lead increases to 1000 kms., the fall in costs being 2-§ per cent of cons-
truction outlay for alead of 2000 kms,

Freigh! BEqualisaison Benefi (Per cent of constyuciion cost per square melre)

Lead(Km.) . Residen-, ROC _ Industrial Commer-
tial Industrial Stecl  cial Build-
Buildinge Structuree Structures inge

20 . o« e 0+ s 8 » s —2%F —23 18 —21

500 . . . . . . . . —08 —0-9 —1'1 —0°8

O « . e e v 07 0-8 —1:0 0-6

1000« &« o« w4 2:0 1-9 0-3 1-71

00 + « v e e e e 4-3 43 1-5 39

2000 . . . . . . . . 6' 3 6'3 2‘5 5'8
Cotton textiles

9. At present raw cotton does not benefit for freight equalisation
and the rate class 87-5 is applicable to fully pressed cotton, In the
case of iron, stecl, cement and fortilisers, the cquated freight rate is
about the same as the class rate for the relevant average lead of raif
movement. In 1973-74, the average lead of fully pressed cotton was
1492 kms. "The likely effect of raw cotton freight equalisation on textile
manufacture was estimated by taking the class rate of Rs. 186-80 per
tonne for 1492 ks, as the equated freight for fully pressed cotton. The
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price per unit weight of cottcn textile was estimated from 1966 ARSI data
in exactly the same way as prices of iron and steel manufaciurers. The
potential benefit of freight equalisation turns out to Le rather small;
it is positive only for leads exceeding 1500 kms. and works out to 0-5
of price of textiles at a lead of 2000 Kms. For finer and more expensive
varieties of textiles the benefit would naturally be lower. Thus even if
output is valued in 1966 prices, freight equalisation is not likely to in-
fluence much the profitability of textiles manufacture at locations far
away from the sources of raw cotton, partly because of the long average
lead of cotton moving by rail.-

Preight Bqualisation DBenefit (per sent of outpub priec)

Lesd (Km) Cotton Textiles
250 . . . . . . . . . —1'6
500 . . . . . . . . B —]-2
B0, ' . . . . . . . —0-0
1000 e e e e e e e . —08
16500 -+ LI * . . « . . 0-0
2000 . 05

10. To conclude with the—-exception perphaps. of -cement, freight
equalisation based on freight rates for average leads appears to -be only
marginally effective as a device for reducing the competitive disadvan-
tage of unfavourable locations or for influencing the regional patterns
of input use in agriculture. S
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ANNEXURE IV
Avorage Km. a tonnne of goods was carried (Kms.}
Year — A
Iron Cement  Chemical  Cosl Raw Raw
& fortilizers Cotton cotton
Stoel : {pressed) (unpressed)
.1080.61 . . . . - 697' . am — BO4A 817C —_
4138
1062-63 . . . 700 - 400 — 593 926C —_
1963-6¢ . . . 103 401 —_ 571 20C —
1866-67 . . . .1 062D 468 876 540 . 1102 1086
. o 0IE
1967.68 . . . 9581 484 788 589 1330 925
9915
1972.73 . . . PRI 1 24) ] 811 an9 587 - 1488 715
1026E
1973714 . . . PR 111111 035 753 © 562 1402 770
10268
Avesrage rate per tonne Km (in paise)
Yoar A -
ron Cement. - Chemjoal Coal . Raw Row
- & Fortilizers sotton . cotton
+ atool . {prossed) .[unpressod)
106061 . . . . 599 : 472 —_ 2-18A 9-20C —
4-11B
106263 . . . 68-09 .4-76 — 2:68 9-61C —
11063-64 . . . 8-38 5:01 — 280 , 9-72C —_
1906.97 . , . 6-381]3 5-38 4-72 312 880 9-81
a-718
1987.68 . . . 6-81D 5: 00 457 318 9-04 10- 62
: G-84F
1072.73 . . . 7-98D 6-02 5-96 4-13 9-7¢ 11-90
. 8-41F
1973-T4 . . f . 7-76D 6-20 8-20 4-19 0-44 11-70
8471
Avaragn rate pertonne (Re. P,)
Yoar — ,
Iron Coment  Chomical Coal Raw . Raw
& fortilizers cotton cotton
steel (pressad) {unpressed)
198061 » . . 41-75 17:79 —_ 14-34 A 7516 C -
16-01T B
196283 . . . 48-66 19-04 — 15-30 88-89 —_
1083-84 . . ' . . 60569 20-00 " 15-99 . 108-86 0 —_
1066-67 . . . .. BL.38 D 25-23 . 81-86 16-86 . 96-98 , 106-38
. 6274 E
1987.68 . . . 83-32 D 27-30% 35-92 18-73 J128-21 , [98-23
. #8718 E
197273 . . . 76-88 D 38-60 48-42 24-24 171, 92.22
. 88-20°E
1973714 . f . . 78-30°D  830-4 4736 23-56 ., 140-84 , 90°00
- B-00 E

Cos! for publio. [

-Coal for Non-Govt. Rlv, . ‘ Ssurce: . Railway Board,
- For hoth presand and unpressed

Booked from Steel Plants,

Booked from other places,

BoQms
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ANNEXURE YV
(In per cont)
1970-71 1972.78  1973.74

Pig Iron

1967-68

. 54

1965-86

1963-64

Despatoh of Saleable Pig Iron and Finished Steel
-
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{In per cent)

100-0

190-0.
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1947.68

100-0
1965-66

100-0

100-0
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ANNEXURE VI

Shars of States in production and consumption of Nilrogenous fertilizers

Consumption in Kg, per
Production (%} Consumption (%) hectare of Agri, land

- b BN g b B Y
1967-68 . 1974.76 1967.68 1973.74 1962-63 1908.67 1972.73

1. Andhra Pradesh 1-9 39 13-8 9:6 8-77 12-38 12-23
2, Kerala . . 7-1 68 2-9 19 3-94 10-83 10-84
3. Karnataka . —_ —_— 6:4 8-0 2-08 3-89 8-39
4, Tamil Nada . 11:2 93 12-:0 - 11-2 8-64 12.22 24:66
6. Pondicherry . - — — 02 — 2112 64-68 .
8. Qujarat , - . 10-9 14+5 69 77 — 3-38 10-14
7. Maharashtra . 12-0 &1 12:0 82 149 4-24 5-44
R. Goa . . —_— 114 —_— 0-2 —_— 1-72 8-60
9. Madhya Pradoch —_ 05 1-9 44 0-69 0-18 3-00
10. Uttar Pradesh . 16 22-8 17-8 18:2 2:02 427 15-88
11, Rajaathan . 21-2 72 2-4 31 038 0-83 2-97
12, Dekbi . . 01 0-2 2.58 7-46  18:30
13. Haryana . . 39 52 —_ —_ 16-22
14. Himachal Pradesh -— 02 0-25 0-77 2:28
16. Jammu &
Eashmir . . 05 1433 8-82 780
18, Papjab . —_— 34 10-2 13-4 3-12 3-31 42-71
17. Assam . — -4 04 0-3 011 0:50 2-08
18. Bihar . . 20-0 49 4-1 3-8 2.02 5-17 7:80
19. Orissa . . 10-9 64 18 2-4 081 183 4-25
20, Weat Bengal . - 1-8 3-8 3-0 1-95 3-80 871
21. Tiipura . f 0-03 013 2:22
22. Manipur . . 0-3 020 1-63 5-41
23, Nagaland . } 020 —_—

By Product . 33 —
All India . . 100-0 100-0 100:0 1000 2:51 471 986
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ANNEXURE VII

Tueidence of freight ele. on cost of collon

Poricd Av. price  Freight  Tor cont
pot Rs./  oto. por  of price
Quintal  quintal

Amount
Ra.
1, Bdari Mills,
- Ahmedabad . Digvijay A Fob, 70 4m 2-8 0-6
June 0 5873 2.8 0-6
Oot. 70 582 28 0-5
I 147 Fob. 70 490 2:0 04
C.J.73 Foh, k) 439 2:0 06
QOct. 70 a1l 2.0 0-4
v 797 Fab, 70 460 2:0 0-4
June 70 511 2-0 04
Oaot. 70 532 2:0 0:-4
C 02 Oct., 70 641 .28 05
2. Manjushri Textiles,
Ahmedabad . o2 1069.70 528 70 1-3
- Digvijay A ” 627 80’ 1.5
L 147 ” 478 0-0 1-9
A-51-9 » 433 &8-0 0-0
- Ehandesh 107/3 " 407 40 1-0
. 320 F5G " 444 20-0 45
0r 73 » 459 8-0 17
-3.. Maharanse Mills, .
Porbander . . CO2 . Tob, 70 511 25-0 50
Mar, 70 504 25-0 5:0
Aug. 70 505 .10-0 34
4, Morarjee Qoonldaa
9pg. & Wvg., Bom-
bay » » : Khandesh 197/3 1070-71 841 27.0 49
Kalyan 757 ” BR4 28-0 4-8
Berar 197/3 " HL6 27-0 48
L 147 " 493 -29:0 42
Combodin B " 818 33-0 40
Combodia A » 784 33-0 42
Sankar 4 ”» 1034 39:0 38
ISC 67 " 994 370 37
Ootlon Miz
5. Podar Mills,
Bombay « . 209 1970 482 5.0 1-0
22a 2 488 5-0 1-0
30—34s " 579 5-0. 0-9
478 " 570 5:0 0-9
40—T0s " 799 6-0 06
Total 515 50 10
8, Crown Mills,
Bombay ., . 1970-71 3151

7. Kalyanmal Mills,
Indore . . 1870 ag.31
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Prive; paid by milis for purchase of colton

ANNEXURE VIII

Rs. Quintal

Digvijay A Co2 L 147
r A -y e L A N
Fob. 70 Jun., 70 Feb. 70 Ju. 70 TFob, 70 Jun. 70
1. Bihavi Milla® Ahmedabad  #7—516 670—590 —_ — 530—803 —_
2. Manjushrei Toxtilos

Ahmodabad . . 458—550 -— — — — _—
3. Raipnr Mfg Co,

Ahmodnbad ' . 4356 560 GOD — -— -—
4, Arbuda Milla,

Ahmouabad . . B26—545 660 512—538 520—018 -_— -
5. Podar Mills, Bombay . 470--303 &5061—072 —_ _ 810 -
. Bombay Dying and Mig,

Cu., Bombay . N 593 810 - b 531 583
7. Crown Mills, Bombay . — 608—810 — 593 —_ -
8. Hukum  Chand  Mills,

Indura . . . 535 591 — — B17=520 840576
9. Swadoshi Cotton and Flour

Mills, Indore . . . —_ 562 -— - —_ —
19. Jfisjitao  Cotton  Milla,

Gwalior . . . . — 528398 — 520 - —
Ll. Birla Cotton Spz, &

Wwg. Mills, Dolhi , . —_— 879 — 508 — —
i2. Mahoarana Milis,

Porbandar B . . —_ —  [02-=520 —_ — -
L, Pacavabini Mills, Quiilon — —_ — 528 — -
4. Amarcsiaghiji Mllls,

Wankner — -— —_ 500 —_— —
156. R.S.R, QGopaldns \Iohtn

spg. Wreg, Akola . . —_ _ — — — 483
18, Diwan  Bahadur R.Q.

Mills, Hyderabad . . —_— —_— — — 0501—513 564—3868
17. Kanti Cotton Mills,

Surindra Nagar . . — — _— — — 589

MjB_(D)189DDfP00m.—-1‘000—24-1-78—G1PS
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