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1, the Chairman, Public Accounts Committee, having been autho- 
rised by the Committee, do present on their behalf this Two Hundred 
and Twenty Third Report on Paragraph 30 of the Report of the 
Comptroller and Auditor General of India for the year 1973-74-- 
Union Government (Civil), relating to Controlled Cloth. 

2. The Report of the Comptroller and Auditor General oi India 
for the year 1973-74-Union Government (Civil) was laid on the 
Table of the House on the 30th April, 197.5. The Committee examin- 
ed paragraph 30 of the said Audit &port at their sittings held on 
the 15th, 16th and 17th July, 1975. The Committee considered and 
finalised this Report at  their sitting held on the 28th April, 1976. 
Minutes of these sittings form Part 11* of the Report. 

3. A statement showing the conclusions/recommendations of the 
Committee is appended to the Report (Appendix LX). For facility 
nf  reference these have been printed in thick type in the body of 
the Report. 

4. The Conlrmttee place on record the* appreciation of the assist- 
ance rendered to them in the examination of the subject by the 
Comptroller and Auditor General of India. 

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

NEW DELH1; 
H. N. MUKERJEE, 

Chuimaz , 
Public Accounts Committee. 

*Not printed. cydoat yled co hid on the Table of the House and five cpclosrylt d 
mpiaa placed m pulimw t %*rye 



CHAPTER 1 

PRODUCTION 

Audit paragraph 

1.1. Under section 3 of the Essential Supplies (Temporary Powers) 
Act, 1946, the Cotton Textile (Control) Order, 1948 was issued in 
August 1948 for regulating production, prices, packmg etc. of cotton 
cloth. Clause 22 of that Order empowers the Textile Commissioner 
to specify the maximum ex-factory prices at which any  class of cloth 
may he sold and, under Clause 21A of that Order, hc may direct a 
producer to pack such minimum quantity of such cloth during such 
period as he may specify. Under sub-clause ( I )  of clause 21C of 
that Order. cash assistance may be given to cotton m ~ l l s  for produc- 
tion in excess of the minimum quantity prescribed and mills which 
produce less than the minimum quantity prescribed mag lnakc pay- 
ment for the deficiency in production at the rate, specified by Gov- 
ernment. Any mill contratlening the Co!itrn Textiles (Control) 
Order 1M8 was liable to prosecution under section 7 ui the Act of 
1946. which expired in January 1955. The Cotton Textiles (Control) 
Qrder 1948 continued to  be in fmcc till hlarcll 1955 and continues to 
be in force thewafter under section 16 of the Essential Commodities 
Act 1955. Section 7 of the Act of 1955 pro\-ides for prosecution of 
the mills contravening the Cotton Textiles (Control) Order 19.18. 

1.2. Controls imposed on prodi~ction of cloth under the Cotton 
'l'exllles (Control) Order 1948 were w i t h d r ~ w n  in J u l y  1953. Con- 
t r o l ~  were reimposed in October 1964. Durlny October 19h4 to April 
I%$ there was no provis~on for either pavn~ent o i  cash assistance 
for production in excess of the minimum yuantit? prescribed or re- 
covery of compensation for deficiency in production. During Mag 
19fib lo May 1971 provision was made for payment of cash assistance 
and recovery of compensation. Under a voluntary scheme operated 
by Indian Cotton Mills' Federation during June 1971 to March 1974 
the Federation gave cash assistance and rccwered compensation. 
From April 1974 when Government again assumed con~rol  over pro- 
ductton of controlled cloth, no provision was made for payment of 
cash assistance although recovery of cornpunsation w3s prescribed. 

1.3. I h e  Estimates Committee, 1973-74 ( F ~ i t h  I,ok Sabha) in its 
61st R e l w t  has commented on the shortinll in production of some 
popular varieties of cotton cloth (dhotles, sarees, long cloth, shirtings, 



drills etc.) after controls were reimposed in October 19G4 on produc- 
tion and prices of such varieties of cloth to make these available for 
mass consumption at reasonable Axed prices. When controls were 
reimposed in October 1964, production of these varieties was fixed at 
45 per cent to 50 per cent of the total production (reduced to 40 per 
cent in October 1966). Forty-four mills which failed to produce 
the minimum quantity of controlled cloth during October 1964 to 
April 1968 were liable to prosecution. The Textile Commissioner 
directed them to clear the backlog or, as an alternative, to pay to 
Government at the rate of 6 paise per sqcare netre .  The total 
amount recoverable for the shortfall in production of controlled cloth 
on tnis basis was Rs. 15.22 lakhs, out of w l ~ i d i  Hs. 5.34 lakhs were 
recovered from 24 mills. Neither has the balance of Hs. 9.88* lakhs 
been recovered nor have the defaulting mill; been prosecuted (De- 
cember 1974). Of the defaulting mills, rnamgclnent of 9 mills from 
which Rs. 4.45 lakhs are recoverable has been taken o v c ~  by Govern- 
ment. Payment of rupees 1.92 lakhs due to the defaulting mills as 
cash assistance for production of controlled cloth during May 1968 
cnwards has been withheld by the Textile Commissioner. 

1.4. From May 1968, the obligation of the mills for production of 
controlled cloth was reduced to 25 per cent of the totdl production 
and the mills were to pay compensation a: the rate o i  6 paise for 
each square metre of controlled cloth not produced. (Control on tint 
and superfine cloth was withdrawn from May 1968). Cash assistance 
was payable to those mills, which would proi!ucc controlled cloth in 
excess of their quota obligation, at half parx  to 6 paise for each 
square metre of controlled cloth produced in excess. As on 30th 
November 1974, Rs. 166.51 lakhs were payahie as ~nccntivcs for the 
controlled cloth produced during May 1968 to May 1971, of which 
Rs. 163.59 lakhs had already been paid. Out of Rs. 544.18 lakhs recover- 
able as compensation from 189 mills for less p~.oduct~on of controlled 
cloth during May 1968 to May 1971, Rs. 520 12 lakhs were recovered 
uptn 15th December 1974. Of the balance Rs 24.06 lakhs recoverable 
from 24 mills, Rs. 21.90 lakhs are recoverable from 18 sick mills man- 
agement of which has been taken over by Government. Actual pro- 
d ~ c t l o n  of controlled cloth during May 196d to May 1971 was 1572 
million linear metres against obligation of the mills .to produce 3248 
million linear metres. Production of contml l~~d cloth fell from about 
220 million linear metres (21 per cent of total production) during the 
quarter February 1969 to April 1W9 to  about 12 million linear metres 
(1.23 per cent of total production) during thc qumrrter February 1971 
to April 1971. 

- - _ . -  -_-_------_ 1- - - -  .. . _---- 
*Vide details in Appendix I 



1.5. A new voluntary scheme operated by the Indian Cotton Mills' 
Federation was introduced from June 1971, under which the industry 
agreed to produce 100 million square metres of controlled cloth per 
quarter (about 12 per cent of total prodltction). The scheme was 
introduced initially for 3 months, pending refixation of prices of 
controlled cloth on the basis of results of study by the Bureau of 
Industrial Costs and Prices. From out of the premium on sale of 
imported cotton and contributions from Government and mills, loss 
on production of controlled cloth was to be subsidised I)y the Indian 
Cotton Mills' Federation a t  the rate of 50 paise per square metre 
(reauced to 35 paise from December 1971, 30 paise from March 1972 
and 20 paise from June 1972). The compensation recoverable by 
Indian Cotton Mills' Federation for non-fulfiln~ent of obligation was 
25 paise per square metre upto December 1972. The compensation 
was raised to Fk. 1 thereafter as i t  was noticed that many of the 
mills wme not discharging fully their control!cd cloth obligation and 
were taking recourse to paying compensativn rather than producing 
the requisite quantity of controlled cloth. 

1.6. In September 1972 the Bureau of Industrial Costs and Prices 
submitted its interim report based on cost study of certain selected 
units. Accounting years of those units ended March 1970 and June 
1971, in the majority of cases the accounting year ended in December 
1970. In this report the Bureau concluded that assuming production 
of controlled cloth as 20 per cent of total production, the industry 
as ir whole would have well over 15 per cent return on the capital 
and there was no justification for continuilig assistance. Between 
January 1972 and March 1973, Government sanctioned 11s. 1.89 crores 
t.o the Indian Cotton Mills' Federation as its cuntribution for pay- 
ment of subsidy to the mills producing controlled cloth during June 
1971 to May 1972. No cash assistance was paid on production of con- 
trolled cloth from June 1972. Production of controlled cloth during 
June 1971 to March 1974 was 1000.48 millicn square metres against 
1193 lnillion square metres required to be prottuced under the volun- 
tary scheme, although the quota for production of controlled cloth 
was reduced to less than half of that prevailing during May 1968 to 
May 1971 and cash assistance was more liberal. 

1.7. Consequent on increase in prices (atcut 30 per cent) of con- 
trolled cloth allowed from April 1974, Government again a s s u m d  
control over production of controlled cloth and imposed an obliga- 
tjon on mills for annual production of about 800 million square 
metres of controlled cloth (24 per cent of totsi production), prescrib- 
ing compensation of Rs. 2.50 per square metre for default. During 
the half year April 1974 to September 1974 actual production of con- 



trolled cloth was stated to be 388 million square metres against 400 
million square metres required to be produced. The totel penalty 
Jeviable for 12 million square metres produced less was Hs. 3 crores. 
Government stated (December 1974) that "tor any shortfnll, penalty 
should be cwllected by the Indian Cotton Mills' Federation who 
should utilise the amount so collected for getting the shortfall made 
u p  through production from other mills." 

1.8. I t  may be mentioned that the Estimates Committee, 1973-74 
observed in its 61st Report mentioned above that with annual pro- 
duction of 800 million square metres of controlled cloth, the annual 
per capita availability of controlled cloth is only about 1.46 square 
metres and that the requirement of controlled cloth should be as- 
ses.sed on the basis of a minimum per capita annual rcquircment of 
12 square metres. 

1.9. A statement showing the obligation of mills to produce con- 
trolled sloth, how: much was actually produced, the rates of inccn- 
tive and compensation. the amounts paid a; incentive, the amounts 
due as compensation and actually recovered ctc., from time to time 
from October 1964 onwards is enclosed (Appendix TI). 

fParagraph 30 of the  Report of the Comptroller and Auditor 
General of India for the year 1973-74, Union Govern- 

ment (Civil) ]. 

Genesis of the Contro?Ied Cloth Scheme 

1.10. The genesis of the Controlled Cloth Scheme and the changes 
made therein from time to time upto April 1'574 have been indicated 
in  the  Audit paragraph. With effect from 1st April 1974, production 
of contmlled cloth on a statutor?. basis was reintroduced with a tar- 
get af production of 800 million square metrc:s for the year ending 
31st March 19'75. The salient features of this scheme were as fol- 
low!?: 

(a) The price of controlled cloth was revised upwards by 30 
per cent. 

(b) The retail margin on controlleo cloth which was reduced 
to 12b per cent in October 1972, was raised to 20 per cent 
over the  ex-mill price because of increased cost of t ram- 
portation and handling. 

(c) The quantum of controlled clo!~r was increased from the 
level of 400 &lion square metres envisaged under the 



voluntary arrangements to 800 million square metres per 
annurn. 

(d) The varieties under control included higher medium cloth 
also in the five commonly used varieties, viz., sarees, 
dhoties, drill, shirting and long cloth. A provision was 
also made in the revised scheme to ensure adequate pro- 
duction of each variety of controlled cloth in each of the 
three categories, viz., higher medium, lower medium and 
coarse. 

(eS A penalty of Rs. 2.50 per metre wzs prescribed for non- 
fulfilment of obligation. Inter-mill transfer of obligation 
to poduce  controlltd cloth was however allowed. 

( f )  A set off of 1 metre of controlled cloth for every 3 metres 
of cloth exported over and above the mills' obligation of 
15 per cent was allowed. 

(g) Compulsory selvedge printing of prices on every metre of 
controlled cloth was to be introdl~ced progressively. 

(h)  In wder to achie\'e the objective of productio~l of SO0 mil- 
lion square metres of controlled cloth per annum, an obli- 
gation to produce 21 per cent c j f  its total production was 
placed on each composite mill for thc ~ e r i o d  April-Sep- 
tember, 1974. 

1.11. From 1st October. 1974, ho\ve~er ,  the schemc for production 
oi controlled cloth was slightly modified. From that date an obliga- 
tion to produce 30 per cent of its production as controlled cloth was 
placed on each mill. Rebate in controlled cloth ob!igation was ill- 
lowed at  the rate of one metre of controlled cloth for export worth 
Rs. 5 f.0.b. in respect of piece-goods. and Rs 7.50 f.u.b i n  respect of 
garments. 

1.12. For the period January to March 1975, the obligation for a 
mill to  produce controlled cloth was inmeascd to 36 per cent of its 
production. For the quarter April-June, 1975 each mill's obligation 
to produce controlled cloth was Rxed at 28 per cent of the total pro- 
duction. 

1.1& On 2nd December 1975 the Ministry of Comnlerce was re- 
ported to have announced at a News Conference that 'Sick and finan- 
elally weak' cotton textile mills had been exempted from thr produc- 
tion of controlled cloth for one year from January 1976 in view of 



the huge accumulation of controlled cloth. On 2nd April, 1976, the 
Commerce Minister informed the Lok Sabha that the stock of con- 
trolled cloth remaining unlifted with the mills had come d o ~  
from 96,000 bales in July 1975 to 48,000 bales at the end of February, 
1976. 

1.14 Briefly summing up the evolution of the controlled cloth 
scheme, as modified from time to time, the Commerce Secretary, 
stated in evidence:- 

"Chronologically speaking, we can say that from October, 1964 
to May, 1971 production and pricing were controlled. Dis- 
tribution was not controlled. The second period, June 
1971 to March 1974--there was no statutory control on pro- 
duction or pricing or distribution. Only a voluntary 
scheme organised by the Indian Cotton Mills Federation 
imposed voluntary controls on production and priclng but 
after 1974 till date statutory control is there on produc- 
tion, pricing and distribution." 

1.15. The Committee enquired into the specific steps taken b ~ .  
Government to remove the drawbacks in the working of the con- 
tmlled cloth scheme. In a note, the Ministry of Comnlerce stated 
that the following steps had been taken to improve the situation:- 

(i) With effect from 1st October, 1974, production of grey long 
cloth, without prior permission of thc Textilc Commis- 
sioner has been prohibited. 

(ii) Revised specifications, effective from 1st March, 1973 have 
been presrribed for long cloth, shirting, dhoties and sarees. 

(iii) The mills have also been required to produce at least 20 
per cent of their production of controlled clstb in the form 
of d h o h  and sarees from January, 1975. 



7 
Production of Controlled Cloth 

1.16. The following table indicates the production of controlled 
cloth in the Mill sector, since 1964: 

Total Production Controlled cloth produc- 
t ion 

Year Millmetres Period Production 

October-December, 1964 

1945 

1966 

I967 
January- April, 1968 

May-January, 1969 

February, 1g6g-Jsr.uary, 1970 

February 1970.-Jer uery 1971 

February 1971-May 1971 

June 1971-Februal y 1972 

~ r c h D c c c m b c r  1972 

I973 
January-March 1974 

Apn'l-Dcccmbcr 1974 

January-March 1975 

345 m.m. 
1764 mm.  
1605 m.m. 
I 724 m.m. 
499 m.m. 
568 m.m. 
578 m. sq m. 
224 " 

I1 " 

302 " 
265 " 

389 # *  

58 " 
612 " 

I " 

N o T E - T ~ ~ ~  ~ s o f  roductionofmntrollcdclo~hhnvr k i n  ivcn occord~rg to thc 
periods & whig opligatiors far prodmion were b d .  k flgun! for brrkc r 
periods have been grven at ertaln places beausc of the char gc s whch tcck plsu 
In the scheme of controllrd cloth. 

1.17. Packing of controlled cloth since 1964 had been as under:- 

Total quantit of 
k r i o d  controlled &h 
- lw*d 

(in million sq. metre 

October-April 1068 . . . . . . . . 5,937'00 



The percentage of controlled cloth packings to the total packings 
ranged between 33 to 49 per cent in various quarters during the 
period October 1964 to April 1968 but sharply declined in the quar- 
ters in the subsequent period from May 1968 to May 1971, the per- 
centage range being 1.22 to 21 per cent. (Details are given in Ap- 
pendix I & 11). 

1.18. Under the controlled cloth scheme introduced 1v.e.f. October 
1964, as amended from time to time. the obligation of the mills for the 
production controlled cloth was as under: 

Period 
Production of am- 

trolled cloth as pcr- 
ccntsgc of total pro- 

duct ion 

1.19. From Januarv 1976. "sick and financial by weak'' mills have 
been exempted from the obligation to produce controlled cloth fcl 
one gear in view of the large accumulation of stocks of such clotn 

1.20. The Committee desired to know the main reasons wnich  it;^ 
pelled Government to reduce the obhgation of Mills to produce con- 
trolle3 cloth from 40 to 25 per cent of the total production of cloth 
from May 1968. In a note, the Ministry of Commerce stated: 

" P r ~ o r  to the rctr~sion of controlled cloth policy in M v ,  1968 
the cotton textile ~ n d u s t r y  had been passing through diffi- 
cult times for two-three years. There had been loss of pro- 
duction efficiency due to obsolescence of machinery in a 
large number of units and substantial increase in the debt 
equity ratin from approximately 2: 1 in 1960-61 to 3: 1 in 



1965-86. The resultant enhancement of debt service liabi- 
lities had further contributed to the erosion of overall pro- 
fitability." 

1.21. The Committee asked if it was a fact that even the obligation 
of 25 per cent was not enforced and that the mills were allowed to 
'set off' their obligation against cloth produced for defence and ex- 
port. In reply, the Textile Commissioner stated in evidence: - 

"First time when the control came at 45 per cent a t  that time 
also, the policy was to give set off to be given for defence 
and export supplies. From 1965 onwards, we were giving 
100 per cent set off on defence and export supplies by the 
mills.*** This has been the policy from the beginning. 
Two cornerstones of our policy have been to encourage 
exports and the defence supplies, and have to be maintain- 
ed. For these objectives all along. we have given set off, 
to the mills." 

The position is that during this period ( 1 9 6 6 7 1 )  we fixed thc 
obligation at 3,000 million sq, metres and the rebate allowed for 
defence and exports was 1150 million sq. metres. The net obligation 
was 1850 million sq, metres. 

1.22. The Committee enquired whether before reducing the obli- 
gation of the mills from 40 to 25 per cent. under the May, 1968 
scheme. any assessment of the requirements of controlled cloth was 
made. In a note. the Ministry of Commerce replied: 

"While no precise assessment of the requirements of control- 
led cloth had been made. the scheme was based on tkt. 
objective of providing as much cloth in the fine varieties 
as possible to meet the requirements of cloth for mass con- 
sumption." 

1.23. The Committee w~shed to know the le\?el at which the de- 
cision to reduce the obligation of mills from 40 to 25 per cent was 
taken. In a note. the Minis t ry  of Comn~erce stated: 

"The dec.ls~on to !.educe thca area of control t o  ~ n e d ~ u m  'B' and 
coarse categories of cotton cloth and to reduce the obliga- 
tion of the mills to 25 per cent was taken at the Cabinet 
level. The decision was announced by the Commerce 
Minister in the two f1o~1.w~ of Parliament on 1 May. I S 8  
and came into force from ? MRV.  1968.'' 



1.24. The Ministry also informed the Committee that the profitabi- 
lity in cotton textile industry ranged between 0.2 and 11.1 as against 
7 and 10.1 p e ~  cent for all industries during the period 1964-65 to 1972- 
73, vide details indicated in Appendix IV. This generally deteriora- 
ting situation was further aggravated during 1965-66 and 1966-67 by 
cost inflation due to the shortage and higher prices of cotton as well 
as increases in labour and other costs, accompanied by a demand re- 
cession. There had been an appreciable increase in the number of 
closed mills from 27 in March, 1967 to 38 in March 1968. 

1.25. Following the lifting of price controls on raw cotton in Sep- 
tember, 1967 and inspite of better availability during 1967-68 cotton 
season, the prices of cotton continued to rule high. These ranged 
mostly between 20 to 30 per cent over the ceiling of 1966-67. From 
February, 1968 onwards, however these prices had shown a downward 
trend but even as late as 15th of April, 1968, the weighted average 
market prices were about 8 per cent above the ceilings of 1966-67 cot- 
b n  season. The index number of raw cotton prices moved up from 
139.9 during 196667 to i76.9 in January, 1968, i .e .  an increase of about 
37.6 points. The index number of cloth prices on the other hand, 
moved up from 145.8 in 1966-67 to 154.4, i.e. an increase of only a h u i  
9 points, over the same period. As cotton accounts for almost 50 per 
cent of the total cost of cotton textiles, the imbalance between the 
two rates of increase was thus apparent. 

1.26. Over the same period there had been other increases in pro- 
duction costs by way of increases in dearness allowance by 10 to 12 
per cent. As wage costs account for about 27 per cent of the total 
cost of cloth. this alone justified a proportionate increase of the 
order of 3 per cent in cloth prices. 

1.27. The mill industry was pressing very hard from October, 1967 
for a suitable upward revision of the cloth prices to compensate for 
the increasing costs so as to restore profitability, and thereby improve 
the staying power particularly of the weaker units of the industry. 
Tn their view the ills of the industry were not always due to bad and 
inemcient management or obsolescence of machinery, They attri- 
buted their plight mainly to the effects of cost inflation and demand 
recession. 

1.28. I t  was also partly due to their over borrowed position. The 
industry, therefore, emphasised the need for immediate action towards 
restoring profitable working particularly of the weaker sector of the 
industry. To this end they suggested inter-plia an increase in the price 
of the controlled varieties of cloth and a substantial reduction in the 



volume of cloth under control. The matter was aiacuased intensively 
a t  official level between the representatives of Ministry of Commerce 
and the Ministry of Finance as well as the representatives of the 
Indian Cotton Mills' Federation. 

1.29. The situation of the cotton textile industry was really un- 
healthy and that some remedial measures to revive activity and im- 
prove profitability were called for. A sizeabIe reduction in the quan- 
tity of cloth under control seemed inescapable. On the other hand 
it was difficult at  that time to agree to any substantial increase in 
cloth prices keeping in view the interest of the economy as a whole 
and of the consumer in particular. The total decontrol of cloth was 
also not considered practicable. 

1.30. Taking all these factors into account it was decided to keep 
within price cmtrol only coarse and lower medium cloth of the pres- 
cribed varieties and simultaneously to reduce the statutory minimum 
obligation to 25 per cent of the total production. In the year 1967 
production of controlled varieties in coarse and lower medium cate- 
gories accounted for about 16 per cent of the total mill production in 
that year. In order to ensure sufficient availability of these control- 
led varieties for the vulnerable sections of the population, the per- 
centage was stepped up from 16 per cent to 25 per cent. 

1.31. During evidence, the Textile Commissioner added: 
"If you put 50 per cent under control, then, the price increase, 

which you have to give will be slightly higher than the 
price increase which you will put if 25 per cent of the area 
is under control and 75 per cent is free." 

1.32. The Committee desired to know why superfine, fine and 
medium 'A' varieties of cloth were taken out of the ambit of the con- 
trolled cloth scheme in May, 1968. In reply, the representative of 
the Ministry of Commerce stated: 

"Basically, the decision was only to remove higher varieties of 
cloth, in the fine and superfine category, from the ambit of 
control and maintain the supply to these sections of the 
categories In which they were primarily interested.***** 
One can question whether this would be a better approach 
or the other approach would be supplying a larger spect- 
rum of production based on the economic price which was 
still then being Axed. Which was a better solution? But I 
think Gwernment did come to the conclusion that a line 
of supply of certain, though limited, proportion of the 



production should be maintained at constant price and thh 
was done between 1968 and 1974." 

1.33. On the question of a need tor an integrated policy for stan- 
dard cloth production raised by the Committee, the Commerce 
Secretary stated during evidence: 

"At present, we are following a policy of 800 million sq. metres 
of cloth in the controlled sector. Our total cotton textile 
production in the mill sector is 4200 million metres. Besides 
this, there is, of course, the handloom sector and the power- 
loom sector. Now the total production of cloth in this 
country assumes a figure of something like 8000 million 
metres at  present. There is a proposal which is seriously 
and earnestly being considered that the controlled cloth 
production should be augmented--augmented from 8000 to 
1200 m. sq. metres or a higher figure. The Commerce 
Minister did indicate certain ideas on the subject in the 
Consultative Committee the other day. The final figure is, 
of course, not yet agreed upon between all these depart- 
ments of the Government and the Ministries but an 
indication was given that probably it might be 1200 million 
sq. metres or nearabout. In that case. if we add 400 million 
sq. metres more to the controlled sector it is obvious that 
the load on the cotton textile mill sector will be more than 
at present. At present, there is a feeling that the cotton 
textile mill sector is suffering a loss of approximately one 
rupee per sq. metre. That means, the total loss is of the 
order of something Rs. 80 crores on the production of this 
kind of cloth. Some of the inemcient mills are probably 
suffering a higher loss than one rupee but we have taken 
for the purpose of broad calculations a figure of one rupee. 
In order to make good this extra loss, we have to see that 
the health of the industry is not impaired. I t  is proposed 
that some kind of a marginal increase or let us say, subs- 
stantial increase in the price being given to the mills for 
this standard cloth production, may have to be thought of. 
Also it is thought that in the non-controlled sector and in 
the handloom sector we have to do something. The non- 
controlled sector will have to be brought under some kind 
of discipline-either a voluntary kind of discilpline or 
something like that. Again the money generated in this 
context would have to be earmarked substantially a t  least 



for the modernisation and development of the textile 
industry itself. The failure of the textile industry to 
expand itself during last 25 years is an alarming feature 
and it is certainly going to be difficult for people to produce 
extra cloth for the requirement of a growing population. 
A meeting organised in the Cabinet Secretary's room 
between various Secretaries and the Planning Commission 
very recently went into this matter and suggested a total 
supply of at least 15 sq. metres of cloth per capita which 
includes, of course, the synthetics also, and ensure i t  by 
the end of the Plan. These are the broad parameters on 
which thinking is being done. There is no doubt that a 
lot of adjustments will have to be made as a resu:t of an 
increase which is being proposed in the contribution in 
respect of controlled cloth, by the mill industry. The hand- 
loom industry, as I have earlier said, will also have to be 
inducted into this. but to an extent which we cannot fore- 
see now. It depends very much on the price of yarn made 
available to them for the production of controlled cloth. AS 
regards varietal reductions, orders have already been given 
that there should be a 10 per cent reduction this year and 
25 per cent reduction by next year. In the meantime, a 
Committee under the Chairmanship of the Textile Com- 
missioner is going into the details of it; and I expect that 
by the end of the year their recommendations on the sub- 
ject will be coming forth; and then, another view can be 
taken as to how and to what extent to implement the 
scheme of varietal reduction. Government is aware of this 
problem; and they want to curtail the varieties." 

1.34. The Committee wanted to know the level at which the 
"'Volunta~y Schemen for the production of controlled cloth, which 
remained in operation from June 1971 to April 1974, was approved. 
I n  a note furnished in reply, the Ministry of Commerce stated: 

"The scheme for production of controlled cloth or. voluntary 
basis introduced in June 1971 was set out in the report 
submitted by a Committee headed by the then Additional 
Secretary in the Ministry of Foreign Trade to look into the 
causes of fall in production and to suggest remedial mea- 
sures. The scheme initially introduced for the quarter 
June-August, 1971 was subsequentlv extended from time 
to time till April 1974 when the scheme was placed on 
statutory basis. The scheme was approved at the level 
of the Minister of Foreign Trade." 



1.35. The Committee were informed that the Indian Cotton M i l h  
Federation (ICMF) received a total sum of Rs. 23.55 crores for tbe 
operation of the Controlled Cloth Scheme during 1971-74. As against. 
this, the total disbursements made by the Federation amounted to, 
Rs. 20.08 crores on this scheme. The break-up of the amount of 
Rs. 23.55 crores received by the Federation is indicated below: 

Rs. 
(1) Fees collected on foreigr! conor . . . 12,32,51,87r 

(2) Contributions recc ivc d from mills on prcduct ion of nor -controlled 
~10th . . . . 5,37,35,868 

(3) Pcwltiesrtcei~cd or shorl fall: ir prcductior cfcol trclkd cloth . 3,56,2c,357 
(4) Contributions from furds with the Textile Ccn-snissic~ ( I  , . ~,tg,co.cco --- 

TOTAL . , 23,55,08,116 

1.36. Asked if the ICMF had been submitting statements of 
accounts to Government, the Minister of Commerce stated in at 
note: 

"Statements of accounts were submitted by the Federation to  
the Textile Commissioner. The Statements in respect of the 
period 1-671 to 31-5-72 was received by the Textile Com- 
missioner on 4-5-73, for the period up to 31-3-73 on 24-1-74 
and for the period up to 31-3-74 on 7-1-1975. The accounts 
had been properly audited by Chartered Accountants andl 
were accepted by the Textile Commissioner." 

As pointed out in the Audit paragraph, when the "Voluntary Sc- 
heme'' was in operation from 1971 to 1974, the compensation for non- 
production was being recovered by the Indian Cotton Mills Federa- 
tion. The Committee enquired whether this arrangement was dis- 
continued when the Controlled Cloth Scheme, was again placed on 
a statutory basis from April 1974 and whether the compensation c d -  
lected at the r a t  of Rs. 2.50 per sq. metre from that date was being 
credited to the Consolidated Fund of India. In reply, tiie represen- 
tativs of the Commerce Ministry stated: 

"The statutory scheme of controlled cloth does not provide 
for the payment of penalty in lieu of non-fulfilment of 
production obligation. The production obligation cannot 
be compounded by the payment of an amount. But the  
level of penalty would be determined by Gwernment 
because Government has a role to see that the controlle& 
cloth is produced. That level of penalty would be fixerl 
by Government and intimeted to  the Indian Cotton lH?lb 
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Fedferation which is the apex organisation of the mills: 
The collection of this amount of Rs. 2.50 will be operated 
by the ICMF. There will be no question of the amount 
being paid into the Government. Clause 21 (c) of the 
Cotton Textile Control Order has also been deleted. All 
these three steps have been taken together during May 
1974. Therefore, the mill which does not deliver control- 
led cloth in accordance with the decision of the Textile 
Commissioner, faces prosecution in the court of law under 
the Essential C,ommodities Act. Penalties etc. are within 
the system and operated inter se by the ICMF to make 
sure that the production is in fact ensured. We do not 
come into the picture of collecting anything from any- 
body." 

'The Commerre Secretary added: 
"We are not taking steps for amending the Act; we  have taken 

steps for deleting the provision which the Law Ministry 
thought, was not legal. This Rs. 2.50 is a penalty no 
doubt; but it cannot come into the Government's Funds. It 
is true that this is a penalty which the mill will pay, unless 
it wishes itself to be prosecuted." 

Compensation for Non-Fulfilment of Obligation and Incentives jw 
Excess Production 

1.3'7. According to the Audit Paragraph, the rate of compensation 
payable by Mills for deficiency in the production of controlled cloth 
and rate a t  which incentive was payable to Mills for controlled cloth 
produced in excess of their obligation were as under:- 

(Paise per sq. metres) 

Per id  Rate of compcn- Rate of incentive 
sation 

O:'ob:r, 1964 lo April, 1968 . . . 6* Nil 

June, 1971 to March, 1974 25 (Upto De c.. 72) 50 (from June, 71) 
(Voluntary Schemt) 35 (from Dec, 71) 

100 (Prom Jan. 73) p (from March, 72) 
20 (from Juae, 71) 

April. 1974 to 24-10-1984 . 250 Ni 1 

*Not actually provided in the Carton Textile Control Order-Adoptcd as M rlterrr- 
tivc to prosccu~ion. 

1.38. The Committee learnt from Audit that the amounts realised 
as m l t y  during the periods October 1964 to April 1968 and 2 May 



1968 to 31 May, 1971 were c r e d i t d  as recelpts of Cbvernrnent. From 
* 

1 June 1971, however, the penalty was being collected by the Indian 
Cotton Wlls Federation and credited to its Consumers Subsidy 
Fund. This does not pass -ugh the Government account. 

1.39. The Committee desired to know whether on ~ c c o u n t  of t h e  
low rate of compensation of 6 paise per sq. metre fixed in respect 
of the defaulting mills, many mills had preferred to pay this meagre 
penalty r a t h s  than fulfilling their obligation fa r  the production of 
Controlled Cloth. The Committee also desired to know tile rationale 
for fixing what, prima facie, appeared to be a ridiculously low ra te  
of compensation. The Commerce Secretary, stated in evidence: 

"We will go through the past record and try t o  find out the  
rationale for this formula of six paise." 

1.40. In  a subsequent note, the Ministry of Commerce stc-.ted:- 

"The rationale behind the determination of the rate of 6 paise 
of compensation was that this amount was considered t o  
be higher than the losses faced by the Mills in the produc- 
tion of controlled cloth." 

1.41. The actual packing of controlled cloth was 201 million sq. 
metres duting the period November 1968 to January 1969, which, 
however. decreased to only 9.14 million sq, metres during the period 
Februarv 1971 to April 1971. If as had been stated that the compen- 
sation of 6 paise per sq. metre for the non-production of controlled 
cloth was higher than the losses suffer-ed by the mills In producing 
controlled cloth, the Committee desired to know the reasons for  the 
fall in production pointed out abo\,e. The Te>ttile Commissioner 
s',ated in evidence: 

"From 1964-68 the C;oi*ernment kept fin f i s ~ n g  the prices on 
the basis of the formula of the Tariff Commission. Later 
we refused to give any increase in pricc. Tha t  is wh!. in 
the later months of 1969 as the actual cost o f  prodi~ction 
went high and the prices given became low, n o s t  of the 
mills using this device of payjng the compensation 
amount. That is tvhv you have this phenomenon o f  9 
million sq. metres being produced against I65 million sq. 
metres in February-April, 1971. Everybodv was p;!y ing 
this compensation which was a right given to him undcr 
the law." 

1.42. The Commerce Secretary, howe~rer, conceded that later on 
when the cmst of production went up and the mills preferret? to pay 



the penalty of 6 paise in lieu of producing controlled cloth, probably 
the loss would have been much higher than six paise. 

1.43. The representative of the Commerce Ministry stated in this 
Connection: 

"At the time when the compensation was fixed at G paise, 
the actual figure of loss was perhaps less thsn G paise, so 
there was an element of incentive in the 6 paise figure. 
However the events subsequently overtook us and there 
was a* steady rise in cotton price year after year." 

1.44. Tn this context, the witness furnished the following figures 
representing the index of cotton price: 

Ycar Index 
-. - ------ -- - -- 

1968-69 . . . . 1 3 8 . 3  

1'173-74 . 7- 3 

--- -- - . - . . - .. . .. . . -. . .. - - - - - .- - - - - 
1.45. Since any policy decision should actually fuiAl the objec- 

tives envisaged and produce results, the Committee desired to know 
how this was ensured by prescribing a lo\v figure of compensation. 
which, in the ultimate analysis. proved to be self-defeating. The 
Textile Commissioner stated: 

"The reason for this . . . . is that  the mills started opting for 
paying compensation of 6 paise because the cotton price 
index during this pcriod had almost ~ncreased f1m.1 138 to 
220, and the price of cloth was pegged dou.11 at the 1968 .. - bvd. Therefore, some of the mills found tha t  it was bene- 
ficial for them to opt for that 6 paise compensation rather 
&an produce the cloth." 

Tl~c scpsesentati\.c of the  Commerce Ministry added: 

"During the pcriod 1968-69, one might s.y that more or less 
the assumptions behind fixing the 6 paise figure were 
borne out. But subsequent to 1969, the cost of production 
rose so heavily that Government was receiving continuous 
represen tation about continued loss in the controlled cloth 



production and as the Textile Commissioner observed just 
now, no increase was given in  spite of these representa- 
tions so that the pdces were kept or pegged down at 
1968 level. The revision in price that was given in lM8 
itself was practically only marginal because there was 
only a 2 per cent increase of cost in mill price for control- 
led varieties of cloth and that too it was not in the case 
of dhotis or sarees. I t  was restricted to other categories. 
The increase in  the price was given only for the other 
types of cloth production and rationalisation of excise duty 
was also introduced." 

1.46. Asked if raising of the compensation to Rs. 2.50 from April 
1974 had improved production performance, the Commerce Secre- 
tary stated: 

"The penalty was fixed at a very high figure of Rs. 2.50 in 
order that there is no default in the total production. In 
fact this paid us very well. In  the year 1974-75 the total 
obligation on the industry of 800 million metre was ex- 
ceeded by a little fraction, to 810 million metres. The 
whole thing was available because the penalty was very 
high." 

1.47. The Committee wanted to know as to how it was that while 
in 1968 compensation of 6 paise was found rational but in 1974 a 
much higher compensation of Rs. 2.50 was considered to be rational. 
In  reply, the Commerce Secretary said: 

"It was very much a p n a I  figure probably at that time. I t  
was not realised that we should put a higher penal kind 
of thing." 

1.48. Since the penalty of six paise obviously had no relation to 
the realities of the objectives, and Government, if i t  so desired, 
could invoke and enforce their penal powers to ensure better perfor- 
mance from the mills, the Committee asked whether Government's 
attitude in this regard had been rather soft M> as to have levied only 
a ridiculously low penalty. f i e  witness said: 

"Yes, Sir, if the legal provisions would have been there, Gov- 
ernment could have used it in any mannef. The decision 
was about six paise. I t  seems that the system seems to 
have broken down and the production figure went down 
to as low as has been just stated." 



1.49. Asked if by preferring to pay compensation of six paise 
rather than producing contmlkd cloth, mills had apparently tried 
;to blackmail the Government, the witness said: 

"I don't think there was blackmail, L would say at this way, 
they took advantage of a provision in the law." 

1.50. During evidence, the Committee were informed by the Tex- 
tile Commissioner that during the period 1964 to 1968, the mills 
default was only 9.4 per cent i.e. 87.98 lakh sq. metres. Out of the 
total penalty of Rs. 15.22 lakhs to be collected, at the rate of six paise 
per sq. metre, two private mills had defaulted to the extent of Rs. 
0.91 lakhs. 

Eight Mills of the National Textile Corporation had also defaulted 
to the extent of Rs. 4.36 lakhs. The relevant details in respect of 
each of the 10 MilIs are given in Appendix V. 

1.51. In a subsequent note, the Ministry of Commerce stated that 
one private mill (New Commercial Mills, Ahmedabad) had been 
granted an injunction prohibiting the Textile Commissioner from 
taking any action against the Mill. F.I.R. had been lodged with the 
U.P. Police against the second private Mill (MIS. iakshmirattan 
Cotton Mills, Kanpur). The question of initiating prosecution pro- 
ceedings against 8 NTC Mills was stated to be under consideration 
in consultation with the Law Ministry. 

1.52. As regards defaults during the operation of the Controlled 
Cloth Scheme from 1968 to 1971, the Textile Commissioner stated 
in evidence: 

"From 1968 to 1071, we have recovered Rs. 520.12 lakhs leaving 
out balance of Rs. 24 lakhs to be recovered out of which 
Rs. 2.12 lakhs had to be recovered from private mills and 
the remaining amount is to be recovered from NTC mills. 
There is only one private mil1 defaulter now and unfor- 
tunately this is the pasty which has obtained stay order." 

LEGAL VALlDlTY OF PENALTY PROVISION 

1.55. When the Controlled Cloth Scheme was modified in May, 
1968 providing for compensation by Mills at the rate of 6 paise for 
each square metre of controlled cloth not p&uced and cash a s i s  
tance at half paise to 6 paise per sq, metre to those which produced 
controlled cloth in excess of their quota obligation, the following 



provision (Clause 21C) was introduced in the  Cotton Text iks  (Con- 
trol) Order, 1948: 

"21C. (1) Where the  Textile Commissioner has issued direc- 
tions under sub-clause (I) of clause 21A to any producer 
to pack a specified quantity of cloth during the period 
specified in the direction:- 

(a) the producer who packs quantities of such cloth during 
the period in excess of the minimum quantity shall be 
eligible for receiving cash payment by way of assistance 
from the  Textile Commissioner in respect of such excess 
quantity packed a.t such rates and in respect of such 
maximum quantity as may be specified by the Central 
Government from time to time; 

(b) such producer may. in lieu of pscking the whole or part, 
of the minimum quantity of cloth specified in the said 
direction, make payment to the Textile Commissioner in 
respect of the deficiency at such rates as .may be speci- 
fied by the Central Government and with such time as 
may be determined by the Textile Commissioner. 

(2) All payments received from producers under paragraph 
(b) of sub-clause (I) shall. as fa r  as may be. be utilised 
towards payments, if any. to producers under paragraph 
(a) of the mid sub-clause. 

E.rplanution: In this clause "producer" includes a grou? of prc- 
ducers." 

1.54. The Committee were informed that before introducing this 
clause, a meeting was held between the Special Sec1,etary (Com- 
merce) and the Law Secretary sometime in April, 1968. A r  e s t r ~ c t  
from the  note recorded on this meeting is reproduced below: 

"Though Special Secretary (Commerce) agreed that there is 
dement of risk from the legal point of view, ns the pro- 

posal was sponsored more or less a t  the instance of t h e  
affected industq-, there is no great risk of any one taking 
the matter to a Court of Law. Law Secretary stclted tha t  i f  
the Department is satisfied that there is no such risk of 
challenge, they may go ahead with the proposal. But as 
t h e  contemplated levy by means of executive orders is not 
strictly legal, the question of sponsoring legislation for the 
amendment of the  Essential Commodities Act should be 



taken up as early as possible. Such law may have to be 
given retrospective effect if in the  meantime there is any 

- challenge." 

1.55. The apprehension of the Law Secretary expressed in the  
aforesaid meeting came true when on 16th March, 1970 the Laxmi 
Vishnu Cotton Mills Ltd. filed a writ petition in the Bombay High 
Ccurt for impugning the various provisions, including Clause 21C 
(under which penalty for shortfall in production of controlled cloth 
could be levied), of the Cotton Textiles (Control) Order, 1948. 

1.56. The Committee learnt from Audit that in Octsber, 1970, 
the Ministry of Law had advised the Ministry of Foreign Trade i n t e ~  
aria as follows: 

"In order to appreciate the legal validity of such levy it may 
be pointed out tha.t there are two cateqories of test i le 
mills which are required to make cash payment under 
clause 21C(I)(b). One category is those textile mills 
which have the necessary machinery to manufacture the 
controlled cloth but do not for one reason or the other 
manufacture and pack the minimum quantity cf controlled 
cloth. The other category is those textile mills which 
having regard to the particular machinery installed in 
them are not capable of manufacturing the controlled 
varieties of cloth. Both these categories of mills are re- 
quired to make the cash payment. Levy of such cash 
amounts from those textile mills amounts to expropriation 
of property consisting of cash belonging to these mills. 
Such expropriation of cash is illegal and void under Arti- 
cle 31. 

The sald levy cannot be said !o  be in the nature of a t a s  Se- 
cause t h ~  said levy of cash is not on any cloth produced 
by the textile rnills but on their failure ,,I. omission to 
produce the controlled cloth. I t  cannot slso be said to be 
n fee because a fee in\?olves qlitd pro quo and tlic Govern- 
ment does not render rny  ser171ce to testile mills from 
which the said fee is to be levied. The s a ~ d  lc\,y is rather 
in the nature of penalty imposed and recovered by adminis- 
trative action Here it may be borne in mind that those of' 
the textile mills ~vhich fa11 to manufacture and pack the 
minimum quantity of controlled cloth are liable to  be 
prosecuted for a rontravention of clause 21A of the Cotton 
Textiles (Control) Order, 1948 and punished under Section 
7 of the Essential Commodities Act. The provisions in 



Clause 21C(I)(b) which empowers the Textile Commis- 
sioner to levy cash in effect amounts to compounding the 
the said offence out of court. 

I am, therefore, of the view that the said levy under Clause 
21C(I)(b) of the Cotton Textiles (Control) Order, 1948 
is illegal and it cannot be legalised by any amendment in 
the Essential Commodities Act because any such amend- 
ment would be constitutionally void as offending Article 
19(l)(f) and (g) and Article 31." 

1.57. The Committee learnt from Audit that in July, 1974 while 
Inviting attention to the advice of the Ministry of Law, the Textile 
-Commissioner had pointed out that it was open to the Mill to pay 
the penalty and thus compound the offence instead of facing prose- 
cution. He felt tha.t it would be appropriate to advise the Indian 
Cotton Mills' Federation and the National Textiles Corporation that 
the rate of compounding the offence would b Rs. 2.50 per square 
metre and that otherwise the mills would be liable to prosecution. 
'The Textile Commissioner was also of the view that it might be 
necessary to acquire powers under the authority of Parliament to 
levy a penalty for non-performance of the obligations cast under 
the Cotton Textiles (Control) Order and that this could be processed 
in  the Ministry. 

158. In September, 1974, the Ministry of Commerce, however, ad- 
vised the Textile Commissioner through telex message as follows: 

"The Statutory Scheme of Controlled Cloth production will 
itself not provide for payment of penalty for non-fulfil- 
ment. The scheme of payment of penalty may be operated 
as an informal arrangement by the industry outside the 
statutory scheme. Milds which do not fulfil their obliga- 
tion and a h  do not pay the penalty to the Indian Cotton 
Mills' Federation will have to be prosecuted under the 
Essential Commodities Act for contravention of the Cotton 
Textiles (Control) Order and not repeat not for non- 
payment of penalty. The penalty of Rs. 2.50 per metre for 
the period April-September, 1974 may be indicatdd to the 
Indian CotOoPl Mills' Federation who may he directed to 
operate the scheme under your direct supervision. This 
level of penaaty for non-production of controlled cloth 
would continue for future quarter also unless and unti! 
Government decide otherwise having regard to market 
conditions. The fund collected as penalty if any will be 
utilised for getting controlled cloth produced by those 



Mills which may offer to produce controlled cloth on pay- 
ment of a Axed amount of subsidy. Details of this scheme 
of production on payment of subsidy may be worked out 
as and when required. Since it has been decided to operate 
the scheme of penalty as an informal scheme it has been 
decided to delete Clause 21C of the Cotton Textiles (Cont- 
rol) Order, 1948 for which steps w e  being taken by us." 

1.59. Since the mills which failed to manufacture and pack the 
minimum quantity of controlled cloth were liable to be prosecuted, 
the Committee desired to know the reasons for resorting to a cash 
levy instead of launching prosecution proceedings which tanta- 
mounted to compounding of the offence out of court. In reply, the 
Commerce Secretary stated: 

"In 1968, I think, this Clause 21C was introduced and since 
that date, under Clause 21C(l)(b), it haj  been provided 
that: 

"Such producer may in lieu of packing the whole or part of 
the minimum quantity of cloth specified in the said 
direction make payment to the Textile Commissioner in 
respect uf the said deficiency at such rates.. . . "  

It was taken to be a kind of either or thing. But, if the man 
does not pay the penalty for it, then, he becomes liable. It 
is not as if the prosecution liability still remained on him. 
This was the intrepretation, I find, that was taken at that 
time." 

1.60. The Representative of the Ministry of Law, however, ex- 
press& the following view in evidence: 

"Prosecution cannot be launched unless a complaint is filed by 
the Textile Commissioner. It is the discretion of the Tex- 
tile Commissioner to examine the facts of a particular case 
and decide whether a prosecution should be launched or 
not. AT far as I can see, it is for him to decide whether, 
on receipt of certain liabilities under Clause 21C(l) (b),  he 
should prosecute or not. Unless he launches a prosecu- 
tion, he lodges a complaint, no prosecution would lie. It 
is not as though it is a cognisable offence." 

"We have said that prosecution can be launchd and if the 
problem b about making recoveries, even a threat of pro- 



secution would be good enough. Prosecution is not a new 
thing. The section itself says that you can prosecute. It 
is not as if the Law Ministry's advice is required for pro- 
secution." 

1.61. The Textile Commissioner informed the Committee, in this 
*context, that the Law Ministry had advised as follows, in their note 
dated 15 December, 1970: 

"It is not compulsory for the mill to pay the penalty and hence 
Textile Commissioner cannot insist on levying the penalty 
against the wish of the mill. What he can do under the 
law is only to prosecute the mill for breach of the direc- 
tion given umier Clause 21A. The Textile Commissioner 
can accept the penalty if only the mill voluntarily pays, 
in which case the mill also cannot demand the refund of 
such penalty." 

The witness added: 

"The general thing w.hich I have been able to find from the 
record is that this was used as a threat for getting penalty. 
As I submitted here, during the entire period, that is, from 
1964 to 1968 and as on today, there are only two defaulters 
and againit both the defaulters, we have launched prose- 
cution. In one case, unfortunately, we have received an 
order from the High C u r t  not to proceed because the 
party has deposited the amount in the High Court." 

1.62. The Committee desired to know why the legal position was 
not gone into further in order to get a clear and final picture. The 
representative of the Law Ministry stated: 

"After the Commerce Ministry expressed their dificulties, a 
meeting was sought to be arranged between the Law 
Secretary and the officialj of the Cb~rnmerce Ministry so 
that some way may be found out. Actually, the meeting 
did not take place. 1 do not know what would have hap- 
pened if the meeting had taken place. Perhaps, we could 
have sponsored some legislation or done something about 
it. Ultimately, we had written on 2-4-71 that a meeting 
can be arranged and the Law Secretary would be able k 
attend at any time. Thereafter, it seems that the Com- 
merce Ministry took a decision that this clause is to be 
deleted-I cannot say exactly why and that the Ale may 



now be recordel for five years. That is how ultimately, 
the question was not finally examined and probably it 
could have been examined at an appropriate level to see 
if any solution could be found out." 

1.63. Clarifying the position in this regard, the representative of 
the  Commerce Ministry stated: 

"On the basis of the Law Ministry's advice, which was irnme 
diately communicated to the Textile CommisAoner, the 
Textile Commissioner then pointed out that the whole 
issue had arisen out of the fact that Laxmi Vishnu MilLs 
had filed a case in the Bombay High Court challenging 
the imposition of this penalty provision or what was then 
called the compensation provision of six pai;e. The noting 
at that time shows that there might have been a serious 
consequence if the amounts of compensation and the 
amounts of incentives were both taken into account. I t  
was somewhat like this. The amount of compensation was 
as much as Rs. 2.09 crores and the amount of incentives 
was as high as Rs. 1.36 crores. Therefore, if the verdict of 
the Court were to be adverse, the amount collected by 
way of compensation would have to be refunded to the 
mill; because that would be the direction saying that this 
provision is illegal. On the other hand, there would have 
been no means of getting back the amount paid as incen- 
tives. Incentives were p a d  on the understanding that if 
a mill produced more controlled cloth, it was eligible to 
receive incentives. Therefixe, legallv we could not call 
it back whereas we would have to ;ay the compensation 
amount. So, there was dilemma in this and it was decid- 
ed that the Law Ministry should be reque;ted to reconsi- 
der the matter. Sir, you were pleased to refer to the 
opinion of the Law Ministry given in October 1970. The 
advice was that it cannot be legalisd by any amendment. 
At that stage, we thought that it might even require that 
we should go up to the 43licitor General or the Attorney 
General for a definitive opinion on what we should do 
further, in the interest of Government and in oublic inte- 
rest. This all happened in the early part of 1971. Then, 
a few days after that date, before the case could be heard 
and disposed of, the scheme itself was changed a ~ i  became 
a voluntary scheme. Therefore, the legal cballenpe no 
longer persisted and the occasbn for review of the legal 



position came up once again only in 1974. That was what  
I was submitting to the Committee. The shape of t he  
scheme changed. The controlled cloth scheme was no 
longer under the Essential Commodities Act as between 
1971 and 1974." 

1.64. A Note subsequently furnished, at  the Committee's instance, 
by the Ministry of Law indicating the legal position of Clause 
21C(l) (b) of the Cotton Textiles (Control) Order, 1948 is reproduced 
in Appendix VI. 

Inter-Mill Transfer of Obligation 
1.65. The scheme for production of controlled cloth was introduc- 

ed in October 1964 and remained in force on statutory basis till May, 
1971 with modification from time to time, on a substantial scale in 
May, 1968. As stated in the Audit Paragraph during this period 
(October 1964 to April, 1968) there was no provision for inter-mill 
transfer of the obligation for the production of controlld cloth. 

1.66. Explaining in a note, at the Committee's instance, the cir- 
cumstances leading to the deci;ion tu permit the transfer of the obli- 
gation to produce controlled cloth by the Mills, the Commerce Minis- 
try, inter aria stated: 

"In May, 1968, consequent to the exclusion of medium 'A', 
h e  and superfine categories of cloth from the ambit of 
the controlled cloth scheme, for some mills it was not 
technicaIly feasible to produce controlled varieties in 
medium 'B' and coarse categories, while others were pre- 
dominantly structured to p r d u c e  these varieties. There  
fore, a provision was introduced whereby mills in the 
former category could opt out of their obligation by pay- 
ing  a compensation money and the miMs in the latter cate- 
gory were entitled to incentives for producing controlled 
varieties in excess of their obligations. 

From May, 1971, the scheme was on voluntary basis operated 
through the Indian Catton Mills' Federation and under 
the supervision of the Textile Commissioner. Under this 
scheme the facility was allowed to mi119 to get their pro- 
duction obligation fulfilled by another mill on premium ta 
be settled among the mills themselves. When the oDera- 
tion of the scheme was again placed on statutory basis 
from April 1974, this facility was continued." 



1.67. The Committee desired to know the level at  which this ded- 
:don had been taken. The Commerce Ministry replied in a note that 
t he  continuance of this facility was approved by the Minister of 
.Foreign Trade. 

1.68. The Committee asked if Government had considered the 
,question of launching prosecution against mills which had defaulted 
in  spite of their having the capacity to produce the requisite controll- 
e d  cloth. In  reply, the Textile Commissioner stated: 

"Now in each case why was i t  not done is another matter and 
I think one will have to go into it and then only I will be 
able to answer on each individual case. At present ouL 
of the two defaulters, I +ve prosecuted one and in the 
case of the second defaulter further action has been stay- 
ed by the High Court. . . . " 

1.69. The Committee wished to know whether the inter-mill 
transfer of the obligation which had been introduced alongwith the 
voluntary scheme in 1971 and had been continued beyond April 1974, 
even after the re-introduction of the statutory scheme, had the force 
.of law to back it and had been placed on a statutory footing. The 
'Textile Commissioner stated: 

"The Textile Commissioner fixes the obligation under Section 
20 and 21 of the Cotton Control Order and a Mill has to 
produce that much of cloth. As a policy pronouncement 
it has been laid down that the mills can fulfil this obliga- 
tion either themselves or through some other mill." 

1.70. According to Section 20 of the Cotton Testile (Control) 
'Order, 1948:- 

"(1) The Testile Commissioner may, from time to time, issue 
directions in writing to any manufacturer or class of manu- 
facturers or manufacturers generally regarding: 

(a) the class or specification of cloth or yarn which each 
manufacturer or class of manufacturers o r  manufao 
turers generally shall or shall not manufacture or 

(b) the maximum or minimum quantities thereof which 
such manufacturer or =lass of manufacturers or mann- 
facturers generally shall manufacture during such 
period as may be specifid in th? order. 
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. Provided that in issuing the direction under this sub- 
clause, the Textile Commissioner shall have regard to: 

(i) The demand for cloth or yarn. 
(ii) The needs of the general public. 

(iii) Special requirements of the industry for such cloth or 
yarn. 

(iv) Capacity of the manufacturec or class of manufacturers 
or manufacturers generally to manufacture different 
descriptions or specifications of cloth or yarn. 

(v) The necessity to make available to the general public 
cloth of mass consumption. 

(2) While issuing any direction under sub-clause (I), the Tex- 
tile Commissioner may also provide that such direction 
shall be with reference to the quantity of cloth or yarn 
packed by the manufacturer, or cla5s of manufacturers or 
manufacturers generally during the period referred to in 
that sub-clause. 

(3) E v e v  manufacturer or class of manufacturers o r  manufac- 
turers generally, to whom a direction has been issued shall 
comply with the direction. 

(4) Where, on an application made by any manufacturer or  
class of manufacturers or otherwise, the Textile Commis- 
sioner is satisfied that any direction issued by him under 
this clause will cause undue hardship or difficulty to any 
such manufacturer, or class of manufacturers, he may by 
order, for reasons to be recosded in writing, direct that 
the direction shall not apply, or shall apply subiect tn stich 
modifications as may be specified in the order, to such 
manufacturer or class of manufacturers." 

1.71. Since there was apparently no specific provision in the Cot- 
ton Textiles (Control) Order for the transfer of the obligation to 
produce controlled cloth, the Committee desired to know the autho- 
rity under which such transfers had been allowed. The Commerce 
Secretary replied in evidence: 

'"It has to be subject to such modifications as may be made. 
The modifications were given by the Government of 
India." 



1.72. When asked how Government could override the text of 
the Act or the orders made thereunder, the witness replied: 

"Sub-para (4) of 20 reads: 'Subjects to such modifications as 
may be specified'." 

1.73. Explaining the circumstances in which slch transfers had 
been allowed, the representative of the Commerce Ministry stated: 

"Irrespective of whether or not they had the equipment, the 
mill was under a statutory obligation to deliver the re- 
quired quantity amounting to 24 per cent of their packed 
productim. There is no escape from it. But suppose a 
mill has export orders or some other commitments. The 
word 'transfer' may kindly be understood in its full pers- 
pective. It cannot transfer the obligation away. I t  has 
got to give 24 per cent to the Textile Commissioner. 
Some mills may be able to manufacture a part of the 
obligation in their mills and got the remaining part 
manufactured in some other mills. There are some 
genuine difficulties from the side of the Government also. 
There were two or three mills where the long cloth pro- 
duced by them was of such a superior quality that its 
price was very high. Now that was brought into the 
controlled cloth scheme. It  could not be helped. On the 
other hand, we did not want that mill to go out of the 
scheme. That mill had ta arrange controlled quota pro- 
duced by some other mill. I t  is in that sense that trans- 
fer  was made. It  is not that a mill transfers its obligation 
to some other mill." 

1.74. The Committee, therefore, enquired from the Law Ministry 
whether such transfers, which did not apparently have statutory 
basis, could have been permitted. The representative of the Minis- 
try replied: 

"This point was not referred to the L a w  Ministry." 

He added: 

'Tn the Arst place, when we examine 21 (C), the question would 
be whether 'with such modifications as may be specified in 
the order' would cover this. This will have to he read 
with the earlier portion of the order. After going through 
this, I would say that i t  is a border line case and it is open 



to people to take different views on it. I can't say for 
certain that this will not be covered." 

If, as stated, it was a border line case, the Committee asked why 
an extra-ordinary provision like inter-mill transfer was not given 
careful consideration befwe it was 'implemented. The Commerce 
Secretary replied: 

"This problem never came up as a legal problem before any- 
body. It  was assumed that the Textile Commissioner had 
these powers under the Textile Control Order and he him- 
self believed so. Otherwise, somebody would have rais- 
ed an objeotiqn." 

Asked whether the legal implications of this crucial matter would 
be got examined at least now, the witness said: 

"We will take it up with the Law Ministry; I am sure we 
want a clarification from them." 

1.75. Asked how many mills in'the country were not equipped 
to produce controlled cloth, the Textile Cqmmissioner replied in evi- 
dence : 

"The mills with only plain automatic looms, would not be 
able to manufacture dhotis and sarees which need head- 
ings. There are only two such mills. Mills without wet 
processing machinery would not be able to produce con- 
trolled shirting as according to the definition, grey cloth 
cannot be offered under the variety of controlled shirting. 
It has to be either bleached or printed. There are 24 
mills. Mills which are equipped only for spinninq and 
weaving fine and super fine categories would find it difficult 
to offer any controlled cloth, as at present, the definition 
of controlled cloth includes only coarse medium A and B 
categories. There are only six such mills." 

The witness added: 
"If we force these mills, that is, the fine and superfine mills, 

to do coarse cloth and medium A cloth, the difficulty will 
a r b  that the spindles and looms will become idle rcsult- 
ing in unemployment and resulting ir? lesser utilisatton of 
capacity. Therefore, we allow then; to get this obliga- 
tion purchased from those mills which are capable of pro- 
ducing it and these mills, when they purchase the obli- 
gation, may pay them some compclnsation and we get our 
quota of controlled cloth." 



1.76. Tho Cqmmittee desired to know whether such a provision 
for the inter-mill transfer 9f obligation did not offer scope for mal- 
practices, since i t  enabled some mills to transfer their obligation to 
produce controlled cloth to other mills and undertake the produc- 
tion of such varieties of clsth with higher margins of profit. The 
Textile Commissioner stated in evidence: 

"In this, there is no possibility of malpractice in the sense that 
i t  is for the mill which is producing coarse and medium 
A to decide whether it wants to purchase the obligation 
or nst. In fact, in this process, these mills which are  
producing coarse and medium cloth charge them a higher 
price and produce the cloth on their behalf which is then 
supplied to the Government. That is, Government gets 
the quota at  the fixed price of Rs. 1.15 or Rs. 1.50 depend- 
ing upon the variety. These mills producing cloth 
behalf of other mills get 50 or 60 paise extra for this 
transfer." 

1.77. As regards the extent of inter-mill transfer of obligation, 
enquired into by the Committee, the witness said: 

"If I may say so, out of the quantity of 200 million sq. metreg 
per quarter, which is the obligation generally we fix, this 
transfer is of the order of 50 to 60 million sq. metres per 
quarter." 

1.78. The Committee were informed that during the period April 
1974-March 1975, 118 private mills had transferred their controlled 
cloth &ligation to the mills of the National Textile Corporation 
The obligations accepted by the NTC Mills amounted to 90.47 
million sq. metres. While the NTC Mills were estimated to have 
incurred, on an average, a loss of Rs. 1.10 per square metre on the 
production of controlled c l ~ t h  produced by them to meet their own 
obligations, they were stated to have received a premium of Rs. 10.39 
crores on 'transferred obligation', resulting in a profit of Rs. 1.19 
crores an this account. 

1.79. During evidence, the representative of the National Textile 
Corporation stated it was not as if NTC Mills alone were losing on 
the production of controlled cloth and that lcsses of other mills 
were also considerably heavy on this account, which work& out to 
about Rs. 1 per sq. metre of con td l ed  cloth. 



1.80. Asked what rate of premium the transferred obligation car- 
ried, the representative of Nn: stated in  evidence: 

"The ruling premium is something of the order of 80 paise 
per sq. metre. . . . . . in the course of the last year 1974-75, 

, ,  the ruling premium has been varying. . . . . . It  varies with 
each deal." 

1.81. The Committee desired to know whether it would not be 
more profitable for the NTC mills to utilise their spare capacity, if 
any available after fulfilling their own obligations, fm the produc- 
tion of varieties other than controlled cloth rather than accept the 
obligation of other private mills. The represedative of the National 
Textile Corporation stated: 

"In the obligation we have accepted by way of transfer on 
the basis of mutual agreement, at  least in the conditions 
prevailing in the last six to eight months, we have bwn  
making mcre proflts than in some other non-controlled 
cloth we have been producing." 

Per Capik Availability of Cloth 

1.82. As regards per capita availability of cloth for the weaker 
sections of the population, the representative of the Ministry of 
Commerce stated: 

"The number of persons in the weaker sections of the popu- 
lation, that is, having an  income of Rs.  3.000 or below at 
the end of the Fourth Plan period is estimated at 230 mil- 
lions. There has been no recent assessment of cloth re- 
quirements of weaker sections of the community. The 
last assessment made on the basis of the National Sample 
Survey was in  1964-65 when the per capita consumption 
was estimated a t  6.5 metres. Assuming a normal 
growth of 1.5 per cent per annum the per capita consump- 
tion of these sections should stand at 7 . 5  metres in 1973- 
74. The total requirements of controlled cloth for these 
sections on the above basis would come to 1720 million 
met~es.  Since the mill sector's share in the total cloth 
production is nearly of the order of 50 per cent then you 
arrive at  a position of mill sector's obligation for 860 mil- 
lion metres per annum . . . . . ." 

' 1.83 Asked what the per capita availability of cloth for the wea- 



ker sections was expected to be by the end of the Fifth Five Year 
Plan, the Textile Commissionp stated: 

"In terms d figures, a t  present, the total production at the end 
of the 4th Plan is estimated a t  8,000 million metres. Out 
of this about 677 million metres is exported, leaving us 
with about 7200 million metres. If we exclude non-wear- 
able varieties or industrial varieties, our per capita avail- 
ability of cloth is about 12 metres. At the end of the 
Fifth Plan, o w  objective is to get total production of 
10,000 million metres out of which we expect 1350 million 
metres to be exported, leaving us with the local or 
domestic availability of 8650 sq. million metres. 
This is for a population of just over 60 crores and this will 
bring us in the vicinity of 14 or 14.5 per capita and this 
is our expectation now. This 9050 would further consist 
of 4700 million metres from de-centralised sector and 
about 4,000 million metres from mill sector for the domes- 
tic market. This does not include synthetics." 

I .84. As regards per capita consumption of cloth, the Committee 
were informed that based on the projections relagng to the pro- 
portion of population falling within the vulnerable sectors, i.e,, hav- 
ing an annual earning below F~s. 3,000 for a house-hold and the esti- 
mated per capita consumption of cloth in this sector, as contained 
i n  the Approach Document for the Fifth Five Year Plan, the per 
capita consumption of cloth of these sectors was estimated to be as 
under:- - 

Percentage to total 
1978-79 estlm~ted populat~nn as on 1-3-1979 - -- -.- (636.8 mil l lm~? 

( I )  Iict~mnted pcrpht~on of pcoplc In the per cppltr 
cxpcnd~turc LIUS o f  : 

(a) up111 Rc. 2 per month (no. million> 10 6-37' 

(3 upto Rs. 25 per month . 70 n~ililon metres 

(b) lwtwccn Rs. 25 and Rs. 50 per month . . 3,000 million mettts 



It wiIl thus be seen that the total estimated requirements of cloth: 
for weaker sections of the population in the per capita expenditure 
class of upto Rs. 50 per month will be 3070 million metres in 1978-79. 

1.85. While furnishing the above information, the Ministry of 
Commerce pointed out: 

"These projected estimates are based on 1972-73 prices and 
the assumptions made in 'the Draft Fifth Plan. Since the 
formulation of the Draft Fifth Plan, there have been var- 
ious developments including rise in prices which may 
have dected these estimates. Thc revised targets for the 
Fifth Plan have, however, not been finalised and, there- 
fore, i t  is not possible at  present to indicate as to what 
change the projected estimates of per capita consumption 
of cotton cloth given above will undergo. 

However, these requirements are not restricted to varieties of 
controlled cloth only. The present consumption pattern 
even for weaker sections of the population includes not 
only numerous non-controlled varieties but also blended 
and man-made fabrics as well a s  hosiery goods." 

1.S. According to the 63rd Report (Fifth Lok Sabha) of the Com- 
mittee on &talk Undertakings on the National Textile Corporation, 
tbe percentage production and percentage requirements of controll- 
ed cloth during the period January-September, 1974 were as f o b  
laws: 

Percentage Actual 
required PercentPge 

production 

. . . . .  Long duth . . , .  25 78.7 

Dhotics . . . . .  . . 20 6.3 

1.87. As regards production of sarees and dhoties, the Committee 
were infarmed by the Ministry of Commerce as follows:- 

From 1959 onwards directions were given from time to time 
to progressively reserve dhoties and sarees for production 



in decentralised sector, increasingly in handloom sector. 
The directions are indicated below in chronological 
order: - 

(I) In April, 1950, dhoties with borders exceeding 114 inch 
in width or using zari or Muga or art silk yarn in bor- 
der were reserved for the handloom sector. From 1 June, 
1950, Units (Powerlooms) not covered by Factories Act 
were exempted from these restrictions. 

(ii) In June, 1950, sarees (i) with borders exceeding 2-1/2 
inch in width or using Zari gold coloured art silk yarn 
in a saree border, and (ii) using coloured yarn in the 
body of a saree except in a heading which should not 
be more than 9 inch in width, were reserved in the 
handloom sector. 

(iii) In November, 1966 while the exemption in favour of 
powerlooms units not covered under the Factories Act, 
was withdrawn, Powerloom units with less than 5 
looms continued to enjoy the facility of producing items 
reserved for handloom sector except (a) Piece dyed 
dhoties and (b) coloured sarees, piece dyed or yarn 
dyed. 

1.88. The production of dhoties and sarees in the mills sector 
dnce 1968 was as under: 

(in million metres) 
t 

Yeax Dhotics Sarees Total 

1968 . 15 7 208 465 

1.89. In a note furnished in reply to 2 question whether the 
Hondloom sector had been called upon to produce dhoties and sarees 
oi the coarse varieties under the Controlled Cloth Scheme to meet 



t h e  requirements of the vulnerable sections of society, the Ministry 
of Commerce stated: 

"The reservation did not cast on the handloom sector any o b  
ligation to produce dhoties/sarees of coarse categories or 
any other categories." 

1.90. The Committee desired to know the production of sarees 
and dhoties in the handloom sector. In a note the Ministry of 
Commerce stated: 

T h e r e  is no direct production data available in respect of 
the handloom sector and the total production figures re- 
ported from time to time are derived from the figures of 
deliveries of hank yarn. As such, no production figures 
for any individual variety such as sarees and dhoties, are 
available." 

1.91. In reply to a question whether the cost price of dhoties and 
sarees in the Handloom sector was more than that in the Mill sec- 
tor and if so, to what extent, the Ministry of Commerce furnished 
a statement (Appendix VI) which showed that while the ex-factory 
cost of cloth (dhoties and Sarees) in the Mills Sector ranged bet- 
ween Rs. 1.76 and Rs. 1.94 per sq. metre, depending on the manu- 
facturing particulars; the cost in the case of the handloom sector 
ranged between Rs. 2 . O 1  and Rs. 2.25 if the yarn was supplied at 
the  ex-mills rate and between Rs. 2.14 and 2.40 if the yarn was 
purchased from the market. 

1.92. The Committee desired to know whether any assessment 
of the requirements of dhoties and sarees had been made by Govern- 
ment. In a note, the Ministq of Commerce stated: 

"As soon as the scheme on controlled cloth was again made 
statutory with effect from 1 April, 1974, stttps were taken 
to assess, to the extent possible, the actual demand pat- 
tern for the different varieties and to gear the produc- 
tion accmchngly. I t  was assessed that the requirements 
of dhoties and sarees should be 25 per cent and 20 per ccnl 
of the total controlled cloth prod,irtion. Therefore, mea- 
sures were taken to impose upon the mills an obligation 
to produce at least 20 per cent of their total production 
in the form of these two varieties." 

.M- 
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1.93. Asked if any comprehensive survey -of the estimated re- 



quirements of dhoties and 4arees of the vulnerable sections of the 
Community had been made, the Ministry af Commerce replied: 

"No comprehensive survey or reliable data on the estimated 
requirements of dhoties and sarees of the vulnerable sec- 
tions of the community are available." 

1.94. As back as 1964, the Ashok Mehta Committee on Power- 
looms had recommended that  Government should not undertake 
any further expansions of the loomage in the mill sector till the 
end of the 4th Plan period i.e., 31 March, 1974. Government, how- 
ever, felt that:- 

"The mill sector should not be denied all share in the pro- 
jected expansion. I t  has, however, been proposed that  
mill production should be restricted to 6,000 million yards 
out of a total target of 11,000 million yards at the end of 
Fourth Plan period and that the balance of 5,000 millioa 
yards should be earmarked for the decentralised sector. 
This will mean a big scope of increase in the decentralised 
sector from 3,500 million yards in the Third Plan to  5,000 
million yards in the Fourth Plan." 

1.95. The Committee desired to know the share of the decen- 
tralised sector in the projected production of cloth by the end of 
t h e  Fourth Plan. In  reply, the representative of the Ministry of 
Commerce stated in evidence: 

"The production in the Mill sector accounted for 53 per cent of 
the total production. Production in the decentralised sec- 
tor was about 47 per cent. In  this decentralised sector 
the handlooms accounted for about 2/3rds of the produc- 
tion and the powerlooms 1/3rd of the production. There- 
fore, we have had a slight weightage in favour of the or- 
ganised sector, in the total, to the extent of 53:47." 

1%. Asked what was the position likely to obtain by the end of 
i h e  Fifth Plan, the witness stated t ha t :  

"One of the objectives of the Fifth P!an Polley Ivns to move 
increasingly towards a higher urc,pol-tion of the yroduc- 
tion being achieved in the decentralised sector so that a t  
thc end of the Fifth Plan the total production \vould be 
organised more or less half and half in the organised and 
the decentralised sector." 



1.97. Asked why it was not possible to help the decentralisd 
sector by making avaiIabIe yarn a t  a given price for the production 
of controlled cloth. The Commerce Secretary, replied:- 

". . . . I t  has been our endeavour to see whether we can ask 
the handloom industry to come into this and provide to 
us at least some part of this further requirement. For 
that purpose we have been having a dialogue with the 
mill sector for supplying the yarn to the handloom sector 
for the pnpose of production of controlled cloth a t  a given 
price which would necessarily be less than their normal 
sale pice. There has more or less been some kind of an 
agreement on this. . . . ". 

1.98. The Committee enquired whether any hurdles stood in the 
way of the decentralised sector taking up cnntrolled cloth produc- 
tion in a big way. The representative-of the Ministry of Commerce 
stated: - 

"From 1968 onwards right upto 1974, the concept has been 
one of giving controlled cloth a t  the same price without 
any increase. In this scheme, perhaps it was dificult for 
the decentralised sector to contribute to the controlled 
cloth pool. The economics of production in the decentra- 
lised sector is such that the element of loss per metre in 
production of controlled cloth would be high&. So, some 
means would have to be found--either to pay them an 
economic price and recover it from the consumer or to 
have some element of subsidy, f3r which we would have 
to find the resources. On the production, organisation, 
marketing and distribution side also, there are many difi- 
culties so far as decentralised sector is concerned. But 
i t  is a fact that there has been no ostensible effort, from 
any of the records, to bring the dccentralised sector into 
the scheme of controlled cloth production. Now we are  
thinking of ways and means to do it, but we are discover- 
ing that there are r_nany organisational and financial p m  
blems which will have to be settled before we can dc it." 

1.99. The Committee desired to know whether there had been 
an excesa production of long cloth leading to widespread shortage 
of sarees and dhoties in the country. The Textile Commission2r 
stated i11 evidence: 

"It is true that when the scheme came into force from 1st 
April 1974, there was excess production of long cloth. As 



soon as the position caane to our notice, we immediately 
reacted. When this came to our notice we ordered that 
in future wery  mill, irrespective of the fact whether it 
has got the means or not, shall produce a minimum of 
20 per cent of dhsties and sarees as a result of the change 
in the order so much so that in the last few months our 
despatches in respect of dhoties and sarees have been of 
the order of 35 to 40 per cent." 

1.100. Asked if it was a fact that till April 1974, the width of 
sarees and dhoties produced under the Controlled Cloth Scheme 
was so small that such sarees and dhoties were useless for the rural 
people, the Textile Commissioner stated: 

"The new scheme came into operation from 1st April, 1974. 
Previously a lower width was prescribed. The previous 
width was 71 crns. This was fixed sometime in 1968. 
When complaints started coming in that the width was 
small, we increased the minimum from 71 to 104 crns." 

1.101. The Committee desired to know the reasons for Govern- 
ment remaining virtually ignorant of the preference of the rural 
consumers all these years. In reply. the Textile Commissioner 
stated: 

'Controls came in 1964. It  was thought that ultimately the 
mills which have been producing cloth have been doing 
so for senring the conusmers preference and there cannot 
be any better system of finding out the consumers prefer- 
ence than to ask these mills to continue to have the same 
pattern of production as they were 11a\~ing prior to the  
imposition of controls. We have with us the figures of 
the pattern of production before the controls came intq 
force for the first time, i.e., in 1961. In 1963, in the whole 
mill sector (from coarse to super fine) the production of 
dhatics and sarees accounted for only 16.7 per cent of the  
total production. The production in the coarse, Medium 
B, and higher medium category for dhoties accounted for  
only 7 per cent of the total production, far sarees it was 
another 8 per cent. That is before the controls were in- 
troduced and when the mills MTYC producing on their 
own to serve the needs of the consumer in this country- 
the total for dhoties and sarees accounted for 15 per cent. 
At that time the feeling was that it was not possible to 



suddenly impose our own decision regarding what the 
production in each variety should be-until there is a reli- 
able method of feed back to know the change in the con- 
sumers preference. After 1974, we evolved a system of 
having a Review Committee at  the Textile Commissioner's 
level in which Textile Commissioner, Sellers in t h e  
market, Co-operative representatives, the Ministry of Co- 
operation, ' Representative of the Mill Industry, are r e p  
resented. Every month we sit and take a review of the 
needs. As and when requirement for dhoties and sarees 
was made known, we also geared up our efforts and w e  
have achieved success." 

Availabilitg of Cotton 

1.102. Manufacture of cloth depends on the availability of cotton. 
If indigenous production of cotton is not adequate to meet the  
country's requirements, import is resorted to 

1.103. During the period 1966-67 to 1972-73, India imported 4907.8 
thousand bales of cotton of the value of Rs. GO9.98 crores. Year- 
wise details are given below:- 

1.104. During 1973-74, the import of cotton was 1.5 lakhs bales 
d y  

1.105. While long staple cotton was imported from Egypt, Sudan 
and East Africa, the short staple variety came mostly from Pakistan 
and partly from United States. 



1.106. Actual production of long, medium and short staple cotton 
in the country during the three years from 1971-72 t~ 1973-74 was 
as under: 

'000' Bales 

Year LC,% Medium Short Total 
staple Stap'c staple 

1.107. It has been estimated that by 1978-79, the production of 
long, medium and short staple cotton would be around 2629, 4757 
and 750 thousand bales respectively, i.e., 8136 thousand bales in  
all. I 

1.108. All imports are canalised through the Cottan Corporation 
of India, to whom a bulk license is issued for the imports. 

1.109. The Committee asked whether it w a s  a fact that hug 
staple cotton was being produced in excess of the countv's require- 
ments whereas the production of short medium staple cotton fell 
short of requirements and, if so, what steps were being taken t3 
balance the situation. In  a note, the Ministry of Commerce repIied: 

"Over the years, the overall production of cotton has renmn- 
ed far short a f  the requirements of the mill industry. 
While the deficit in the requirement was being met by 
import of long and medium staple variety, a pl'lnned 
effort was made to develop production of cotton wlth an 
accent on long staple varieties in the country so that ex- 
penditure in fareign exchange on import could be avoid- 
ed. It  was also envisaged that production of long staple 
varieties would prove more remunerative to the growers. 
Only during the cotton year 1974-75 (September- 
August), due to cultivation of long staple varieties i n  
river valley like Nagarjunsagar, Thungabhadra, etc., t h e  
production of long staple varieties is known to have in- 
creased substantially resulting in higher production over- 
all. The increased production of long staple varieties is 
thus not a t  the expense of short!nzedium staple varieties. 
Meanwhile certain factors have led to higher require- 



ments of medium varieties of cotton. The level of pro- 
duction of controlled cloth was doubled for the y e a .  
April 1974--March 1975 over the preceding year. Skcond- 
ly, there was a substantial increase in exports of cottun 
textiles from India, bulk of which was woven from short 
and medium varieties of cotton. As a result, short and 
medium varieties of cotton were in great demand. AS 
situation arose during the cotton year 1974-75 in which 
production of long staple varieties of cotton proved t,o 
be in excess of the current requirements. In order to 
meet the situation of imbalance in short run, export of 
long staple varieties of cotton has been permitted. As 
a long term measure a Committee has been set np to go 
into the restructuring of the excise categories of textiles 
so as to encourage optimum use of different varieties of 
cotton including long staple varieties." 

1.110. The Committee enquired if i t  was a fact that after India 
achieved a break-tnrough in developing subsfitutes for long staple 
cotton like MCU-5, Hybred 4, Vara Laxmi, etc., the consun~ption 
pattern itself had changed resulting ii a glut in those varieties of 
cottan. In reply, the representative of the Ministry of Agriculture 
stated: 

"We encouraged the cultivation of MCU-5 at a time when 
our 90 per cent of imports were of long staple cotton. 
In order to cut down our imports, all our developmental 
efforts were directed to evolve varieties which would be 
substituted for imported variety. We have been very 
successful in producing MCU-5, Hybrid-& Vara Lasmi  
varieties. At present, we are surplus in that category 
and there is a glut. We are intending to esport it to 
some extent. . . .Now we find there is a change in the 
consumption pattern. . . . The share of prodwtion of 
long stample cotton increased." 

Now we find there is a change in the consumption of long 
staple cotton increased by 10 per cent during the Fourth 
Plan period whereas the consumption share decreased 
by about 30 per cent. In other words, the consumption 
share of medium staple increased by 20 per cent. Once 
we introduce a variety, it takes time even to  discourage 
it. These are costly varieties. These fetch higher price. 
The Varalaxmi fetches Rs. 900 per quintal. If you ask 



the farmer nqt to grow it  and grow a different variety 
which fetches Rs. 2 0 0 3 0 0  per quintal, he will be very 
much reluctant to do it. However, Research on medium 
cotton has been intensified." 

1.111. Asked about the point of time when the Ministry of Com- 
merce had advised the Ministry of Agriculture about the change 
in consumption pattern, the witness stated: 

"At the time of the farmulation of the Fifth Plan paper. .  . . 
by the end of 1973-74." 

1.112. The Committee desired to know the criteria and procedure 
followed for the distribution of imported cotton to individual mills. 
In reply, the Ministry of Commerce, in a note, stated: 

" ( i )  As soon as Government 'takes a decision on the import 
policy for cotton with regard to the country of origin, 
quantum involved, the types of cotton etc., Textile Com- 
missioner is asked to get a Trade Notice issued by Joint 
Chief controller of Imports and Exports, Bombay laying 
down t h e  conditions under which cotton imports are to 
take place. This Trade Notice stipulates the contracting 
and shipment periods. All imports are canalised through 
the Cotton Corporation of India, to whom a bulk licence 
is issued for the imports. 

( i i )  Ministry conveys to the Textile Commissioner the criteria 
to be adopted for distribution of imported cotton to ii~di- 
vidual applicant mills. Simultaneously, the Indian Cotton 
Mills' Federation is also apprised of this criteria, since the 
I.C.M.F. functions as the sponsoring authority for recom- 
menciinq app!~cations from individual mills. The criteria 
for the distribution of cotton to individual mills have been 
either on spindleshift basis or on export performance 
basis. Indian Cotton Mills Federation collects necessary 
information from individual mills and on the basis of 
criteria laid down. forwards to Textile Commissioner a 
list of eligible mills together with their entitled quantities. 
Mills are issued individual quota letters by the Textile 
Commissioner based 09 the recommendations of the 
Indian Cotton Mills' Federation. Sub-licences to indivi- 
dual mills for import are issued by the Joint Chief. Con- 
troller of Imports and Exports on their getting necessary 
clearance from the Cotton Corporation of Indis with re- 
gard to the quantity and country of origin. Before i~uiW? 



Release Orders, the Cotton Corporation of India verities 
the documents submitted by applicant mills to ensure that 
the correct prices are charged for the import, and that 
there are no manipulations in these transactions. 

(iii) While submitting the applications for sub-licenses to the 
Joint Chief C'ontroller of Imports & Exports, the mills 
route applications through the Cotton Corporation of India 
and one of the documents to be attached to these applica- 
tions is a certificate from the Indian Cotton Mills Federa- 
tion to the effect that the mills had paid the premium to  
the Indian Cotton Mills' Federation for the particular quan- 
tity of cotton recommended by them. The collected premium 
goes for augmenting the export promotion fund of the 
Ind im Cotton Mills' Federation, from which the industry 
is paying cash incentives to exporting units." 

1.113. In a note furnished in reply to another question as to how 
i t  was ensured by Government that the imported cot'ton was utilis- 
ed only for bonafide purposes by the Mills the Ministry of Commerce 
stated: 

"The individual quota letters issued by the Textile Com- 
missioner to mills contains provision that the allotted cotl- 
on is for their bonafide consumption onlv, and such 
cotton should not be sold in the market. However, cases 
do arise in which a mill may not be in a position to con- 
sume the imported cotton due to various reasons such as 
prolonged closure, change in the production programme 
due to consumer preferences. absence of other cottons for 
mixing etc. In such cases, Textile Commissioner grants 
permission to these mills to sell their unwanted imported 
cotton to other Actual mills on condition that the transac- 
tion is on a no profit basis. The Joint Chief Controller cf 
Imports is also informed of this permission." 

1.114. The Committee enquired into the nature of the mfeguards, 
if any, adopted and enforced by Government to prevent manipula- 
tions and to guard against the misuse of imported cotton. In a 
written reply, the Ministry of Commerce stated: 

"Necessary safeguards against misuse of imported cotton a re  
provided as the periodical inspections by Regional OfRces 
minimige opportunities for manipulations." 



1.115. Asked whether imported cotton was meant to be used only 
for producing cloth for export or whether i t  was used for domestic 
consumption as well, the Ministry of Commerce, in a note, clarified: 

"No stipulation was imposed on imported cotton that cloth pro- 
duced with that cotton would be exported. Therefore, t h e  
question of a stipulation not being fulfilled does not arise; 

The cotton import policy is framed after taking into account 
the total requirements of cotton of the mill sector to p r e  
duce cloth for domestic needs and for exports and after 
assessing how far the domestic crop could meet this de- 
mand. Cotton imports cannot. therefore, be directly related 
to the requirements of textiles for exports only. After 
taking into account the domestic production of various 
staples the deficit varieties of cotton alone are imported.'' 

1.116. The Committee asked whether the levy collect.ed by t h e  
Indian Cotton Mills Federation a t  the rate of Rs. 300'- per bale from 
the Mills to whom they supplied imported cotton was credited to the 
Consolidated Fund of India. In a note, the Ministry of Commerce 
replied: 

"Thc working of the controlled cloth scheme. as rev~setl in 
May. 1968, was running into difficulties on account of 
sharply rising production costs on the one hand and non- 
revision of prices fixed in May 1968 on the other. The 
production of controlled cloth suffered a steep fall. A Con-  
mittee under the Chairmanship of the then Additional 
Secretary in the Ministry of Foreign Trade, was appointed 
in April 1971 to make recommendations to !he Govern- 
ment for taking steps to increase production of controlled 
cloth. In the light of the recommendations of this Com- 
mittee. Government approved introduction of voluntary 
scheme for the production of controlled cloth to the extent 
of 100 million square metres for the quarter June 1971 to  
August 1971. I t  was assessed that the loss involved in  
the production of. controlled cloth then was about 63 
paise per sq. metre. However. it was decided that the l o s ~  
may be neutralised only to the  extent of 50 paise per 
square metre by way of subsidy to mills producing the  
controlled cloth from out of the funds to be g e ~ e r a t e d  by 
way of: (i) collection of premium on imported cotton, 
(ii) collection of contributions from mills producing 
medium 'A', fine and superfine varieties of cloth and 



(iii) grants from Textile Commissioners Controlled Cloth 
Fund built up during the operation of the controlled cloth 
scheme from May. 1968. The requirements of Rs. 5 crores 
far subsidising production of 100 million sq. metres of 
controlled cloth was envisaged to be made as under: 

(a) Tne industry was authorised to collect a premium of Ks. 303 per bale on 
1-25 lakh bates of Amxican cotton . 3' 75 

(b) Mmlls P - J  k i n :  M:dium 'A' Fine a n l  Superfine cloth to pay contri- 
burions at follxving rates co the Consumer Subsidy Fund : 

M-lium X - 5  ps per sq. metre on 2076 packing minus export of this 
category. 

Fmt- 12 ps. per sq. metre on 2096 packing minus export of this 
category. 

Superfine - 12 PS per sq. m s r e  ,)n 299; packing minu\ cxport ofthis 
category 0.60 

<c) TZ sh r::fall t~ h: m i l e  good from t l l ~ .  Textile C,.)mmissinncr's Con- 
trolled Cloth Fund 0.75 

1.117. In reply to another question whether proper accounts of 
this levy were maintained and submitted to Government, the Min- 
istry stated: 

"The Indian Cotton Mills' Federation has maintained and 
submitted to the Textile Commissioner accounts in res- 
pect of collection and disbursement." 

1.118. The Committee wished to know the criteria on \vhich the 
levy was determined. The Ministry, in a note, stated: 

"The rate of premium to be collected on imported cotton was 
determined by the requirements of finance t9 subsidise 
the production of controlled cloth and the amounts that  
could become available by way of contributions from mills 
producing medium 'A', fine and superfine categories of 
cloth and from the Textile Commissioner's Controlled 
Cloth Fund. The Indian Cotton Mills' Federation collcct- 
ed premium on imported cotton for the implementation of 
the scheme for production of controlled cloth on volun- 
tary basis from June,  1971 ta March, 1974. Actually the 
Federatjon had been making collections of premium on 
imported cotton since September. 1967 for grant of cash 



assistance on exports of cotton textiles on a selective basis. 
The arrangements for cash assistance by the Federation 
was necessitated by the position that, in terms of tho 
GATT, if Government subsidised the exports of cotton 
textiles the importing country could resort to antidump- 

ing measures including imposing countervailing duties. 
When the scheme for controlled cloth to be operated OR 
voluntary basis was approved from June 1971, the rate of 
premium was suitably increased and part of the collec'tions 
was envisaged to be utilised for the implementation of the 
scheme." 

1.119. The Committee enquired whether the premium collected on 
imported cotton was a statutory levy and, if so, why a private 
organisation like the ICMF had been allowed to collect the same. IB 
reply, the representative of the Commerce Ministry stated: 

"It is a levy that was being collected by the industry." 

1.120. Asked which authority had sanctioned the collection d 
this levy, the witness replied: 

"The Committee consisted mainly of representatives of the 
ICMF, who could speak on behalf of the member--unik 
and the NTC. The members of the Committet. and the 
Committee itself agreed that there would be a voluntary 
levy. It was a voluntary decision. It was an agreed levy 
and they agreed to raise this." 

1 .12.  T o  the Committee's enquiry ~vhether the premium collect- 
ed by the ICMF had been credited to general reLVenues of Govern- 
ment, the Commerce Secretary replied: 

"I would like to clear two points in this contest. One is that  
the ICMF were not our agents in any s2nse of the term. 
This was a kind of agreement with them, and whatever 
was to be collected was their internal arrangement. How 
they would collect i t .  what  measures they would adopt, 
equitable or inequitable, that was entirely left to them. but 
they did come up saying that they would collect the funds 
in this manner and they let the high powered committee 
know that they were going to do so. That was about all, 
but it was their fund, the methods by which they were k 
collect was their own innovation and since cotton was 
already being imported and was a somewhat prized item 04 



import, they thought that this whp a way of a U n g  for 
some contributioa." 

1.122. In a later note indicating the reasons for not crediting the 
fiemiurn collected on the sale of imported cotton to the Consolidated 
Fund of India, the Ministry stated that the scheme for the production 
af controlled cloth was being implemented on a voluntary basis and 
not on statutory basis. 

1.123. The Committee wanted to know whether, instead of allow- 
ing the ICMF to collect the premium on sale of imported cotton, it 
would not have been better if Government itself had collected these 
amounts by levying an import duty. In reply, the Textile Commis- 
sioner stated: 

"If you permit me, I would submit that in a way the industry 
collects some amount and then ploughs back in the indus- 
try. It  is not going out of the industry. * * If the import 
duty is collected, it goes out of the industry. If the Gov- 
ernment levied this import duty and paid back 'the amount 
to the industry, may be for controlled cloth, the position 
will be the same. But the Government levying the 
duty and keeping it with itself as a part of the general re- 
venues will be a different thing." 

The  Commerce Secretary, however, added: 

"The Government is always free to levy an import duty 
wherever it thinks fit." 

1.124. The Committee observed that delegation of authority to a 
pnivate organisation like the ICMF to levy premium on imported 
cotton was tantamount to creating a State within a State witn quasi- 
sovereign authority over the people of this country and enquired 
what was the legal basis for such an arrangement. In reply, the 
Textile Commissioner stated: 

"It was during this period that the Distribution Control Order 
came into being--distribution of even controlled varieties 
would be through these channels. The Textile Commis- 
sioner was all the time associated and was overseeing the 
progress of the scheme so as to ensure that whatever 
quota was Axed was actually produced and was made 
available. A high level Committee was associated in this 
scheme." . . 



1.125. Since the Textile Commissioner's r a p ~ . l b i l i t y  apparently 
to merely "associate" himself with the scheme operated by ICMF. 
tfre Committee asked whether this did not imply that the 
I C W  was not accountabb to anyone and had become, so to up, a 
"monarch of all it surveys". The witness replied: 

"It was a voluntary scheme and under the schemes of things 
it will be accountable to its own members." 

1.126. In paragraph 2.17 of 'their 50th Report (3rd Lok Sabha) 
presented in April, 1966, the Public Accounts Committee had 
observed : 

"The Committee are surprised to learn that even when there 
is no sanction from the Government and Parliament, the 
Textile Commissioner gives his "moral" support to the 
Cotton Mills Federation for realising premium on foreign 
cotton and fee on Indian Cotton consumption. The Com- 
mittee are of the view that, however, desirable the objec- 
tive this compulsory levy has all the ingredients of a tax 
and hence, it should be levied only with the prior sanction 
of Parliament and should be operated by an official 
agency." 

1.127. In their reply dated 22nd July, 1967. to the above recom- 
mendation the Ministry of Commerce had inter aTia, stated that 
"such voluntary and indirect methods and modes of. export assistance 
are recognised, and practised in many countries (as for example, 
dual pricing system industry-wise and unit-wise wherel~y the local 
consumers pay a higher price and indirectly enable reduction in in- 
ternational prices) in preference to the system of collection of tax! 
duty lcess by the Government and direct subsidisation by Govern- 
ment." 

1,128. Asked i f  Government at least kept a watch that there were 
no defeults in payment of premium on imported cotton, the Com- 
merce Secretary stated: 

"I think the Review Committee did go into this mvtter every 
quarter and later on when cotton prices fell. we stopped 
the Government subsidy altogether and left it entirely to 
the ICMF to do its own business because the agreement 
was with the ICMF * * * Government kept a watch 
because this scheme was initially sanctioned for only three 
months. Then it  continued to be extended evcry three 



months after each review and that is all the Government 
did. But we did not go into the questions how the money 
was being collected, whether there were defaulprs, 
whether some money was not coming etc. They had de- 
faulters also presumably," 

1.129. Asked how the amount of premium collected was utilised 
by the ICMF. the representative of the Ministry of Commerce then 
stated: 

"Imported cotton, long staple cotton in particular, was in 
great demand. It was, therefore, realised that such of the 
mills as were able to buy the imported cotton would be 
generally in the better class or higher bracket cf pro- 
fitability and i t  would be possible for them to bear an ad- 
ditional levy by way of premium. This was the genesis of 
the idea which the ICMF had put forward in the Com- 
mittee and which was then accepted and became part of 
the scheme. That is to say any one who imported foreign 
cotton could be made to pay a little extra for that item. 
that going towards the socially desirable objective of pro- 
duction of controlled cloth. A part of the prcmiun: was 
also used for export purposes, but we are not dealing with 
that here. A part of it was also used for purposes of de- 
velopment and research in an organisation callcd ICMF's 
Research Association." 

1.130. In reply to a question whether the Cbmmrrce Secretary 
would agree that a lot of money changed hands on account of im- 
ported foreign cotton permitted by Government, he stated: 

"Yes. certainly so." 

1.131. During evidence. the Committee asked how the super- 
visor's juridicticn over such collections was exercised. In  reply. the 
Textile Commissioner stated: 

"Whenever they make a decision. they consult :hc Textile 
Commissioner." 

1.132. Tbe primary objective, professedly, of the Controlled 
a o t h  Scheme has been to make available cheap, durable cloth to 
the weaker sections of our people Tbe Audit paragraph 7nd the 
narrative thereafter indicates that the scheme has been modified 
~ o d i c a l l g .  In spite of ail the refinements, incentives ant1 pennl- 
tiar introduced from time to time, Government bave yet to come 



truly to grips with tbis major problem. The social objocttvts of th& 
Scheme have remained largely unfulfilled on account of varSous fac- 
tors. The Committee concede that some of the difficulties end hurd- 
les encountered in the process of trying to implement the gigantic- 
task of clothing the masses of our people have been daunting. 
Even so, the Committee b a r  that there had been much avoidable 
vaccilation in policies which continued to favour the industry even 
when it became intransigent to the detriment, of the larger public' 
interest. 

1.133. The Committee regret that in May 1968 not only was con- 
trol on fine and superfine cloth withdrawn but the obligation of 
the mills for the produrtion of controlled cloth was reduced from 
40 to 25 per cent of the total production, without making any precise 
assessment of the actual requirements of controlled cloth. The 
Committee have been informed, in extenuation, that the cotton 
textile industry was facing 'difficult times' during the preceding two 
to three years on account of the increase in cotton prices, wage 
costs. loss of production-efliciencg as a result of the obsolescence 
of machinery in a large number of units, all of which factors, had 
in turn, led to an 'erosion in overall profitability'. (The cost of 
cotton is stated to account for 50 per cent of the cost of prodiiction 
and the cotton price indcx moved from 139.9 during 1966-67 to 
176.9 in Januar?; 1968). The industry had. therefore, suggested an 
increase in the price of controlled cloth and a substantial reduction 
in the volume of cloth undcr control. The Cornmittec learn that 
after discussion between the Commerce Ministry. Finance Min- 
istry and the Indian Cotton Mills Federation, 'sizeable reduction 
in the quantity of cloth undcr control seemed incsc.ayablr', and the 
other alternatives of total decontrol or price rise were ruled 0111. 

1134. It would appear that greater concern had htwi  shown for 
preventing an 'erosion in the profitability' of the i l y l~ r s t r~  than 
for working out special measures for ensuring that the weaker 
sections of , the comniunity were provided with a basic necessity of 
life at reasonable priccs. Even when 40 per cent of the production 
of the mills had been earmarked for controlled cloth, the per a p i t a  
availability of cloth was less than 1.7 square metres. As pointed 
out elsewhere in this Rrport, the plea of losses incurred in the 
production of controlled cloth, which had prompt4  the Govern- 
ment from time to tinje, to rush to the rescue of the industry 
appears to he. on closer scrutiny, considerably exaggerated. Even 
assuming that it was ncccssrrry. in 1968, for Government to come to 
the assistance of an allegedly ailing industry, tbe Committee are 



u m & h  h ..pprcscidb ths rcltiowrls fvr tbe h t h d b m r s  .withdrm 
4 cC.;Qdr on tbre nud raperdas ~mdetiai d clotb and the rwhre- 

ia the obligrth of the d b  foa the pamluction of coatrollsd 
cbtb from 40 to 2S per cent, In tbe Cbmdtt;ee's view, Govern- 
mblrrt should have, in the firsf instance, kodhed the concession to 
tb withdrawal of control on fine atad superfine cloth so as  to enable 
the i n d m  tq stabilise itself, and only after h r v h g  watched the 
i q a c t  of that measure for a gear os. two, Government should have 
considered whether, if at all, the obligation of the mills also needed 
to be reduced. The Coninlittee feel that in a vital matter like the 
reduction of the mills' obligation of production of controlled cloth, 
which was bound to affect adversely the per capita availability 
of cloth to\the weaker sections of society, nothing would have been 
lost if Government moved with wisdom and circumspection. What 
happened, however, produces, on the contrary an impression that 
Government was less anxious about ensuring adequate production 
and availability of controlled cloth for the poor, than about stem- 
ming the alleged erosion of the industry's profitability. 

1.135. When in May 1968, the obligation of the mills to produce 
controlled cloth was rduced  to 25 per cent of the total production, 
a provision was also made that in the event of any shortfall in the 
production of controlled cloth, a mill would pay compensation to 
Government at the rate of 6 paise per square metre of controlled 
cloth not produced under the obligation. The rationale for fixing 
what, prima facie appeared to be a ridiculously low rate of com- 
pensation was stated to be that this amount was considered to be 
higher than the losses faced by the mills in the production of 
controlled cloth. Subsequently, however, when on account of the 
increase in cotton prices and consequential increase in production 
costs, the losses on the production of controlled cloth turned out 
to be more than the pett3y penalty of 6 paise per square metre, most 
of the mills ;referred paying the compensation rather than pro- 
ducing controlled cloth at a higher loss and the actual packing of 
controlled cloth decliwd sharply from 201 million squarc metres 
(November 1 9 6 U a n u a r y  1969) to only 9.14 million square metres 
(Febmary 1971-April 1971). The Committee are amazed that even 
though tbe production of controlled cloth had so drartic~lly and 
sharply declined and had almost come to a grinding halt by April 
1971, Government was no more than a helpless spectator and took 
no steps whatsoever to raise at least the rate of compensation 
to an adequate level or otherwise persuade or compel the mills to 
honour tkcir obligation to serve the needs of our own people. Tbe 
-rnlttw are convinced that it Government had increased the 



rrrb of cam-- tire m& w d d  luva  found it d i i c u l t  6. 
evade tbir  obiigmtlon, an can be meen fmm ttre perkmanes ot the 
mi& fmm April 1974, tRh4P the rOfO of arm-on was increased 
to 3b. Em dl) square =are. TWS appearr, to have had soare mlu- 
k r y  effect, for the production by the mills was 810 millien tquare 
metres of controlled cloth as against the obligation of 800 million 
square metres. The Cammittee *lore Gove-ent's unaccoun- 
table passivky in the matter, especiaUy when i t  was not unknown 
that the mills were Anding it easier to pay the paltry compensation 
of 6 paise rathar than produce controlled cloth for the masses. 
Since this inaction on Government's part led to serious shortfalls i n  
the production of controlled cloth and convequent distress for the 
people, the Committe urge that the matter be closely looked into 
and responsibUity for the lapse be squarely fbd and appropriate 
actibn taken. 

1.136. What is also peculiarly distressing is the fact that though 
mills which fail to produce and pack the stiplrlated minimum quan- 
tity of controlled cloth are liable to be prosecuted for a contraven- 
t b n  of clause 21A of the Cotton Textile (Control) Order, 1948 
and punished under Section 7 of the Essential Commodities Act, 
the Ministry of Commerce glibly went a k d  and incorporated, in 
May 1968, clause 21(l)(b) in the said Order which gave an option 
to the mills to pay a wmpensation to the Textile Commissioner in 
respect of the deficiency in production of controlled cloth. This 
appears to have been done despite the apprehensions of the Law 
Ministry that the levy imposed by means of an 'executive order' 
was liable to be challenged as being ultra vires since it amounted 
to expropriation of property consisting of cash belonging to the 
mills. The Commerce Ministry, however, appears to have felt that 
es the proposal had been sponsored more or  less at the instance of 
the affected industry, there was no great risk of the matter being 
taken to a Court of Law. The fears of the Law Ministry came true 
when, on 16 March 1970, a private textile mill filed a writ petition 
in the Bombay High Court, impugning the various provisions in- 
cluding clause 21C of the Cotton Textile (Control) Order. In Octo- 
ber 1970, the Law Ministry pointed out that in view of the provi- 
dons for prosecution, clause 21C(l)(b) which empowered the 
Textile Commissioner to levy a cash compensation amounted in 
effect to 'compounding the said offence out of court'. While, how- 
ever, this question was being reconsidered, the 'voluntary scheme' 
of controlled cloth was introduced in June 1971 and, therefore, the 
issue was not pursued further and the aforesaid clause was deleted. 
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1.137. After the controlled cloth scheme was again placed on a 

rtrtrrtorg footing from April 1974 and a pelLlEty of Ns.' 2.50 pcr 
metre wlrs prescribed, the Textik CommissZoner pointed out 

that it was open to a mill to pay the penalty lof Rs. 2.50 per squa* 
m e k t  md thus compound the offence instead of facing prosecutioh. 
He also felt that# it might be necessary to acquire powers under 
the authority of Parliament to levy a penalty for non-performance 
of the obligations. There was no ambiguity in the earlier advice 
of the Law Ministry, but, strangely, the Commerce Ministry ad- 
vised the Textile Commissioner, inter alia, that the scheme of 
payment of penalty might be operated as 'an informal arrangement' 
by the industry outside the statutory scheme. 

1.138. The Committee are unhappy with the manner in which 
the entire issue relating to the legal validity of the penalty clause 
was handled. It  appears that even though the Law Ministry had 
pointed out several times that such a provision required the autho- 
rity and force of law to sustain it, and even the Textile Commis- 
sioner had, though belatedly, felt that Parliament's suthority was 
necessary to provide for such a kvy. the Commercc Ministry had 
reservations about it and was not inclined to come up beforc Par- 
liament with a proposal for the imposition of such a levy. The 
Committee do not appreciate this peculiar approach and would 
urge timt rather than operating the penalty provision as an 'infor- 
mal arrangement'. Government should, in consultation with the 
Law Ministry, consider the desirability of integrating the penalty 
provision in the statutory scheme itself. 

1.139. The Committw have been infornietl that during the 
period 1964 to 1968. as against an amount of Rs. 15.22 lakhs rerover- 
able as compensation fmrn mills. (at the rate of 6 paise per ,q c uare 
metre for deficiencies in production) two private mills and eight 
mills now under the National Textile Corporation were in default 
tm the extent of Rs. 0.91 lakh and Rs. 4.36 lakhs respectively. While 
F.I.R. had been lodged with the U.P. Police against one of the pri- 
vate mills, the other mill had been granted an injuctiora prohibit- 
ing the Textile Commissioner from taking any action against that 
mill. The default in respect of the subsequent period from 1968 to 
1971 was stated to be Rs. 24 lakhs, out of which Rs. 2.12 lakhs were 
due from private mills. The Committee would like to be informed 
of the steps which Government p r o p d  to take to enforce their 
claim. The C o d t e e  would also very much like to know why 
Government have shied away from prosecuting the defaulting mills 

adeqmte powers in this regard are already available with 
Government . 



1,140. The Committee find that from October 1964 to April 1968, 
there was no provisj,~ for aiy payment of cash assistance for pro- 
duction in excess of the minimum quantity of controlled cloth pres- 
cribed. However, when the scheme was modified in May 1988, a 
provision was made for the payment of cash assistance at the rate of 
jt to 6 paise per square metre for controlled cloth produced in excess 
.of the obligation fixed. When the controlled cloth srhemc was 
operated on a voluntary basis by the Indian Cotton Mill. Federation 
from June 1971 to March 1974, it was provided that from out of the 
premium on sale of imported cotton and contributions from Gov- 
ernment and mills, the losses on production of co~itrolled cloth would 
be subsidised. The rate of subsidy was first fixed at 50 paise per 
square metre but was reduced subsequently to 35 pJ sc  from Dec- 
ember 1971, 30 paise from March 1972 and 20 paise from June 
1972. When statutory control was resumed in April 1974, no provi- 
sion was made for compensation or subsidy. The Committee are 
surprised that in spite of the liberal concessions allowed (quota for 
controlled cloth was reduced ko less than half and cash assistance 
was more liberal) to the industry during the period when the 
voluntary scheme was in operation, the production was only 1000.48 
million square metres against 1133 million square metres under- 
taken to be provided by the industry. In other words, the liberal 
incentives not only had not resulted in excess production of control- 
led cloth but evem the minimum obligation was not fulfilled. In 
the circumstances, it is a moot point whether the persistent pamper- 
ing of the industry by the grant of liheral incentives was at all jus- 
tified. In any case, even if such incentives were ronsidered ines- 
capable, theS should have been inseparably linked with the fulfil- 
ment of the production obligation in full. This question has been 
discussed in some detail in Chapter I1 of this Report and the Com- . 
mittee would urge Government to take serious note of their obser- 
va tions. 

1.141. Yet another provision being operated without any statutory 
basis is 'Inter-Mill Transfer of obligation'. The Comnrittee find 
that this provision was introduced in May tW8 (when Medium 'A'. 
Fine and Superfine categories of cloth were excluded from the ambit 
of the controlled cloth scheme) when it was felt that it was not 
technically feasible for some mills to produce controlled varieties in 
the Medium W' and coarse categories, while others were predomi- 
nantly sttuctured to produce these varieties. The provision of Inter- 
Mill transfer of obligation was accordingly made, whereunder mills 
of the former category could opt out of their obligation by paying a 
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compensation and tbe mills in the latter category were entitled to in- 
cerr t im for producing controlled varieties in excess of their obliga- 
tion.--When tbs voluntary scheme remained in operation (May 
1971-March 1974), tbe mills were allowed to get their obligation 
fultllled by anotber mill on tbe payment of a premium to be settled 
among tbe mills themselves. Tbe Committee find that even though 
tbe controlled clotb scheme was placed on a statutory basis from 
April 1974, tbe aforesaid facility was still continued. The Committee 
were informed that out of the total obligation of 800 million syuare 
metres of controlled cloth fixed from April 1971, inter-mill transfers 
had been of the order of 200 to 240 million square metres i.e. abmt  
25 per cent of tbe total obligation. In support of thic provision it 
was stated that it had enabled Government to get the full quota 
of controlled clotb produced. The Committee, whilc not happy 
with the somewhat tortuous nature of the scheme, migbt conceiv- 
ably concede tbat it migbt have worked as a practical arrange- 
ment tbey are of the view that such a provision. if really thought 
satisfactory, should have been sought to be operated as an integral 
part of the statutory scheme. It  may be added that during elidenre 
the representative of the Law Ministrg himself doubted the legal 
validity of this arrangement. 

1.142. The Committee find that during the period April 1974 to 
March 1975 as many as 118 private mills had transferred their 
controlled cloth obligation to the NTC mills The ohligafion thus 
accepted amounted to 98.47 million square metres Thp rates of 
premium payable for the performance of the obligation on behalf 
of other mills is understood to have been fluctuating, hut the ruling 
premium was stated to he about 80 paise per square metre. The 
Committee found during evidence that while the NTC mill5 had 
on an average, been incurring a loss of Rs. 1.10 per square metre 
of controlled cloth produced towards their 'own' obligation. They 
made a profit of Rs. 1.19 cmres on 'transferred' obligation. The 
Committee are not averse to the idea of NTC mills accepting the 
controlled cloth obligation of private mills especially when such a 
transfer appears to have been a profitable propositior~ and perhaps 
enabled the NTC mills to utilise more fully their manufncturing 
capacity. The Committee, however, do not approve of a situation 
where private mills, no doubt bunting for higher profit arenas, can 
shove off their own obligation to the shoulders of NTC, partict~larlg 
wben tbe latter's experience shows tbat controlled cloth production 
by no means necessarily involves loss. Here is clearly yet another 
imtrarce of our cotton mill industry, which once upon a timo hob 
pa-k motivatiomr, having turned out to be profit-uriented to the  
rrtcot ersn of btbg allergic towards arrtinonal obligations. 



1.143. The ColnmittQs w e e  informed during evidence that by 
producing 8880 million metres of cloth, per capita availability of 
cloth (after excluding exports and non-wearable varieties or indas- 
trial varieties of cloth from the total production) worked out to 12 
metres by the end of the Fourth Five Year Plan (1973-74). As far as 
the vulnerable sections of the population, (those having an annual 
earning below Rs. 3,0001- for a house-hold) are conernecl, their nwn- 
ber was assessed at 230 millions and per capita consumption of cloth 
a t  7.5 metres by the end of the Fourth Plan. According to the pro- 
jections mnde for the Fifth Five Year Plan, while tbe per capita 
availability of cloth in the country is expected to be in the vicinity of 
14 or 14.5 metres, requirements of cloth for the weaker sections is 
estimated te  Be 3070 millon metres by the end of the Fifth Plan. The 
Committee were also informed that since the formulation of the draft 
Fifth Plan, there have been various developments, including rise in 
prices, as a result of which these estimates have been affected and 
are, therefore, likely to undergo changes. The Committee regret that 
even after the lapse of the first two years of the Fifth Plan, final 
estimates of annual requirements of cloth for the vulnerable sections 
of population are yet unavoidable. This failure calls for rapid recti- 
fication. 

1.144. Another disturbing phenomenon of the operation of the 
Controlled Cloth Scheme is that there has been a steady decline in 
the production of dhoties and sarees since 1968. Perhaps the most 
important factor which has come in the way of the smooth function- 
ing of the scheme is that the production pattern was not in confor- 
mity with the actod requirements of the people, and the mills were 
producing more long cloth (presumably because of the opportunities 
available for clandestine sales by their conversion and reprocessing) 
and shirting and less sarees and dhoties. While in 1968. the mill 
sector produced 465 million metres of dhoties and sarees, the produc- 
tion was 440 million in 1969, 242 million in 1970, 230 million in 1971, 
219 million in 1972 and only 180 million metres in 1973. During 1974 
(upto September 1974), while the percentage requihment iunder 
the scheme was assessed at 20 per ceat, the actual production of 
dhoties was 6.3 per cent and that of sarees only a mcitgre 2.7 per 
cent. Apart from tbis tremendous shortfall in production, dhoties 
and sarees produced under the controlled cloth scheme were of such 
abysmally poor quality and width that they could be of hardly aay 
urc to tbe poora bections of the population, especially in the country- 
side. This is m intolerable situation and the Committee ash for 
stringeat meuures to ensure adequate production of d h o t h  m d  
sat- by the mill sector. An early report on this issw is porticuJu- 
Ig called for. 



1.185- In  spite of tbe Contrdled Cloth Scheme having now b&, in 
operation for more than a decade, no genuine survey or even broad- 
ly  reliable data 0x1 the estimated requirements of dhoties and sarees 
for the vulnerable sections of the people are available. is no won- 
der that in 1874 (upto September 1974), while the production of long 
cloth was 53.7 Per cent in excess of requirement, tile production of 
all other categories (shirts, sarees, dhoties, drill) was fnr short of re- 
qclirements. while the Committee feel strongly that Government 
through the Textile Commissioner should have eaforcccl corrective 
measures in time, they urge on Government to collect relevant data 
without any delay to ensure that the production pattern of the mills 
conform to actual requirements. 

1.146. The Committee find that during the years 196647 to 1972-73, 
India imported 4907 thousand bales of cotton, valued at Rs. 609.98 
crores. The bulk of these imports were confined to the long-staple 
~ar ie t ies .  Till a few years back, cotton was being imported against 
free foreign exchange, against PL-480 Agreements and against Rila- 
teral Trade Agreements. In 1975. under a spccinl arrangement, 2 
lakh bales of medium staple cotton were irnport~l  front Pakistan. 
Justifying these imports. i t  was stated by thc Con~nlerce Ministry 
that over the years the overall production of cotton hid remained 
far short of the requirements of the mill industry. This reason does 
not, by itself, appear to  be plausible, in view of the fnct. which was 
also admitted during evidence. that India hds it. recent pears succes5- 
fully achieved a breakthrough i n  the development of long-staple 
cotton As this variety commanded a higher price of Rs. 900 per 
quintal as against the price of Rs. 200-300 of other varieties, thc pro- 
duction picked up to such an extent that there was even a glut in the 
home market in 1974-75 and Governmcnt had to permit a portion of 
it to be exported. The Committee were infori~led that the low off- 
take of long staple cotton was due to the higher requirements of the 
medium varieties. In April 1974, the production of controlled cloth. 
which depended for its production on short a r d  medium varieties of 
cotton, was doubled from 400 to 800 million square metres. There 
was also a spurt in  our export of cotton textiles which too depended 
on those varieties. Explaining this ~ a r a d o x  of imports in the face 
of glut of long-staple cotton, the representative of the ~ g r i c u l t u r e  
Ministry stated that "once we introduce a variety, it takes time even 
to discourage i t "  The Committee are not impressed by this state- 
ment The hardships and a puzzling dilemma which the vowers  of 
that variety must have faced when they found to their dismay that 
the very variety they were encouraged to grow was no longer re- 
quired by the mills can be visualbed. The Committee recommend 
that in ordm ta avoid ~ c h  unhappy situations in the fllt11rc9 Govern- 
ment should f o l l ~  what may broadly be termed an integrated Wlicy 



so that varieties of cotton produced in the cortntrg are not out of t- 
with the trends in consumption. 

1.147. The Committee note that while imports of cotton are cana- 
abed through the Cotton Corporation of India to whom s bulk license 
:is issued for the imports, it was the Indian Cotton Mills Federation 
which not only functioned as the sponsoring authority for reeoln- 
:mending applications horn individual units but also collected a pre- 
mium at the rate of Rs. 300 per bale of importcd cotton. As the 
amount was collected from the mills by the ICMF under a voluntary 
arrangement, the s a a e  was not credited into Government account. 
As far back as April 1966, the Committee had in their 50th Beport 
!(Third Lok Sabha) pointed out that the levy of premium had all the 
;ingredients of a tax and as such it should be operated by an official 
.agomy. In their reply, the Ministry of Comnierce bad pointed out 
qtbat such voluntary and indirect methods and modalities of export 
promotion were recognised and practised in many countries. The 
'Committee did not at that time pursue their recommendation further. 
I t  is surprising, however, to learn that Government did not even go 
-into the question of how the ICMF collected premium on imported 
cotton during the period the voluntary scheme was in force, i.e., from 
June 1971 to March 1974. A much better arrangement would have 
been for Government to use its powerof levying import duty on 
cotton and out of the amount so collected consider subsidising the 
produc:lon of controlled cloth. The Committee recommend that 
whenever private bodies manage to impose levies on or make coUec- 
t i n s  of premium from industries, Government should not acquiesce 
in such an arrangement on the plea of its being 'informal'. but should 
on the contrary, examine fully the implications of such levy/collee- 
tions and place it if thought fit, on an appropriate statutory basis. 

1.148. It is distressing that during the years 1971-72 to 1973-74, 
while the production d long-staple cotton increased by 15 per cent 
(from 1,779 thousand bales in 1971-72 to 2059 thousand bales in 
1973-74), the production of medium and short staple, which was 3807 
and 978 thousand bales respectively in 1971-72, decreased to 2883 and 
880 thousand bales respectively in 1973-74, the percentage decline 
being 24 and 10 per cent respectively. Thc Committee would Like 
the Agriculture Ministry to go into the reasons for this decline and 
give greeter encouragement to the production of medium and short 
staple varieties of cotton in the country with a view to ensuring that 
the contro]led cloth scheme which is dependent on these varieties of 
cottan, does not come to grief on this account. There S ~ O U M  in 
other words, be a well thought-out plan for growbt! dl required 
vadetim of cotton, with an eye particularly to the cloth r t q ~ i m e n b  
of the weaker sections of our society. 

424 L. S . 4  



. . CHAPTER II: 

MARKETING AND. DJSTRIBUTION 

2.1. According to a nation-wide survey conducted, in 1974, by the 
Press Trust of India, acute shortage of commonly used varieties of 
standard cloth like sarees, dhoties, shirtings and drills, inadequacy 
of the distribtion machinery, as a result of which people belong- 
ing to the economically weaker sections of the society had t o  wait 
for hours in queues to get their standard cloth, and the adopt~on 
of questionable practices at all levels had resulted in the Controlled 
Cloth Scheme being unable to fulfill the social objectives for 
which it was introduced. A common complaint of consumers was 
that all was not well with the distribution system for controlled 
cloth ana that the acceptable varieties produced by the mills found 
their way into the affluent sections of society, either directly o r  
through wayside shops. Other complaints were that the distribu- 
tion centres were few and far between from their places of rcsi- 
dence, that the authorities did not give proper information about' 
the availability of cloth and that the distribution centres did not 
display signboards about availability and rates. 

2.2. The Committee enquired into the arrangements that existed 
for the marketing of controlled cloth. In a note, the Ministry of 
Commerce stated: 

"Allctment of controlled cloth to each State is in proportion 
to its: pcpulation. The National Cooperative Consumers 
Federation (NCCF) is the coordinating agency at the 
national level for onward distribution of 90 per cent of 
the production of controlled cloth to the wholesale and 
retail channels nominated by the State Governments. 
10 per cent of the production of controlled cloth is sold- 
through mills' own retail shops. 

The foilowing channels for distribution of controlled cloth have 
been indicated by the Textile Commissioner to the State Gc1:ern- 
ments: 

(a)  Super Bozars in cooperative sector. 
(b) Setional Cooperative Consumers' Federation and the 

c n h  oi cooperatives affiliated to it. 



(c) Fair price shops run under the"aegis of the State Gov- 
ernments. 

, ' (d) Any other agency in the cooperative sector specified by 
the State Governments. 

The State Governments have nominated State Co- 
operative Consumer Federations as State-level whole- 
sa le  and coordinating agencies in 13 States (namely, 
Andhra Pradesh, Bihar, Haryana, Punjab, Rajasthan; 
Madhya Pradesh, Gujarat, Maharashtra, Tamil Xadu; 
Kerala, Karnataka, Orissa, Wes.t Bengal) ; State Marketing 
Federations in U.P., Jammu & Kashmir and Nagalancl, 
and recently State Food & Civil Supplies Corporation zs 
an additional wholesale agency in Bihar. In the remain- 
ins  s ta tes  and Union Territories, the National Cooperative 
Consumers Federation coordinates with the se!ected 
wholesale stores which have been nominated bv the res- 
pective State Governments for functioning as wholesalers. 
At the District/Taluka level, consumer cooperative/ 
marketing cooperatives and, in some States, private trade 
on a limited scale, have been appointed as sub-wholesalers. 
Release orders are issued every month by t,he Textile Com- 
missioner, which are communicated to State Cooperative 
Consumer/Marketing Federations who, in turn. send advice 
to the National Cooperative Consumers' Federation inti- 
mating break-up of quantities of controlled cloth of dif- 
ferent varieties which is to be sent to different districts 
and Talukas. The N.C.C.F., on receipt of store-wise allo- 
cations from the State Federations, issues despatch 
instructions to the Textile mills. In this way it is enscrcci 
that the controlled cloth reaches the wholesale poin?s in 
the State direct from the mills. 

The internal allocation of controlled cloth within a 
State and retail distribution of controlled cloth, is pri- 
marily the responsibility of the concerned State Govern- 
ment. The Government of India in the Department of 
Civil Supplies and Cooperation have, however, advised 
the State Governments to take necessary steps to organise 
distribution of controlled cloth, not only in urban areas 
but also in semi-urban and semi-rural areas through co- 

.". n r, 

operative channels to the maximum extent possible. 



In the States of Tamil Nady Karnataka, Orissa, R a j w  
t h m  and Uttar Pradesh, the entire retail distribution of 
controlled cloth is with the cooperatives, In other States 
also, cooperatives have been pressed into service to a 
large extent for retail distribution of controlled cloth in 
urban as well as rural areas. Retail sale in the coopera- 
tive sector is undertaken by consumer cooperatives in 
urban areas and marketing and service cooperatives in 
~ r a l  areas, besides, as indicated above, in some States 
private fair price shops have also been entrusted with 
distribution of controlled cloth by the concerned State 
Governments." 

2.3. The underlying idea behind entrusting the distribution and 
sale of controlled cloth to the cooperatives was that these institutions, 
with a vast network of stores throughout the country, would be in 
a position to ensure that controlled cloth reached the consumers for 
whom it was primarily meant. Besides, these were also under close 
public audit. It w&, therefore, legitimate to expect that the alleged 
malpractices in the sale of controlled cloth would be minimised, if 
not altogether eliminated. However,, cooperatives in some states did 
not have the necessary expertise and experience in shouldering this 
responsibility in a competent way. While some lacked financial 
resources, others did not possess the professional skills to organise 
the sale of huge quantities of cloth allocated to them. 

2.4. On the role of the cooperatives for the distribution of con- 
trolled cloth, the Estimate Committee (1973-74) had, in their 61st 
Report (April, 1974), inter-alia, observed: 

"It has been represented to the Committee by a non-official 
organisation that under the new arrangements for distri- 
bution of controlled cloth through cooperatives 'there 
are serious bottlenecks in the movement of the cloth as 
on the one hand, the consumer is starved of the supply 
while, on the other, huge stocks are lying with the mills 
and distributing agencies. Thus, an artificial shortage of 
controlled variety of cloth has occurred. . . .The normal 
channel has stood the test of time and they know by ex- 
perience as to the size the quality design and colour 
of the articles required in a particular area during a 
particular season. The cooperatives and other establish- 
ments run by people who do not have the experience of 



the trade have miserably failed to deliver the goods." 
Government were, therefore, asked to state whether the 
existing channels of distribution of controlled cloth, name- 
ly, mills' retail shops, super-bazars, cooperatives and fair 
price shops had or would have adequate retail outlets to 
replace the traditional channels and reach the cloth to 
the weaker sections of the society both in the urban areas 
and in the remote rural areas. In reply, Government 
have admitted that "these channels of distribution do not 
have adequate retail outlets to replace the traditional 
channels and reach the cloth to the weaker sections of 
the society both in the urban and in the remote rural 
areas and that it is difficult to create infra-structure of 
that magnitude in all States." They, however, maintain- 
ed that the responsibility of distributing the available 
quantity in the various States is that of the concerned 
State Governments, who should endeavour to make sui- 
table arrangements for the purpose." 

The Committee had gone on to recommend as follows: 
"It is admitted that the existing channels of distribution of 

controlled cloth namely mills' retail shops, cooperatives, 
super bazars and fair price shops etc. do not have ade- 
quate retail outlets to replace the traditional channels 
and reach the cloth to the weaker sections of society both 
in the urban and in the rural areas. I t  is also admitted 
that a t  present Central Government have no machinery 
to keep a check on the distribution machinery to ensure 
that the controlled cloth actually reaches the sections of 
society for which it is meant. The Committee have a 
doubt whether even the limited quantity of controlled 
cloth produced a t  present, is really distributed to the con- 
sumers at  the controlled rates through the existing dis- 
tribution channels. During their tours, the Committee 
received general complaints about the non-availability 
of the controlled cloth both in urban as well a s  in rural 
areas. The Committee feel that a t  present a large quan- 
tity of controlled cloth gets diverted to unauthorised 
channels. The Cornmi ttee would suggest that Govern- 
ment should have an independent investigation made by 
one of their own economic intelligence agencies as to who 
are the actual beneficiaries of the controlled cloth scheme 
and in the light of the facts gathered review the existing 

' channels of distribution." 



2.5. The National Council of Applied Economic Research had 
conducted, in September-October, 1974, a sample survey of the mar- 
keting of controlled cloth, sponsored by the Indian Cotton Mills 
Federation. According to this sample survey, the metropolitan, 
urban and rural buyers accounted for 27.4 per cent, 59.1 per cent 
and 14.5 per cent respectively of the total purchases of controlled 
cloth. The following table indicates the details of this survey: 

Place No. of  Total Percentage Percentage 
House- cloth <) f to 
holds hought households total 

i n  metres) 

Village . . 133s t+,o3I 15.77 11'5 

2.6. Since the survey ,of consumers had been confined only to 
about 100 retail outlets in nine States, there can be a margin of 
error in generalising over the results gathered. The relevance of 
the survey, however, lies in the fact that it throws light on some 
of the weak spots in the scheme, which have vitiated the attain- 
ment of the objective. Since nearly 80 per cent of the households 
are located in rural areas (according to the 19'71 census), this 
should have been the basis for allocation of controlled cloth for 
distribution as between the metropolitan and urban areas and the 
rural areas. On this basis, the rural areas should have received a 
greater quantum of controlled cloth relative to the urban and 
metropolitan areas. But unfortunately, while the rural areas, 
according to the NCAER study, accounted for only 15 per cent of the 
releases (purchases) the metropolitan and urban areas had taken 
up the balance. It  would, therefore, appear that the retail outlets 
in the rural areas are insufficient. Fm instance, the Survey points 
out that Maharashtra, with 9.4 million households (out of the total 
of 100 million in the whole country) has only about 800 retail out- 
lets, of which nearly 350 are located in Bombay metropolitan com- 
plex. a * - . - d 6 f  Y !I 5 ,jkF,y,$ 

2.7. Since this Survey appeared to indicate that the facilities 
available for the sale of controlled cloth in the rural and semi- 



urban areas .were inadequate and that controlled cloth was mostly 
so ld  to people residing in metropolitan cities, the Committee desired 
-to know whether the existing arrangements for the marketing and 
distribution of controlled cloth were adequate and satisfactory and 
.the measures taken by Government to augment the distribution 
arrangements in small towns and rural areas. In a note, the 
Ministry of Commerce, inter alia, stated: 

"Before the 1st April, 1974, controlled cloth production was 
to the extent of 406 million sq. metres per annum, which 
was thereafter stepped-up to 800 million sq. metres per 
annum. To cope with the distribution ,of this increased 
availability of controlled cloth, the State Governments 
were advised to utilise the net-work of consumer co- 
operatives in urban areas and marketing and service co- 
operatives in rural areas throughout the country. The 
NCCF had also impressed on the State Cooperative 
Federations that the key-note of Central Government's 
policy is that controlled cloth should reach the vulner- 
able sections of the community in rural areas as well as 
urban areas a t  controlled prices. 

In pursuance of the specific measures initiated to 
expand the distribution system for controlled cloth, the 
total number of retail outlets for controlled cloth 
increased from 18646 as on 30-6-1974 to 28035 as on 31-3- 
1975. (A statement furnished by the Ministry indicat- 
ing, State-wise, the number of outlets in urban and rural 
areas is reproduced in Appendix VIII) ." 

2.8. The Ministry added that according to the information fur- 
mished by the State Governments, in March, 1975, out of the 28035 
retail outlets for controlled cloth as on 31st March, 1975, 21089 were 
in rural areas and 6946 in urban areas, which would mean that  
approximately 75 per cent of the outlets were in rural areas and 25 
per cent in urban areas, and that the quantity of controlled cloth 
distributed in rural areas accounted for about 68 per cent of the 
total sales during 1974-75. 

2.9. According to the Ministry, besides these retail outlets, some 
cooperatives had also been selling cloth through mobile vans, 
particularly in areas/localities with concentration of industrial 
'labour and other vulnerable sections. 



The Ministry further stated: 

"Subsequent to March, 1975, further advice has been sent b y  
the Central Government to the State Governments to 
take measures for increasing the number of retail out- 
lets in rural areas, where necessary, and ensure that con- 
trolled cloth reaches particularly the vulnerable sections 
of the community. Details about the actual impact of 
such advice in different States will be known after some 
time. 

I t  may thus be observed that measures have been. 
taken to substantially step-up the number of retail out- 
lets for distribution of controlled cloth in the country. 
In urban areas, the consumer cooperative structure has a 
total of 18,000 retail outlets. In rural areas, there are. 
nearly 50,000 consumer goods distribution points run by, 
primary cre&t/marketing societies. There should not, 
therefore, be difficulty in further expanding the retail 
points for distribution of controlled cloth either in urban 
areas or rural areas, if and when actual need arises. For. 
this purpose, there would be need for extending finan- 
cial assistance to the cooperatives particularly in the 
shape of share capital contribution by the concerned 
State Governments, so as to provide the requisite mar- 
gin money, to enable the societies to obtain bank credit 
for controlled cloth distribution work." 

2.10. When the Committee referred, in this context, to the sample 
survey conducted by the National Council of Applied Economic 
Research, the representative of the Ministry of Industry and Civil 
Supplies stated in evidence: 

"The study by the NCAER was based only on 144 retail out- 
lets out of a total of 28,035 such outlets in the country. 
It  does not come even to half a percent of the total out- 
lets, through which controlled cloth is sold in the coun- 
try. It was conducted during September-October, 1974. 
The Study report itself says that it was done on the 
basis of incomplete data. Our submission is that since 
this report was written, there have been many improve- 
ments ma& by the S t a t  Governments themselves. 
Whatever be the worth of this report, Government of 
India did not sit idle. They sent out people and reiterated 
their policy directives." 



2.11. Since i t  had been stated that the NCAER survey was not. 
comprehensive enough, the Committee asked whether any survey 
had been carried out by Government to determine the type of peo- 
ple who purchased controlled cloth. In a note, the Ministry of 
Commerce stated: 

"No scientific survey has been conducted by the Govern- 
ment." 

2.12. According to the NCAER Survey, "62 per cent of the sam- 
ple buyers can be regarded as vulnerable sections for whose bene- 
fit this scheme is launched." This survey also showed that in 
metropolitan areas, only about 30 per cent of the buyers sampled 
could be classified as 'vulnerable' or belonging to the weaker sec- 
tions of the community (household income of Rs. 4,000 and less or 
per capita income of Rs. 636 per annum). In regard to the urban 
buyers, 71 per cent were below this income level whereas in the 
rural areas, 81 per cent of the buyers belonged to vulnerable 
sections. 

2.13. The average quantity of controlled cloth purchased by 
households in different income ranges was indicated by the sample 
survey as follows: 

- 
i l n  metres; 

Income groups 
(Rupees) 

Dhoties Sarers Long cloth Total 
etc. 

Avcfrgc fm all income  group^ . 2790 0.69 IS-23 18-82  - 



2.14. The NCAER survey also points out that about 70 per cent of 
-the controlled cloth buyers are of the salaried classes employed in 
manufacturing industries or other organisatiosls including Govern- 
ment. Cultivators and agricultural labourers account for less than 
'10 per cent of the controlled clsth buyers. The following table in- 
.dicates the results of the sample survey, Income-wise and Occupa- 
.;tion-wise: 

OCCUPATION 
Income groups ----- -------- 

( R u m s )  Apiculture Salaried Transport Trade Total 
and allied class storage and 
activities to  cons- Commerce 

tructmn 

Above-IOOOO . 15 44 1 I 6 9 8 5 70 
- 

Tdd . S I S 6213 479 132s 8838 -- - 
Percentages . 4'3 70'3 5 ' 4  1 5 . 0  10070 

2.15. Pointing out that in States such as Maharashtra and Tamil 
Nadu, 65 per cent of the controlled cloth buyers 'cannot be classified 
as belonging to vulnerable sections 09 the community', the NCAER 
study had come to the conclusion that the controlled cloth scheme, 
primarily intended to accord protection to the econmically weaker 
sections of the society 'is not fully serving its purpose'. 

2.16. This appeared, to indicate that the distribution system was 
not geared to take the m c m e  varient into account and had not 
equipped itself to serve exclusively the vulnerable or economically 
weaker sections of society and that the controlled cloth scheme, 
under the existing arrangements served the non-intended sections 



t o  a greater extent than the needy qnes. The Bureau of Industria1 
Costs & Prices had also pointed out, in its interim report on cotton 
textiles, submitted in September 1972, that the distribution arrange- 
ments for the sale of controlled cloth should be considerably 
streamlined 'to meet the requirements of the retarded sections of 
the society in rural areas. The Committee, therefore, enquired into 
the steps taken by Government to ensure the proper and equitable 
distribution of contrdled cloth amongst the vulnerable sections of 
the society in the rural areas. In a note, the Ministry of Commerce 
~epl ied :  

"From 9th October, 1972. the distribution of controlled cloth 
was brought under statutory control and its sale was res- 
tricted through the following five prescribed channels: 

(1) (a) Mills' own retail shops (b) Mills' authorised re- 
tail shops in semi-urban j semi-rural areas: 

(2) Super Bazars in the Cooperative Sector; 

(3) N.C.C.F. and the chain of cooperative institutions afili- 
ated to them; 

(4) Fair Price shops run under the aegis of the State Gov- 
ernment; and 

(5) Any other agency in the cooperative sector specified by 
the State Government concerned. 

The distribution of controlled cloth in the Statetunion Terri- 
tories is the responsibility of the respective State GOV- 
ernments and Union Territory Administrations. The Gov- 
ernment of India have, however, advised the State Gov- 
ernments, Union Territory Administrations to emure 
that controlled cloth reaches the weaker and vulnerable 
sections particularly in rural areas. The State Govern- 
ments'union Territory Administrations were advised as 
follows by the Textile ComrnissioneriCentral Govern- 
ment from time to time:- 

( i )  As production of controlled cloth is mainly designed to 
meet the requirements of the weaker sections of the 
community, cloth may be mld to the people with monthly 
income of less than Rs. 4001- per month. Accordingly, 
the State Governments have regulated a l e  of controlled 
cloth and .imposed quantitative and other restrictions on 



sale of controlled cloth in some States, the sale is res- 
tricted to certain income groups. 

(ii) To ensure sales of controlled cloth to bonajide consu- 
mers, i t  was suggested that this cloth could be sold on 
the basis of existing ration cards etc. In these States 
where statutory or informal rationing was not in force, 
kerosene or other cards in vogue fur distribution of es- 
sential commodities, could be made the basis for sale of 
controlled cloth. It  had also been suggested to the State 
Governments 1 Union Territory Administrations that not 
more than one pair of Dhoti or one pair of Saree or 10 
metres of other varieties of con'trolled cloth should be 
sold to a person at a time. 

(iii) To ensure smooth distribution of controlled cloth, Ad- 
visory Committees may be set up at various levels to 
supervise its distribution among the bonafide consu- 
mers. The State Governments/Union Territory Ad- 
ministrations had also been advised that Members of 
Parliament may be associated with Advisory Com- 
mittee Caordination Committee set up for supervising 
the distribution of controlled cloth. 

(iv) The number of retail outlets, particularly in rural areas 
through service cooperatives and primary marketing 
societies should be increased. In predominantly tribal 
areas good working tribal cooperatives may be entrusted 
with retail distribution, so that controlled cloth reaches 
the weakest sections of the society. In rural areas, 
good working marketing societies may be entrusted to 
act as wholesalers for getting cloth stocks directly from 
the m a .  Appointment of tribal cooperatives, service 
cooperatives and primaty marketing societies was sug- 
gested not only to broadbase the distribution system, 
but also to provide focal points for developing a wider 
network of retail outlets in rural areas." 

2.17. The Committee asked whether it would not be better and 
socially more desirable to prescribe suitable ceilings of income 
for the entitlement to controlled cloth, in order to ensure that 
only persons in the lower income brackets were sold controlled 
cloth. The Textile Commissioner replied in evidence: 

"Various State Governments have evolved various schemes 
90 suit their own reauirrPnents. They have indicrkd 



that in all cases, controlled cloth distribution is regula- 
ted by ration cards, but in some States a man drawing 
Rs. 400)- can get this cloth, in some others those draw- 
ing upto Rs. 7501- can get it while in some, even those 
drawing upto Rs. 1300)- can get it. From each of the 
States we have got this information. The distribution 
of controlled cloth has essentially to be done with the 
help and active assistance and involvement of the State 
Governments and cooperative institutions. In fact, it is 
well known that the State of Maharashtra and Delhi 
have their ,own control systems. In Delhi Government 
are making a model scheme." 

2.18 The Committee desired to know whether separate coope- 
rative societies existed to cater to the needs of the vulnerable 

-sections like the scheduled castes and scheduled tribes. In reply, 
the representative of the Ministry of Industry & Civil Supplies 
stated that the approach of the Government was not to have sepa- 
rate societies for these communities in so far as the general villa- 
ges were concerned but in states like Andhra Pradesh and Orissa, 
where there was a sizeable population of scheduled tribes sepa- 
rate tribal cooperative were involved in the distribution of con- 
trolled cloth. 

2.19. Asked whether the weaker sections had any say in the 
management of cooperative societies which sold controlled cloth, 
the witness replied: . . 

"We, in the Department of Cooperation have advised the 
State Governments that as far as the village societies 
are concerned, the co-operative law s h ~ u l d  be amended 
to ensure that the weaker sections have a say in the 
management and that one or two or three members of 
the village co-operatives should be members belonging 
to the weaker sections. We are trying ta ensure that 
even in the management of the village society the pre- 
dominant voice is given to the weaker secfiou. 

I 

2.20. Another sample survey was also undertaken by the 
National Council of Applied Economic Research to determine the 
extent of awareness of the controlled cloth scheme among those 
classes of people for whom it is implemented. Though the con- 
clusions drawn from this survey cannot be generalised since the 
sample is small, the survey nevertheless focuses attention on 

. certain ihteresting aspects. 



2.21. The following table indicates the extent of awareness of the- 
scheme among a representative cross-section of the country's popu-- 
lation: 

State 

HouseholdsHouseholds Housek~olds Tot 8 1 
whoare whoare whoare 
not aware aware, but aware end 

of the did not purchased 
scheme buy cloth cloth 

Andhra Pradesh , 131 41 28 200 
(65.5) (20.5) (14.0) (100.0) 

Madhya Prsdt sh . . . 4 S 1 55 
( 7 . 3 )  (92'7) (100.0) 

Rajasthan . I 14 101 I 16 
I (12.8) (87. I )  ( I O O * ~  ) 

Tamil Nadu . . 30 1x5 I I I  266 
( 1  1 (43.2) (41.7) (100.0) 

- 
(Figures in brack~ts a r t  p: ragt s). 

2.22. According to the survey, nearly 80 per cent of the house- 
holds contacted were aware of the controlled cloth scheme and 
over half of these had also purchased the cloth whereas the remain- 
ing. though aware of the scheme did not buy any controlled cloth. 
Only about 20 per cent of the households did not know anything 
about the scheme to enable them to derive any benefit. Further, a 
very high degree of variation had been noticed in the States as re- 
gards the knowledge about the scheme. 

2.23. The survey also revealed that among the households who 
showed lack of knowledge, 44 per cent were city dwellers, while the 
remaining Lived in towns. In rural areas, where literacy as well as. 
distribution facilities are currently low, the proportion of house- 
holds was expected to be higher. 



2.24. The survey further points out that about 60' per cent of the- 
respondent displaying lack of knowled'g,e belonged to the vulnerable- 
sections of the society while the remaining were of the non-vulne- 
rable category. Similarly, about 57 per cent of the households who4 
did not buy the cloth belonged to economically vulnerable sections- 
whereas the remaining were outside this category. The reasons for 
not buying the cloth, as reported by the households, are summarised 
in  the table below: \ 

Cannot 
buyor 
not ~nte -  
rested 

Poor ' Long 
quality ( queues 

Don't I Knew 
k ~ o w  no 

the / Ration 
clothis ; card 

available, hence 
!did not 

bug 

/ Not a / Total 1 ;:O" ;member , 
5 way , of coop. 

society I 
i 
I ! 
I I 

Andhra Pradesh 18 I I 12 . . . . . . . . 4 I 

Kerala . 4 2 o 3 3 4 . . . . . . 61 

Maharashtra . . . 9 I 2 I 35 . . 48 

TamilNndu , 14 10 14 I . . . . 27 96 

Uttar Pradesh . I 2 5 4 4 . . . . r 6 

West Berlgal . 79 I3 2 6 5 I3 . , . . I 36 

Delhi . 2 I 3 65 38 . . I 22 150 

Total . . 137 6s  156 54 I 8 3 6 79 54s 

Percentogcs . (23'5' ( I  (26.2; (9.0' (3.0'  (6.0' (13.3' (1oo.0) - P - - 
2.25. The Committee desired to know whether mills which prod~: 

ced controlled cloth could sell part of their production through their 
own retail shops. In a note, the Ministry of Commerce stated: 

"No mill can sell any controlled cloth without Textile Com- 
missioner's permission. The Textile Commissioner's Offi- 
ce allocates 10 per cent of the production of controlled 
cloth on cross-section basis for distribution through mills' 
own retail shops or retail shops authorised by the mills. 
In any case sale of controlled cloth even by the mills' 
retail shop remains subject to the discipline imposed by 
the State Governments." 

2.26. Asked whether the Textile Commissioner had any machinery 
to supervise the efficiency of the distribution system an? to take 
note of abuses, the Textile Commissioner replied in evidence: 

"Textile Commissioner has about forty inspectors in all in the 
whole country. In fact, for distribution work, the Tex- 



tile Commissioner depends entirely on the State Govern- 
ments. . . . The Textile Commissioner's organisation has its 
head oface in Bombay and has five regional offices for the 
whole country." 

2.27. In a note furn ish4  subsequently in this regard, the Ministry 
of Commerce stated: 

"From time to time guidelines have been issued to the State 
Governments for distribution of controlled cloth. The 
enforcement of these arrangements is the responsibility 
of the State Government. The Textile Commissioner 
does not have any arrangements to inspect and supervise 
the distribution of controlled cloth at  retail level." 

2.28. In reply to another question whether the Textile Commis- 
sioner had powers to deal with breaches of control orders, the Tex- 

-tile Commissioner stated: 

"The powers to deal with any breach of Control Orders are 
delegated to the State Governments." 

2.29. Asked whether it was not feasible for the Textile Commis- 
sioner to have an effective control over the distribution of controlled 
cloth upto the level of the retail outlets, the Textile Commissioner 
replied : 

"Thousands of retail outlets have to be opened and if the Tex- 
tile Commissioner ever tried to have a control upto that 
level, the cost to the Government in terms of creating 
administrative machinery on that account will be verv 
very excessive." 

The representative of the Ministry of Industry and Civil Supplies 
added: 

"Neither the Textile Commissioner nor the Government of 
India from New Delhi can see as to what is actually going 
on in regard to the implementation of policy in different 
villages in the country. That does not mean that Gov- 
ernment of India do not have an responsibility in the 
matter." 

2.30. One of the modiilcations incorporated in the Controlled 
C lo th  Scheme in April, 1974 was 'the compulsory selvedgc printing 



of prices on every metre of controlled cloth' to be 'introduced pro- 
gressively'. (The Committee desired to know how far this had been. 
implemented. The Textile Commissioner stated in evidence: 

"We have impressed on the State Government that anybody 
selling controlled cloth at  higher prices should be booked; 
and the State Governments have been alert in thia re- 
gard. Previously, the prices were just stamped on the face 
plait of the cloth itself. Now the price fixed is stamped 
all along the selvedge. Even if 4 or 5 metres are remov- 
ed, the consumer will kcmw the price he has to pay for 
it. In its survey report, the NCAER has commended this. 
They have said that more than 99 per cent of the people 
interviewed, had confirmed that the cloth was made avail- 
able to them at the controlled price as fixed by the Textile 
Commissioner." 

Clandestine Sales 

2.31. Various news media had carried reports of clandestine sale 
of controlled cloth to bulk buyers either for reprocessing or con- 
version into readymade garments. For instance, an article in the 8 
September, 1974 issue of 'Indian Express' states: 

"A visit to the cloth shops, both large and small. amply sub- 
stantiates the fact that virtually no controlled cloth is 
available or it is hidden under the counter to be sold at 
a premium. . . .Anather m ~ d u s  o?eravdi of the black 
marketeers is that a csnsiderable amount of controlled 
cloth Ands its way from the co-operatives into private 
processing houses. Here i t  is converted into bleached, 
dyed and printed fabrics and then sold as non-controlled 
cloth at higher prices." 

2.32. The Bureau of Industrial Costs and Prices, in its r e p r t ,  
had observed: 

"It appears that the definition of controlled cloth as provid- 
ed in the control order has a lacuna, which renders it 
possible for mills to produce cloth which is inferior in 
construction and, beinq controlled, i t  can be sold at  a 
price higher than that of controlled cloth. Another 
weakness seems to be that the incentive that is, subsidy, 
for the production of controlled cloth is the same for 
grey and procespr ?loth and is not linked with Reeds 



and Picks. The tempatation therefore would be to 
produce firstly grey cloth and secondly with such Reeds 
and Picks per c.m, as would involve the least expense. 
I t  has been noticed that grey cloth is being sold to pro- 
cessing houses and there is the possibility of processed 
cloth not being sold as controlled. As regards sale to 
processing houses, the mill authorities stated that they 
knew only the wholesalers or the retailers to whom grey 
cloth was sold and they did not know how the whole- 
salers and retailers disposed of the cloth. These aspects 
need fuller examination." 

2.33. Even the then Minister of Foreign Trade, while addressing 
a conference convened by the Indian Cotton Mills Federation on 7 
October, 1972 had stated: 

". . . .it appears that the moment the controlled cloth leaves 
the mills gate, it disappears, without leaving any trace 
behind. . . . . I  believe a fair quantity reaches the proces- 
sing houses where it changes shade and colour and re- 
emerges as non-controlled processed cloth with a high 
unit value." 

2.34. The Committee, therefore, enquired into the nature of 
the effective steps taken to prevent the diversion of controlled 
cloth to unauthorised channels. In a note, the Ministry of Com- 
merce stated that the following measures had been taken in this 
regard: 

(i) Since 1st November, 1972, the NCCF and State Co- 
operative Consumer, Marketing Federations, have been 
functioning as the co-ordinating agencies at  the National 
and State levels respectively. This has ensured that 
controlled cloth allotted to the States reaches the States 
to whom it is meant and also the wholesale points in the 
disrict and Taluka levels without any diversion at mid- 
points. 

(ii) The channels through which controlled cloth is to be 
distributed has been indicated by the Textile Commis- 
sioner to the State Government. 

(iii) The Textile Commissioner had also advised the State 
Governments that, as the production of controlled cloth 
is mainly designed to meet the requirements of weaker 
sections of the community, cloth may be sold to people 
with monthly income of less than Rs. 400'-. In pumu- 



ance of the suggestions made by the Textile Commissioner, 
the State Governments are regulating sale of controlled 
cloth and have imposed quantitative and other restric- 
tions on sale of controlled cloth; in some States, the sale 
is restricted to certain income groups. 

(iv) The State Governments were also advised that the sales 
to the bonafide consumers could be ensured if they could 
be organised on the basis of existing ration-cards etc., 
and where statutory or informal rationing is not in force, 
the sugar, kerosene or other cards in vogue for distribu- 
tion of essential commodities, may be the basis for sale 
of controlled cloth as well. I t  was also suggested 
that not more than one pair of dhoties and one 
pair of saris and 10 metres of any other variety 
of controlled cloth should be sold to a person a t  a time. 
All these instructions were aimed a t  preventing the 
possibility of controlled cloth from reaching unauthorised 
channels and to ensure equitable distribution, as far  as 
possible. However. it needs to be stated here that, in 
view of large scale accumulation of controlled cloth 
with the distribution channels in different States during 
some time past, as a result of supply of substandard 
qualities by the textile mills and consequent consumer 
resistance, the restrictions have been fully or partially 
waived by some State government on an ad hoe basis 
to enable the distribution agencies to dispose of the 
accumulated stocks expeditiously so that the distribution 
channels do not get choked up due to blocking of their 
funds. 

( v )  As the primary responsibility for ensuring proper super- 
vision over the distribution of controlled cloth is that of 
the State Governments. the District Collector and the 
district administrative machinery are  fully associated 
with the programme of distribution of controlled cloth. 
In some States, Committees have been set up  a t  various 
levels, including District and Block levels, in which non- 
officials are also associated to supervise distribut~on 
arrangements." 

2.35. The representative of the Ministry of Industry and Civil 
Supplies also admitted during evidence that, prior to November 
1972, before the distribution system introduced by the ( h n m e r c e  
Ministry came into force. complaints of controlled cloth being 
largely diverted to processing units were received and were found 
to have some basis. 



2.36. Explaining, a t  the Committee's instance, the specific steps 
taken to check the diversion of controlled cloth to processing units, 
the representative of the Commerce Ministry stated in evidence: 

"The malpractices that are alleged largely related to the 
long cloth component. Long cloth does constitute a 
substantial portion of the total production. Apart from 
meeting the requirements of the people, in order to re- 
move the malpractices, one of the steps taken was t o  
bring down the proportion of long cloth in the total pro- 
duction. The second and more important step taken by 
the Textile Commissioner was to order that long cloth 
should be produced only in the bleached form, and not 
in the grey form. In other words, the mills were pro- 
hibited from producing for purposes of controlled cloth 
grey long cloth. which is susceptible to be taken out by 
convertors for processing. So, orders were issued in 
September, 1974, directing the mills to make available 
controlled long cloth only in the form of bleached and 
not as grey long cloth. Still, the fact remains that we 
have to be very very vigilant all the time." 

Quality of Controlled Cloth 

2.37. Another common complaint about the working of the Con- 
trolled Cloth Scheme relates to the quality of the cloth produced 
and supplied by the mills. According to the PTT survey refer- 
red t_o earlier in this Report, co-operative societies and other 
agencies which distribute controlled cloth maintained that the con- 
trolled cloth which the textile mills were required to produce was 
turned out in the form of grey long cloth of poor texture, quality and 
width. They had  also complained that the present specifications 
as laid down by the Textile Commissioner for the production of 
long cloth and shirting were n3t adequate to ensure minimum 
quality standards in these varieties. 

2.38, The National Consumers Co-operative Federation, entrust- 
ed with the distribution of controlled cloth had also, according to 
press reports, come out strongly against the textile industry. The 
NCCF felt that  the industry seemed to be interested "only in statis- 
tical data" in terms of square metres of controlled cloth produced, 
but was "completely blind" to the aspect whether the c l d h  pro- 
duced was meant for wearing purposes or "to be used as d u s t e ~  and 
packing cloth". The Federation also alleged that "the woret 
possible cotton with minimum pcrmissible picks arc! used in pt+ 



duction. A mere scrutiny of the cloth will reveal that they are 
nothing but netting cloth." A still more pernicious practice follow- 
ed by the mills, according to the NCCF, was that they passed of 
even fents as a full bale of cloth. 

2.39. Drawing attention to such criticisms and complaints, the 
Committee asked whether i t  was a fact that much of the controlled 
cloth produced by the mills was sub-standard, resulting often in 
accumulation of stocks with the co-operatives and bottlenecks in 
production. The representative of the Ministry of Industry and 
Civil Supplies stated in evidence that "it was a well-known fact" 
that the private textile industry produced sub-standard cloth 
between September 1974 and February 1975 and that the "quality 
of controlled cloth was so bad that even the poorest sections felt 
that it was not fit for wearing." The witness added: 

"As a matter of fact, these sarees and dhotis were more or 
less transparent and were more suitable for netting 
rather than for wearing apparel purposes. We have 
also received reports that some of the controlled cloth 
that has been actually praduced by the private mill 
industry in these months was good only for bandage 
cloth. This was the position faced by the distribution 
channels throughout the country. In all good faith 
they lifted the stock from the mills and they found 
themselves saddled with stacks which were not lifted by 
the consumers. The poor people would rather pay a 
few naye paise more and get non-controlled cloth 
rather than buy something which is not worthwhile. I 
am not saying all these things just as a complaint to 
anybody, but I am stating facts which are very much 
well known to the entire country now. The Co-operative 
system was faced with a very real problem, because its 
controlled cloth accumulation had reached approximate- 
ly Rs. 5 crores throughout the country. Of course, it 
has now been reduced to about Rs. 3.55 crores a t  the end 
of June, 1975; but, that was done after a great deal of 
effort, with severe strain on the co-operatives distribu- 
tion system, because the co-operatives are very small 
institutions. In these days of credit squeeze they had 
to take money on loan from banks and pay 16 to 18 
per cent interest. Added to that, they had to hold stocks 
for six months or SG. This caused losses to the CO- 
operatives system. Their capacity to extend the distri- 
bution channels was affected. We brought i t  to the 
notice of the authorities concerned in the various 
f o a m s .  The Textile Commissjoner has revised the 
sp&flcetions since February, 1975 and now considerably 



different varieties according to the revised specifications 
are produced by the Textile mills. We shall see to what 
extent improvement takes place." 

2 . 9 .  Since the success of quality control measures largely de- 
pended on its enforcement a t  the production stage itself, the Com- 
mittee asked whether the quality csntrol organisation of the 
Textile Commissioner was adequately geared up for this task and 
responsibility. The representative of the Ministry of Industry 
and Civil Supplies replied: 

"We have made the submission that the quality control 
organisation of the Textile Commissioner's Office has to 
take effective steps to ensure that there is proper inspec- 
tion of the qualities and they conform to the actual 
specifications prescribed by them. right at the production 
stage. If it does not conform to specifications. it be- 
comes a waste of the limited national resources because 
it is not worthwhile if it does not fulfil the requirements 
of the consumers or if i t  is dil~erted for other purposes." 

2.41. Asked when the revised specifications for controlled cloth 
were introduced. the Textile Commissioner replied: 

"As I was submitting. the general minimum standards were 
laid down by the Textile Commissioner. Generally, 
speaking. the mills are expected to produce cloth within 
the range which they themselves know, by experience; 
but, a t  the same time, some of the cloth produced was 
of the lowest standard, though not below the norms. 
This was a subject matter of criticism and as soon as this 
position came to light, the Textile Commissioner re- 
viewed the situation and the standards were immediate- 
ly revised with effect from January. Three months 
time was given to the mills to revise their production 
programmes and, as far as we know, from the 1st March 
1975 onwards the packing is according to the revised 
standards. We have information from various consu- 
mer agencies that the present quality of cloth is accept- 
able to the consumer." 

2.42. The Committee desired to know whether the standards 
and specifications of controlled cloth were kept constantly under 
reviep. The Textile Commissioner stated: 

"While Axing the standardb the Textile Commissioner ham 
necessarily to keep in view on fact that he should go 



on improving the quality of cloth but, as the quality of 
cloth goes on improving, the price of cloth also goes up. 
So, we have to keep this in view while revising the 
standards. We now hear from the NCCF and other 
consumers and from the State Governments that they 
are satisfied with the quality of cloth which is now going 
into the market from 1st March, 1975. Earlier also, 
when defects were pointed out, i t  was only about 
4 crores worth of cloth out of a total production of 
120 crores which was found to be not acceptable to the 
customer." 

Pricing 
2.43. The prices of cotton textiles were, for the first time, 

fixed by the Textile Control Board about 30 years back under a 
scheme of realisation multipliers for the different groups under 
which the various varieties of cotton textiles could be classified. 
In the year 1948, the Tariff Board evolved a revised set of fair 
realisqtion multipliers a t  varying rates per unit of yarn woven a t  
the grey stage, by dividing the cloth into 13 groups and recom- 
mended suitable differentials for all subsequent processing and 
finishing of fabrics beyond the grey stage. The Tariff Commission 
in 1962 deviated from this method and suggested various price 
schedules to enable the fixation of prices for the individual varieties 
of cloth. As the Tariff Commission's formula was found to be 
rather complicated, the Government of India appointed a Techni- 
cal Committee of three persons under the Chairmanship of the 
Textile Commissioner in order to ensure that the Tariff Commis- 
sion's formulae could be worked in practice, and be capable of 
easy application administratively to the numerous varieties of 
cotton yarn and cloth. This Committee submitted its Report in 
August, 1963. Subsequently, a panel of Technologists was asked 
to go into the Tariff Commission's Report as also the Technical 
Committee's Report and to give suggestions ion the applicability 
of the method devised by the Tariff Commission as also the sche- 
dules prescribed by them for fixation and revision of prices from 
time to time. This panel submitted its report in August, 19W 
suggesting that the realisation multipliers as evolved by the Tariff 
Board in 1948 may be adopted duly modified on the lines suggested 
by them. The realisation multipliers were finally revised on the 
basis of the Tariff Commission's Report of lW as subsequently 
modified by the Panel of Technologists and were adopted a t  the 
time of introduction of statutorv Price Control Order of 20th 
October, 1964. 

2.44. Under the Control Scheme introduced in October, 1962, 
formulae had been prescribed for periodical review of the p r ? ~ ~  



of cloth after taking into account the various elements entering 
into the cost of production such as cotton, labour, other material 
charges etc. Adjustments were made in the statutory prices of 
cloth from time to time so as to allow for major fluctuations in 
the elements of cost. 

2.45. The prices of controlled cloth have been revised seven 
times since October. 1W. The first revision was made with effect 
from 1st March, 1965 allowing a marginal increase. This was 
followed by adjustment of prices every six m o n t h  till April 1966. 
Thereafter the prices were revised twice after an interval of 12 
months between each revision. In terms of the revision effective 
from 15th April, 1967, a uniform increase of 41 per cent was allow- 
ed in the prices of controlled cloth. Another revision took place 
with effect from 2nd May, 1968 when a price increase of 2 per cent 
was allowed for the varieties retained under control, excepting 
grey dhoties and sarees, and it was expected that this price increase 
and other measures simultaneously taken, as a package deal 
would fully neutralise the entire rise in the cost of production 
on the controlled varieties till then. 

2.46. In May, 1969 the Indian Cotton Mills' Federation demand- 
ed an increase in prices of controlled cloth to the extent of 17 per 
cent to 18 per cent over the previous prices. The demand -of the 
ICMF was examined and it was decided not to revise the prices of 
controUed cloth on the basis of the then prevailing prices of cotton. 

2.47. Again, on 20 February 19710, the ICMF had pressed for an 
upward revision of multiplier to the extent of 29 per cent to 
30 per cent of grey cloth. However, keeping in view the reper- 
cussions which the increase in the prices of controlled cloth will 
have on the prices of non-controlled varieties, it was decided to 
refer the matter to the Breau of lndustrial Costs and Prices. 

2.48. While the recommendations of the Bureau of Industrial 
Costs and Prices were still awaited, the Minister of Foreign Trade 
was stated to have held a meeting with the representatives of 
ICMF on 13th April, 1971 with a view to arrest the declining trends 
in the production of controlled cloth. Expressing concern over 
the highly unsatisfactory packing of controlled cloth during the 
last quarter of 1970-71, the Minister had indicated that ways and 
means should be found to ensure that the production of controlled 
cloth was immediately stepped up to the extent originally con- 
templated. As per the Minister's directions, a high level committee 
was set up under the Chairmanship of the Additional Secretary in 
the  Ministry, to examine the problem and to suggest measures 
which could be immediately implemented. 



2.49. This Committee had noted that "the production of con- 
trolled cloth involved a loss of 63 paise per metre", and that i t  
was, therefore, evident that the controlled price "did not even 
cover the cost of cotton consumed in the production of such cloth." 

2.50. While conceding that the price of controlled cloth had to 
be suitably refixed, "in order to enable the mills to produce con- 
trolled cloth without crutches", the Committee, however, recom- 
mended that a request should be made to the Bureau of Costs and 
Prices to submit their report as early as possible, or at least give 
an inkrim recommendation which could be considered before 30th 
November, 1971. It was also agreed that in the prevailing socio- 
economic context, it would not be advisable to increase the prices 
of controlled cloth, without obtaining the Bureau's report. 

2.51. The Committee had, hswever, recommended assistance to 
the industry in other forms. In this context, the representative 
of the Commerce Ministry stated: 

"The Conlmittee felt that the only way of achieving the 
result was to neutralise the lass that the mills were 
incurring. They also came to the conclusion that the 
amount of money to be required for a full year was to 
the extent of Rs. 20 crores, that is to say, i t  was roughly 
about Rs. 5 crores per annum. TheS. had given various 
details and calculations. Then they came to the con- 
clusion that the production of 400 million metres in a 
year would involve loss of Rs. 20 crores every year and 
some measures would have to be found for realising 
Rs. 5 crores. So. the committee again suggested or 
recommended that Rs. 5 crores per quarter would be 
found out like this: premium that the industry would 
pay to the Fund-Rs. 3.75 crores; money realised from 
the sale of foreign cotton; money realised through a 
levy on the imported American cotton, which was a t  that 
time to the extent of 1.25 lakh bales; Rs. 60 lakhs by 
cash contribution; and an amount of Rs. 75 lakhs would 
be found from the Textile Commissioner's controlled 
cloth compensatory fund, that is, a fund which had been 
built up in the past out of the levy by way of penalty 
recovered from the mills. SD, this total came to Rs. 5.14 
crores. The amount that was given from the Textile 
Commisioner's fund was adjusted on a quarter to quar- 
ter basis on the assessment made by the committee. In  
regard to the quantum of loss. I might mention that the 
quantum of loss and other details were examined by 



this Committee. So, the Committee, did not in fsct, stop- 
working. After its first report was submitted, t h q  con- 
tinued to make the assessment for every quarter so much 
so that during the 4th quarter of 1971-72, which is the 
period in question, the total amount that was given 
from the Government side was to ' the extent, I think, of 
Rs. 1.89 crores. Thus, the total amount found was about 
Rs. 20 crores. Then the scheme came to a close, really 
speaking. at the end of May 1972." 

2.52. In their Interim Report, submitted to Government in 
September 1972, the Bureau of Industrial Costs and Prices had, 
however, pointed out as follows:- 

". . . .Even on the basis of an assunled production of mini- 
mum 20 per cent controlled cloth, the margin for the 
individual mills would generally work out a t  well over 
15 per cent, and ranging from 13.30 per cent t o  86.44 per 
cent on the capital employed. These figures are some- 
what in the nature of underestimates since they pre- 
suppose the same set of working conditions as in the 
costed year. and contalr. no corrections on account of the 
improvement in efficiency of operations like spinning 
and weaving. reduction in cotton waste, etc-matters 
which we shall deal with in our final report. We would. 
however. and that the projectjons of absolute profit or 
return are inherent In any projection based on statistical 
averages and index numbers. Nevertheless, we see no 
reasons to doubt the correctness of the conclusion that 
taking industry as a whole and assuming production of 
controlled cloth a t  a mmimum of 20 per cent of total a t  
each mill, the position of the mills as judged bv the 
return on capital employed will be q ~ l t e  comfortable and 
would be well over even 15 per cent. In the circum- 
stances, we are  of the view that there is no justification 
for continuing the subsidy to the textile industry for 
production of controlled cloth." 

2.53 The Committee desired to know the  reasons for Govern- 
ment deciding to assist the industry on the basis of the statistics 
supplied by the vested interests. when the Bureau's findings, based 
on a scientific collation of material, were still awaited, particularly 
in view of the fact that the later findings of the Bureau appeared 
to indicate that the assistance was unjustified. The represen- 
tative of the Commerce Ministry stated: 



"The Bureau's interim report was made available to the 
Government in September, 1972." 

2.54. When asked whether this did not imply that the Com- 
mittee, under the Chairmanship of the Additional Secretary, had 
relied more on whatever data were furnished by the millowners 
and giving them advantage after advantage, the witness replied: 

"I thought you had raised the point as to when the interim 
report was made available to the Government." 

2.55. As regards the study undertaken by the Bureau of Indus- 
trial Costs and Prices. a representative of the Bureau stated in 
evidence: 

"The Bureau's interim report was submitted in September, 
1972. We had analysed the profits and losses of 90 
selected units on the production of standard cloth and 
on the total production. We had noted that in the  
matter of production of standard cloth, all the 20 units 
will suffer lmses. The minimum loss suffered by one 
unit was about Rs. 8,000 and the maximum loss suffered 
by another unit was about Rs. 37.43 lakhs. When we 
said that on the whole there was good profitability, it 
depends on two factors. This was the sum total of all 
operation of all units for projected period a t  current 
level of cotton price. During the cost analysis period, 
total profitability of all 20 units was good, but as a 
result of the total operations 7 units out of 20 units had 
suffered actual loss. That is to say. during the period 
for which detailed cost analysis had been undertaken, 
all the 20 units had suffered losses on the production of 
standard cloth but only 7 units had suffered losses on 
their total operations as well. We made the cost 
analysis on the basis of cotton prices prevailing during 
that period. For the current period. we took the cotton 
prices as they were prevailing during the period April 
to June. 1972. We found that  at this level of cotton 
prices and a t  the multiplier which was then existing 
most of the units would be gaining. For the projected 
period, 1973-75, we found that most of them would be 
in a comfortable position. Though on the  whole they 
would be making profits, in the matter of production of 
standard cloth, all the mills would be losing. That was 



the finding submitted in September, 1972." 

2.56. Asked whether this implied that the Bureau was resiling 
from the earlier position indicated in their report, the witness 
replied: - 

"The Bureau still hslds that all the calculations are quite 
correct in the sense that if these 20 mills are able to 
attain the same efficiency that they had attained during 
the cost analysis period and if they produce 20 per cent 
of their capacity as standard cloth, on the whole, these 
20 mills would be making well over 15 per cent profit on 
the capital employed." 

2.57. The index of Cotton price mwed from 138.3 in 1!%8-@ to 
257.9 in 1973-74 (vide details in para 1.44). The price of controlled 
cIoth was revised upwards by 30 per cent from April, 1974. Simul- 
taneously retailers margin was also raised from 121 to 20 per cent. 
This increase was necessitakd because the price of cotton had 
gone up considerably. 

2.58 Justifying the 30 per cent increase in prices of controlled 
cloth czdered from April, 1974, the Textile Commissioner stated in 
evidence: - 

"Prices were revised on 1st March, 1975. 1st November, 1955, 
1st April. 1966, 1st October, 1966, 15th April, 1967 
and 2nd May, 1968. Thereafter, in  spite of the 
fact that the cotton prices and labour costs conti- 
nued to rise, controlled cloth price was not raised. 
They were kept pegged down at this stage. From 
1964 to 1968 it was a scheme of almost cloth bcir,g 
supplied a t  reasonable price. From 1968 to 1974, i t  
became a scheme for providing cloth a t  subsidised prices. 
In April, 1974, the 1968 prices which were fixed earlier 
were revised upwards by 30 per cent although a t  that 
time the increase justified by that formula of multipliers 
as evolved in 1964 was ranging between 87 and 93 per 
cent with regard to various varieties of cloth in order 
to neutralise the increase which have taken place 
between the years 1968 and 1974, but yet, the Govern- 
ment revised the prices by 30 per cent leaving a gap of 
say, 50 or 83 per cent." 

2.59. The Secretary, Ministry of Commerce disclosed during 
&&ce that even after the 30 per cent rise in prices of controlled 
cloth, the Mills, i t  was felt, were suffering a lass of rupee one 
per sq. metre, which meant the obligation of production of 800 



million sq. metres of controlled cloth had placed a burden of 
Rs. 80 crores on the industry. 

2.60. The following table indicates the details of the dividends, 
paid according to the Reserve Bank of India Bulletin, by the cotton 
textile mills during 1965-66 to 1972-73. 

1965-66 . . . . . 9 ' 5  
1966-67 . . . . .  . , . , 9 ' 2  

1967-68 . . 8 . 0  

1968-69 . , 7'3 

1969-7c . . 7'9 

1970-71 . 7'2 

1971-72 . 8.9 

1972-73 . . . . . . 9'3 

2.61. Drawing attention to those figures, the Committee askcd 
whether this did not indicate that claims that the textile industry 
suffered unmitigated losses were unfounded and that an adequate 
profit margin was in fact, available to the jndus:1.y. The Textile 
Commissioner replied: 

"If I may be permitted to say, these art. the facts you have 
read out and the fact is that this has to be compared with 
the performance of the other industries. Now, if you look 
at those figures, then the story ma). be slightly d~fferent 
and one will know ~ v h a t  is the position of other industries. 
That is one of the reasons which one has to see and look 
into from time to time, as to ivhat is the profitability or the 
opportunity cost available to other industr~es." 

2.62. Asked whether the Textile Con~missio-,cr v a s  more concern- 
ed about the profitability of the textile industr). and guaranteeing its 
profits than ensuring that the interests of the comnlon man and 
thereby the national interests were safeguarded, the witness replied: 

"I would put i t  this way that the Testlie Commissioner's job 
is to k m p  on examining the national ob,ectives which are 
fixed for the textile industry and scc that they are ful- 
filled, that is l o  see that the quantwrl of cloth is increas- 
ed, employment opportunity is incrcnseu, the development 
of the industry both in ccntraliw4 and decentralised 
centres takes placr and whatever we come to know we 
pass it on to the Govrmmcnt from timr to time from the 
national intr~rcsls po i~ l t  of  view." 



He added: 

"I still maintain that mly job as civil scrvant in any capacity 
would be to see that the national interest i,s served, when 
the development of a particular industry is in the interest 
of the nation then see that this development takes place. 
I do not want to pinpoint that this industry has not made 
a good profit. What I was s a y h g  wss that the textile in- 
dustry's p-ofitability ratio compared to the profitability 
ratios of other industries was not better and this fact I 
was bringing to the notice of the hon. Comn~ittee." 

2.63. The primary objective of the Controllcd Cloth Scheme is to 
make cheap and durable cloth available to thc weaker sections of 
society. However, complaints have persisted about its poor quality 
as well as non-availability, the inadequacy of its distribution machi- 
nery, the prevalence of questionable practices a1 all levels and other 
dciaults. I t  will not be unfair to state that the  social objectives of 
the scheme have largely failed and there has  beol w pitiful chasm 
between demand and supply and between promise and performance. 
Evidently. imaginative changes and effective steps arc called for if 
the controlled cloth scheme is lo he rescued nrrd our long suffering 
people are to have some little amelioration. 

2.64. In this context, the findings of a sample survey oi controlled 
cloth marketing condwted. during %#emher-October 1974, by the 
National Council of Applied Economic Reseiirch, have some rele- 
vance. The survey. of course, covered a s m d l  sample, being confin- 
ed to only 144 outlets in nine States and offcrs no basis for large 
generalisations. However, it focuses attentiott on some of the weak 
spots in the scheme, which should serve as pointcrs to Government 
for taking necessary remedial measures. Sincc, according to the 1971 
Ceasus, nearIy 80 per cent of the weaker sections of the community 
live in rural areas, this fact should have hewn the basis for the allo- 
cotion of controlled cloth for distribution bctwcsen the urbau and 
rural areas and the latter should have, therefore, received a rnuch 
larger quantity of controlled cloth than the former. Thc NCAER 
Survey points out, on the contrary, that rural arcai, nccounted for 
only about 15 per cent of the releases of conkrolled cloth. Maharash- 
Ire. for instance, with 9.4 million households had only about 800 rural 
outlets, out 04 which, paradoxically, some 3.50 were located in the 
Bombay metropolitan area. 

2.6 .  The Committee have learnt that in purwtnce of the specific 
measures initiated by Government to expand the d i s t r ihdon  net- 



work for controlled cloth, the total number of rctiril outlets for con- 
trolled cloth hnmid  from 18,646 as on 30th June, 1974 to 28.035 
on 31st March 1975, out of which 21,089 were in rural areas, and that 
the quantity of controlled cloth distributed in rural areas accounted 
for about 68 per cent of the total sales during 1974-75. That it was 
found necessary to add as many as 9,389 retail outlets in a single 
year would indicate that the earlier distribution wrangernents were 
inadequate and also that it required almost some sort of a crisis to 
develop before remedial measures were taken. The Committee 
would urge Government to keep a vigilant eye on the adequacy of 
the retail outlets for controlled cloth and constantly evaluate their 
performance so that t imdy corrective measures can be initiated. 

2.66. The distribution of controlled cloth is at prcsent d m e  
through four channels, namely, (i) Super Nazars in thc cooperative 
sector, ( i i )  the National Cooperative Consumers' Federation (NCCF) 
and the chain of cooperatives affiliated to it. (iii) fair-price shops run 
under the aegis of the State Governments and (iv) any other agency 
in the cooperative sector specified by the Stntc Govcrnmcnts. The 
National Cooperative Consumers' Fedcratio!i is the coordinating 
agency, at the national level, for the onward distrilwtion of 90 per 
c c ~ t  of the controlled cloth produced to the wholesale a ~ ~ d  retail 
channels nominated by the State Governments. Whilc it was legiti- 
motely expected that the widely alleged malprnctircs in thc sale of 
controlled cloth would be checked, if not attogether eliminated, bv 
entrusting its distribution and sale to reliahl, rut1 cuoperatives, the 
Committee understand that cooperativm in w ~ n c  States did not have 
the necessary expertise and experietrce for shouldering this respon- 
sibility. It is also a known fact that uur cooperatiws have a lot of 
leeway to make up before theg became effecti~' ins t r~ments  of ser- 
vice. Besides, financial constraints and lack of prof.t*isio~~al skills 
further aggravate the situation. Even as recently as two years ago, 
Government had stated before the Estimattts C'on~mittee that thc 
existing channels of distribution 'do not have adequate retail outlets 
to replace the traditional chanttels a1111 rcach tlw cloth to the weaker 
sections of society both in the urban and remote rum1 arcas'. While 
thc steps stated to have been taken subsequently are welcome, the 
Committee feel that a lot more needs to be done in this regard. The 
Central Government, instead of merely maintaining that the r spon-  
sihility for t b  distribution of controlled cloth in that of thc concern- 
ed State Governments, should play a more constrllctivc and far- 
roaching role. Apart from maintaining close watch over the Per- 
lornlance of the distribution machinery, Govern~ncnt should evolve 
aud out long-term po!tcies and progran\nlrs of de\'clopini! and 



sustaining the cooperative sector in its different facets as an imme- 
diate and inescapable task. 

2.67. The Committee find particularly that the distribution system 
is not geared to take the income variant into account and hardly 
performs its primary obligation, namely, service of the vulnerable, 
often too pitifully poor, sections of our peoplc. The NCAER Survey 
points out, for instance, that about 70 per cent of the sample of con- 
trolled cloth buyers belonged to the salaried class employed in manu- 
facturing industries and other organisations including Government, 
while cultivators and agricultural labourers accounted for less than 
10 per cent of the buyers. Observing that in States such as Maha- 
rashtra and Tamil Nadu, 65 per cent of the buyws 'cannot bc classi- 
fied as belonging to vulnerable sections of the community', the sur- 
vey concludes that the conlrolled cloth schem.o, primarily intended 
to accord protection to the economically weaker sections of the so- 
ciety 'is not fully serving its purpose'. The Bureau of Industrial 
Costs and Prices had also, in its interim report on cotton textile 
(September 1972) expressed substantially the same view. The Com- 
mittee urge on Government that this basic drawback in the operation 
of the scheme is removed without delay. 

2.68. There is at  present no unifor~nity in rcft:trtI to the entitlement 
tu contrvlled cloth and various State Governnicnts have prescribed 
different monetary limits in this regard. Th*. Committee have been 
i n f o r m 3  that while in some States, person\ in the income range upto 
Rs. 400 per month are entitled to draw their q r to t~  of controlled ~ 1 0 t h  
on ration cards, those with an income upto R.;. 7.50 and even upto 
Rs. 1300 can, in some other States, get contrvlled cloth. This is en- 
tirely unsatisfactory, as it discriminates against thosc who cannot 
easily acquire a basic necessity of life. Thp Cnmmiticc would sug- 
gest that the feasibility of laying down :i u n i l < , ~ m  ceiling of income 
throughout the country for entitlement of rontrollod cloth should be 
examined, in consultation with the State  government^. 

2.69. The Committee arc? surprised that though the controlled 
rlotb scheme has now been in operation for over a decade, no scienti- 
fic survey has yet been conducted by the Governn~ent tu determine 
the type of people who purrhased controlled cloth and how far the 
objectives envisaged by the scheme had been achicvcd. Such a sur- 
vey should be undertaken by the Central Gcwernment soon and on 
the basis of its findings, which should not takc too long, all essential 
steps should be adopted. 

2.70. Apart from the inadequacic~s and d ~ r t r l e n c i r ~  in the distribu- 
tiou arrangements there spwiirs iu hare been a peculiar and perni- 



cious gap in the controlled cloth scheme. A large proportion of the 
consumers is, according to the NCAER Survey, unaware of the 
scheme itself, and this does not by any means bpeak well of the gov- 
ernment's publicity campaign. The Committee desire that urgent 
and adequate steps should be taken to disseminate information about 
the controlled cloth scheme and the outlets for its distribution. 
Facts about the availability of cloth, ~ r i ces ,  etc. should also invari- 
ably be displayed at a promin,rsat point by all the retail outlets. 

2.71. The Committee have been informed that Governmenl's ap- 
proach, generally, was not to have separate societies to c a b r  to the 
needs of different communities in the vulnerable sections of society, 
such as scheduld castes, scheduled tribes, etc. IIowever, in States 
like Andhra Pradesh and Orissa where there wac s sizeable popula- 
tion of scheduled tribes, separate tribal coopctrntiveu were involv.ed 
in the distribution of controlled cloth. The Committee recommend 
that the scope for setting up cooperative societies to serve specially 
vulnerable communities in places where there is concentration of 
such people may be explored. 

2.72. There have also been a number of complaints that thc Indus- 
try itself has been indulging in a systematic sabotage of the con- 
trolled cloth scheme. Various news media have also carried reports 
on the clandestine sale of controlled cloth at different times to bulk 
buyers either for reprocessing or conversion into readymade gar- 
ments. In fact, even the then Minister of Foreign Trade, w h i b  ad- 
dressing an ICMF Conference on 7th October 1972, had stated: 

".  . . .it appears that the moment the controlled cloth leaves 
the mills gate, it disappears, without leaving any trace 
behind.. . .I believe a fair quantity reaches the processing 
houses where it changes shade and colour and re-emerges 
as non-controlled processed cloth with a high unit value." 

l'hc Bureau of Industrial Costs and Prices had also alluded to this 
fact, in September 1972, and had recommended 'iuller examination' 
O[ lhis aspect. Admittedly. prior to November 1972, before the dis- 
lrihution system introduced by the Commerce Ministry came into 
force, complaints of controlled cloth being largely diverted to proces- 
bing units were received by Government and were found to have 
same basis. Though the clandestine sales of long cloth to the pro- 
rewing houses was apparently within the knowledge of Government 
for a fairly long t i m  and Government were also aware that the mal- 
practices alleged related largely to the long cloth component which 
ronsUtutes a substantial portion of the total production, the Commit- 
124 L.S.-7. 



tee are surprised and perturbed that it was only in September 1974 
that orders were issued by the Textile Commissioner directing the 
mills to bring down the proportion of long cloth ill tho total produc- 
tion and to produce long cloth only in the bleached form instead of 
the grey form which is susceptible to reprocessing and conversion. 
The Committee seriously deplor,e the delay in taking thesc remedial 
measures and would like urgently to know the reasolls therefor. 
They would ask Government to be truly vigilant in this regard and 
come down heavily on those mills,/dealers whose self-interested nnd 
clandestine transactions tended clearly to sabotage n national welfare 
scheme. 

2.73. Another common complaint about thc working of thc con- 
trolled cloth scheme relates to t b  quality of cloth produced and sup- 
plied by the mills. The textile industry had beon criticised, in no 
uncertain terms, by the National Consumers Coopernlivc Federation, 
which pointed out that the industry was interested 'only in statisticd 
data' in terms of square metres of controlled cloth produced, hut was 
'completely blind' to the aspect whether thc cloth produced were 
meant for wearing purposes or 'to be used a3 dustor$ and packing 
cloth'. The Federation had also alleged that 'the worst type of 
cotton with minimum permissible picks' were use;l in production and 
added that a mere scrutiny of the cloth 'will rewnl that they arc 
nothing but netting cloth'. These complaints were also corroborated 
by a Government spokesman before the Committee w h e ~  1le conced- 
ed that 'it was a well-known fact' that the ~ r i v a t e  textile industry 
produced sub-standard cloth, especially bet\\~ecn September 1974 and 
February 1975, and that the quality of the cloth so bad that 'even 
the poorest sections felt that it was not fit for wearing'. The sarees 
and dhoties, according to him, were 'more or less transparent and 
were more suitable for netting rather that1 for wenring purposes'. 
Some of the controlled cloth produced during this period was so bad 
that it could be used only as bandage cloth. This, in the opinior~ of 
the Committee, represents a shocking state of affairs and is indica- 
tive of the extent to which a scheme evolved for thc common good 
had been distorted and shamelessly exploited by ~ o w e r f u l  and un- 
scrupulous elements in the industry. 

2.74. The upshot of all this bungling and worsc was the accumu- 
lation of stocks valued at  approximately Rq. 5 crorez throughout the 
country, which caused heavy loss and 'severe strain' on the coopera- 
tivc distribution system. I t  would appear that the ~ e x i i l e  Commis- 
sioner's quality control organisation had dismally failed to take offec- 
tivc steps to ensure tbat there was proper and genuine inspection 
of the quality of cloth produced and to enforce rigidly the stipulated 



specifications. It is otherwise inconceivable to the Committee bow 
such a large-scale deterioration in quality could take place suddenly. 
The Committee would like to be satisfied that the inspection machi- 
nery did, a t  least attempt to discharge the responsibilities cast on i t  
and would like the circumstances leading to the largc-scale produc- 
tion of sub-standard cloth to be investigated and responsibility for 
default fixed. Tha Committee repeat that they take a grave view of 
the matter and call for stringent action, on the basis oE the investi- 
gation, against those who had been remiss in their duties. The re- 
sults of such investigation must come soon to thte Committee. 

2.75. The Committee have been assured, ill this context, that the 
situation was reviewed as soon as this ~os i t ion  came to light, that 
tlw standards were immediately revised ia Jauunry 1975, and that 
packing of controlled cloth is being done according to the revised 
standards from March 1975 onwards. The present quality of con- 
trolled cloth is also stated to be acceptable to the consumer. While 
the Committee concede that the quality of controlled cloth can be 
in~proved only upto a certain limit without seriously affecting the 
e ~ i s t i n g  price structure, the Committee feel that it should be pos- 
sible for the industry to bring dawn the cost of thc production bv 
inlproved methods of production and managcmcnt, research and tlc- 
vclopment, etc. and also to impose on itself a certain amount of self- 
discipline and a commitment to subserve the common cause. The 
Committee would urge Government also to kecp the standards and 
specifications for controlled cloth under constant review and enforce 
vigorous inspection and quality control at the production stage itself 
so as to ensure that the pres~rib~ed standards are rigidly obserwd. 
Tho Committee are of the view that drastic n~easures are necessary 
t o  discipline the truant textile industry and makc sure that it fulfils 
its larger social obligations and commitments. 

2.76. Another aspect which compels attention is the pricing of con- 
trolled cloth. Prices of controlled cloth were revised. under a 
scheme of 'realisation multipliers', on two occasions in 1963, twice in 
1966, once in 1967 and again once in 1968. Subsequently, it was only 
in April 1974 that Government allowed a 30 pcr cent increase in the 
prices of controlled cloth, allegedly to ne~rtrnlisc. 'to the extent pos- 
sible', the increases in the cost of production, arising. 
€rum the increase in cotton prices. Simultaneuusiy. the retailers' 
margin was also rallied from 124 per cent to 20 per cent. Though the  
prices of controlled cloth were pegged down at the 1968 level, despite 
repeated pleas from the industry for an upward revision, assistance 
in other forms were given to the industry, on thc recommendation 
of a committee set up, under the ehairnransl~i~ of the Additioual 
Secretary in the Ministry of Foreign Trade, to find ways and means 



to ensure that the production of controlled cloth wac immediate1;v 
stepped up to the extent originally contemplated. It is significant 
that the decision to give cash assistance out of the Textile Commis- 
sioner's Controlled Cloth Compensatory Fund, built up out of the 
penalties recovered in the past from defaulting mills, which resulted 
in the payment of Rs. 1.89 crores to the industry, between January 
1972 and March 1973, had been arrived at on the basis 01: the statistics 
stlpplied by the industry, even when the findings of thc Industrial 
Costs and Prices, which was then engaged in w cost price study of 
the cotton textila industry, were still awaited. m 

2.77. The Committee fear that the assistance extended to the in- 
dustry by the Ministerial Committee was eniil.ely premature, purti- 
cularly in view of the fact that the findings of the Bureau sulrse- 
quently made available, on the basis of a scietltific collatior~ of male- 
rial, appeared to indicate that this assistunce wau unjustified. In 
its Interim Report based on a cost study of certain selected units, 
submitted in September 1972, the Bureall hall concluded that even 
on the basis of an assumed production of 2n p,cr cent controlled cloth, 
the industry as a whole would have well over 15 per cent return on 
the capital employed. An analysis of thc dividends paid by thc 
cotton textile mills during 1965-66 to 1972-73 also indicslss that re- 
ports about the textile industry suffering heavy losses were exagge- 
rated and that an adequate profit margin was, in fact, available to it. 
The Committes fear that Government have virtually ~ermi t t ed  the 
industry to follow a 'Heads I win, tails you lose' policy. 

2.78. The Committee learn from the Commerce Secretary that 
even after the 30 per cent price increase allowcd from April 1974, the 
mills are supposed to be incurring a loss oi  KO. 1 per square metrc 
of controlled cloth produced, which meant that the obligation to pro- 
duce 800 million square metres of controlled cloth had placed a bur- 
den of Rs. 80 crores on the industry. In the contcxt of what has been 
said before, the Committee cannot help feeling that there is perlrnps 
in certain quarters a greater concern and solicitude for something 
like an optimum profitability of the  by no means impecunious textile 
industry of this country than for the needs of our people. The Com- 
mittee stress that Government should take concerted measures to see 
that the basic necessities of t b  common-man including the require- 
ments for cloth are met and that the textile mill* are made to realise 
this national obligation. Apart from assessing tho financial implica- 
tinns of the controlled cloth scheme on the industry on the basis only 
at an investment analysis it would be more appropriate to assess the 
in~portance of the scheme on the  criteria evolved hy a social cost- 
benefit analysis. The considerable margin of profit clearly found 



available over the years to the industry by thc production md sale 
of non-controlled varieties of cloth must also bc taken into account. 
Having due regard to the socfo-tconornic objectives underlying the 
controlled cloth scheme, the Committee would call on Government 
to ensure that the right type of national discipline is brought to bear 
on the textile industry which should, with a reasonable effort, be 
able to ensure generally uninterrupted supply of acceptable quality 
cloth in adequate quantities and at  moderate and regulated prices- 

NEW D ~ H I ;  H. N. MUKERJEE, 
April 29, 1976 I ,  . . -.--__ Chairman, 
Vaisakha 9, 1898 (Saka) .  Public Accounts Committee.. . .. - ' .. - * -..- 



APPaM)DD 1 
( W e  Paragraph 1.3) 

Sl. Name of the Mill Amount Amount of 
No. recoven ble incentive 

kept in 
a be pnce -- - - 

*2 Rainagar Mills . . . . . . 55,634.28 1,167.99 

3 Rustom Jahargir Vakil Mills . , . . 8,193'60 . . 
.4 Navjivan Mills . . 68,969.83 . . 

6 Broach Textiles . . . . . 14,698.68 11'73 

'7 Shree Bharathi Mills . . . . . @11,528.18 @Remittance 
omitted 

8 Khatau Mills . . . . . . . 1,14,358.80 . . 
9 R. S. Rckhchnnd Mohtta Mills . . 53,403'36 12,820.83 

10 Laxminttan Cotton Mills . . . . 85,180.86 2,084.91 

15 New Cormncraal . . . . . 6M3.31 . . 
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APPENDIX rn 
(Vide paragraph I .  17) 

Sta-t showing the packing of controlled cloth and in prruntqe in relation to the total; 
pocking p r r i 0 d - w ~ ~  

-- - 
Tdol uantityof Percentage in. 

Period control 8 ed cloth relation to the 
packed total packing -- - - - - -  ---- 

(million metres) 

April 1968 . . . .  125 - 40' 72 
TOTAL 5-937 

(Million Square Metres) 

November 1968/January 1969 2 0 1 . ~ 2  19'95 

Pcbruary/April 1969 . . . 187.49 20.93 

November 19691January 1970 . . 118.57 12.41 



November 19plJanuary 1971 . , 25'  24 2.98 

VOLUNTARY SCHEME 

(Million Square Metrt s) 

June /August 1971 104 

Septembcr/Novtmkr 1971 . 103 

December 1g71/February 1972 10 I 

March/May 1972 . . 93 
June, 1972 . . 
July/December 1972 152 

january/March 1974 . . 78 -- - - 
TOTAL . 1060 -- 

STATUTORY SCHEME 

(Million Square Mctrer) 



APPENDIX I V  
(Vide Paragraph I .  24) 

Statement rhaoing Profits after Tax os a percentage of Net Worth of Cottcn Textile 
Indhstry 

Year Cotton Tex:ile All Ir.duslr) 

-- 
Source: Reserve Bank of India's studies on the flnances of Medium acd Large Public 

Ltd. Compames. 



APPENDIX v 
(Vide Paragraph I. 50) 

Statement showiqq details of mills ftom whom ennlty is  teeowable for shortfalI in 
p a c t i o n  of m n o ~ d  cloth 

Name of the Mill %rt& m e % % $  
(in sq. metres) (Rupees) 

Private Sector Mills I. .M!s. New Commercial Mills 
Llm~ted, Ahmedabad , . 1~06,722 6403.32 

2 Laxmirattan Corton Mills Co. Ud., 
Kanpur . 14,19,681 85180.86 --- --- 

15,26,403 91,584-18 --- 
NTC Mills . I M/s. Jehangir Vakil Mills Ahmeda- 

b a d . . .  . . .  
2 MIS. Rajnagar Mills, Ahmc di b; d 

3 MIS. Digvijay Mills, Bombay . 
4 MIS. Swadeshi Cotton 8: Flour 

Mills, I ~ d o r e  . . 
5 Mls. Chaganlal Textiles, Chalicgro~ 

6 MIS. Coimbatore Murgan Mills, 
Coimbatore . . 

7 MIS. Keshav Mills, Pelled , 

8 MIS. Central Cotton Mills, Cslcu- 
tta . 



APPENDIX VI 

(Vide paragraph 1.64) 

Note on legal position of clause 21C(1) (b)  of the Cotton Textile# 
(Conl'rol) Order, 1948. 

When the question of introducing clause 21C was under con- 
sideration, Special Secretary (Commerce) had a discussion with 
the then Law Secretary, who pointed out that the proposal to levy 
a fee 'on the mills in lieu o,f their obligation to produce the pres- 
cribed quantities of varieties of cloth is essentially a proposal to 
levy a fee, if not a tax. Such levy requires the authority of law. 
There is no enabling provision authorising such levy of fee or tax, 
and the proposal to make the levy by means of an  executive order 
is liable to be challenged as being ultra vfres. The Special Sec- 
retary (Commerce) agreed that though there was an element of 
risk from the legal point of view, as the proposal was sponsored 
more or less a t  the instance of the affected industry, there was no 
great risk of any one taking the matter to a court of law. Law 
Secretary stated that if the Department was satisfied that there was 
no such risk of challenge, they may go ahead with the proposal. 
It was also further pointed out that such contemplated levy by 
means of executive orders was not strictly legal, the question of 
sponsoring legislation for the amendment of the Essential Com- 
modities Act should be taken up as early as possible, and that such 
law may have to be given retrospective effect, if in the meanwhile 
there was any challenge. 

2. A writ petition was filed in the Bombay High Court by 
Mls. Vishnu Lakshmi Cotton Mills Ltd. Challenging the validity of 
Clause 21C (1) (b) of the Cotton Textiles (Control) Order, 1948. The 
Ministry of Commerce made a proposal to amend the Essential 
Commodities Act so as to legalise with retrospective effect the pro- 
visions of clause 21C(l) (b) .  While examining the said proposal 
this Ministry opined (Note recorded by Joint Secretary and Legal 
Adviser Shri Manjrekar) that any statutory provision requiring 
the textile mills to pay in cash to make good, so to say, the failure 
or omissiqn to manufacture and pack the minimuh or any quantity 
of the controlled cloth cannot be said to be reasonable restriction 
under article 19(5) and (6) of the Constitution, in the matter of 



trade and commerce in certain commqdities. The object of the 
Essential Commodities Act being "to provide in the interest of the 
general puMic for the control and the production, supply and d i e  
tribution of, and trade and commerce in, certain commadities", the 
levy and collection of cash in lieu of production of the controlled 
cloth is in effect a negation of the very object of the  Essential 
Commodities Act. Levy of cash amounts on the textile mills which, 
having regard to the particular machinery installed with them, 
are not capable of manufacturing controlled varieties of cloth would 
amount to expropriation of the property consisting of cash belong- 
ing to the mills and would be hit by article 31. The levy, it was 
pointed out, was neither tax nor a fee but was in the nature of 
penalty imposed and recovered by executive act. The said clause 
which empowers the Textile Commissioner to levy cash in lieu of 
prosecution in effect amounts to compounding of offence out of 
court. The Ministry was of the view that the said clause was 
illegal. and cannot be legalised by any amendment of the Essential 
Commodities Act, because any such amendment would be consti- 
tutionally bad as offending article 19(1) ( f )  and (g) and article 31 
of the Constitution. 

3. Commerce Ministry then had requested that the matter may 
be reconsidered and a meeting was fixed with officers of the Minis- 
try of Commerce for the purpose, but the meeting did not come off 
as a different scheme was in force and i t  was likely to continue. 
The matter was not pursued by the Ministry of Commerce and 
clause 21C was ultimately deleted. 

4. Clause 21C was as under: 

"21C. (1) Where the Textile Cammissioner has issued direc- 
tions under sub-clause (1) of clause 21A to any producer 
to pack a specified quantity of cloth during the period 
specified in the direction- 

(a) the producer who packs quantities of such cloth dur- 
ing the period in excess of the minimum quantity shall 
be eligible for receiving cash payment by way nf 
assistance from the Textile Commissioner in respect of 
such excess quantity packed a t  such rates and in res- 
pect of such maximum quantity as may be specified 
by the Central Government from time to time; 

(b) such producer may, in lieu of packing the whole or 
part of the minimum quantity of cloth specified in the 



said direction, make payment to the Textile Commis-. 
sioner in respect of the deficiency at such rates as may 
be specified by the Central Government and with such 
time as may be determined by the Textile Com- 
missioner. 

(2) All payments received from producers under paragraph 
(b) of sub-clause (1) shall as far as may be, be utilised 

towards payments, if any, to producers under paragraph 
(a) of the said sub-clause. 

Explanation: In this clause "producer" includes a group of 
producers." 

5. I t  would be seen that the scheme of the clause is that a 
producer who is required to pack a minimum quantity of cloth is 
eligible for receiving cash payments by way of assistance from the  
Textile Commissioner in respect of excess quantity packed at such 
rates as may be specified by the Central Government and the pro- 
ducer is given also an option that instead of packing the minimum 
quantity of cloth he may, in lieu of packing, make payment to the  
Textile Commissioner in respect of the deficiency at such rates 
as may be specified and the payment so received from producer is 
to be utilised towards payment, if any, to producers who are eligi- 
ble fo,r receiving cash in respect of excess quantity of cloth packed. 

6. The scheme of the above clause indicates that if clause 21A 
and clause 21C are read together, the direction given by the Textile 
Commissioner to produce a specified quantity of cloth ceases to 
have any binding force if the producer exercises his option to make 
the payment as pmvided for in 21C(1) (b).  Initially, therefore, if 
a producer chooses to make such pqyment, there is no question of 
any obligation arising under the direction issued by the Textile 
Commissioner under clause 21A. A penalty postulates a breach of 
an obligation. If, there is no obligation at all, then the question 
of penalty also does cot arise. For recovery of such payment, 
authority of law was required and therefore i t  was suggested to  
amend the provisions of the Essential C~mmodities Act. As the  
option to make payment was a voluntary one, strictly speaking, 
the question of considering whether it amounts to a reasonable 
restriction under article 19(5) and (6) may also nat arise. T h e  
provisions of article 31 (2) are also not strictly attracted and there- 
fore if making voluntary payment, if all, amounts to deprivation 
of property, the only legal necessity required was to have an 
authority of law to cover such payments. On a further reconsider- 



ation therefore it would have been possible to take a view that the 
amendment of the Essential Commodities Act was possible to cover 
such voluntary p.ayments made by producers. Further, even if 
such payment was treated as penalty, it would have been possible 
to provide for a machinery and procedure for the purpose of im- 
$posing the penalty. 

Sd j - 
V. N. LOKUR, 

Joint Secretary and Legul AdviseV. 
27th October, 1975. 



(Vide Paragraph I 9 I) 
.Statmt showing Bs-Factm cast t# Cloth ( B h # h s / S o t ~ )  in  Mill Md in H d l m  

P r i a  Rc. per sq. metre 

E X - ~ ~ C ~ O W  C O S ~  of h d -  
Manufacturing Particulars loom $t h 

0 %  - -  
on banis of on basis d 

supplied Yam 
atex-mills purchased 

rate from 
market 

I MS lu6s 48Rx44P width % length per 
piece 121.92cmsxj.66 rnts. . . 1-94 2-24 2.40 

2 26~x32s 48Rx44P width & length per 
pica  121.92 cms xj.66 metre8 . . 1.76 2-14 2.~6 

3 269x36s ~2Rxq8P width & length per 
piece 111.92cmsx3.66 metres . . I .85 2-25 t. 38 

.4 208x26s a +oP width & length per piece 
114.3 cmsx5.5 m e t m  . . . 1-82 2-01 a* 14 

-5 a1sn8s 44Rx44P width and length per 
piece r 14.3 cmsx 5 . 5  m t r n  . . r.88 2. 11 2' Y 

d 16~x32s 48-P width & length per piece 
114.3 ajSs rnetren . . . . r.80 2.14 as% 



(Vide paragraph 2'7) 

Rcta i l  outlets for distribution of con- Retail outlet for distribution of con- 
trcdledclothin June,rg74 asrephrt- trolled cloth as in March 1975 r, 
ed earlier by respective State Govts.1 reported byres*ctive State Go*./ , 

NCCF/State Federations NCCF/State F&retionr 

8. NO. 3hwN.T. Rural Urban Total Rural Urban Tau1 





i ' -* ---,-- 
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S.No. ParaNq. Minis try 1 Department Conclusion IRecommendation 
- 

I 2 3 
- 

4 

I 1-W Corn merce The primary objective, professedly, of the Controlled Cloth 
Scheme has been to make available cheap, durable c l ~ t h  to the 
weaker sections of our people. The Audit paragraph and the nar- 
rative thereafter indicates that the scheme has been modified 
periodically, Inspite of all the refinements, incentives and penalt- 
ies introduced from time to time, Government have yet to come 
truly to grips with this major problem. The social objectives of Z 
the Scheme have remained largely unfulfilled on account of various 
factors. The Committee concede that some of the difficulties and 
hurdles encountered in the process of trying to implement the 
gigantic task of clothing the masses of our people have been 
daunting. Even so, the Committee fear that there had been much 
avoidable vaccilation in policies which continued to favour the in- 
dustry even when it became intransigent to the detriment of the 
larger public interest. 

The Committee regret that in May 1968 not only was control 
o,n fine and superfine cloth withdrawn but the obligation of the 
mills for the production of controlled cloth was reduced from 40 to 
25 per cent of the total production, without making any pre- 



assessment of the actual requirements of cantrolled cloth. The 
Committee have been informed, in extenuation, that  the  cotton 
textile industry was facing 'difficult times' during the preceding 
two to three years on account of the increase in cotton prices, wage 
costs, loss d production-efficiency as a result of the obsolescence 
of machinery in a large number of units, all of which factors, had 
in turn, led to an 'erosion in overall profitability'. (The cost of 
cotton is stated to account for 50 per cent of the cost of proauction 
and the cotton price index moved from 139.9 during 1966-67 to 
176.9 in January 11968). The industry had. therefore, suggested an 
increase in the price of controlled cloth and a substantial reduction 
in the volume of cloth under control. The Committee learn that 
after discussion between the Commerce Ministry. Finance Ministry 

c. and the Indian Cotton Mills Federation, 'sizeable reduction in the 
quantity of cloth under control seemed inescapable', and the other 
alternative of total decontml or price rise were ruled out. 

-40- Tt would appear that greater concern had been shown for pre- 
venting an 'erosion in the profitability' of the industry than for 
working out special measures for ensuring that the  weaker sections 
qf the community were provided with a basic necessity of life a t  
reasonable prices. Even wher? 40 per cent of the production of 
the mills had been earmarked for controlled cloth, the per capita 
availability of cloth was less than 1.7 square metres. As pointed 
out elsewhere in this Report, the plea of losses incurred in the pror 
duction of controlled cloth. which had prompted the Government 
from time to time, to rush to the rescue of the industry appears t~ 

--. . - 



4 1~13s Commerce 

be, on closer scrutiny, considerably exaggerated. Even assuming 
that it was necessary, in 1968, for Government to come to the assist- 
ance of an allegedly ailing industry, the Committee are unable to 
appreciate the rationale for the simultaneous withdrawal of con- 
trols on fine and superfine varieties of cloth and the reduction in the 
obligation of the mills for the production of controlled cloth from 40 
to 25 per cent. In the Committee's view, Government should have, 
in the first instance, confined the concession to the withdrawal of 
control on frne and superfine cloth so as to enable the industry to 
stabilise itself, and only after having watched the impact of that 
measure for a year or two, Government should have considered + 

whether, if at all, the obligation of the mills also needed to be E 
reduced. The Committee feel that in a vital matter like the reduction 
of the mills' qbligation of production of controlled cloth, which was 
bound to affect adversely the per capita availability of cloth to the 
weaker sections of society, nothing would have been lost if Govern- 
ment moved with wisdom and circumspection. What happened, how- , 

ever, produces, on the contrary, an impression that Government was 
less anxious about ensuring adequate production and availability of 
controlled cloth for the poor, than about stemming the alleged erosion 
of the industry's profitability. 

When in May, 1968, the obligation of the mills to produce con- 
trolled cloth was reduced to 25 per cent of the total production, a 



provision was also made that in the event of any shortfall in the 
production sf controlled cloth, a mill would pay compensation to 
Government at the rate of 6 paise per square metre of controlled 
cloth not produced under the obligation. The rationale for fixing 
what, facie, appeared to be a ridiculously low rate of com- 
pensation was stated to be that this amount was considered to be 
higher than the losses faced by the mills in the production of con- 
trolled cloth. Subsequently, hqwever, when on account of the in- 
crease in cotton prices and consequential increase in production 
costs, the losses on the production of controlled cloth turned out to 
be more than the petty penalty of 6 paise per square metre, most 
af the mills preferred paying the compensation rather than pra- 
ducing controlled clqth at a higher loss and the actual packing of 
controlled cloth declined sharply from 201 million square metres 
(November 1968-January 1969) to only 9.14 million square metres 
(February 1971-April 1971). The Committee are amazed that , 
even though the production of cqntrolled cloth had so drastically x '  

and sharply declined and had almost come to a grinding halt by 
April 1971, Government was no more than a helpless spectator and 
took no steps whatsoever tq raise at least the rate of compensation 
to an adequate level or otherwise persuade or compel the milk to 
honour their obligation to serve the needs of qur own people. The 
Committee are convinced that if Government had increased the 
rate of compensation, the mills would have found it difficult to 
evade their obligatiw, as can be seen from the performance cf the 
mills from April 1974, when the rate of compensation was increas- 
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ed to Rs. 2.50 per square metre. This appears to have had some 
salutary effect, for the production by the mills was 810 million 
square metres of controlled cloth as against the obligation of 800 
million square metres. The Committee deplore Government's un- 
accountable passivity in the matter, especially when i t  was not 
unknown that the mills were finding it easier to pay the paltry 
compensation of 6 paise rather than produce cmtrolled cloth for 
the masses. Since this inaction on Government's part led to seri- 
ous shortfalls in the production of controlled cloth and consequent 
distress for the people, the Committee urge that the matter be 
closely looked into and responsibility fw the lapse be squarely , 
fixed and appropriate action taken. z 

What is also peculiarly distressing is the fact that though mills 
which fail to prc&ce and pack the stipulated minimum quantity 
of controlled cloth are liable to be prcsecuted for a contravention 
of c1au;e 21A of the Cotton Textile (Control) Order, 1918 and 
punished under section 7 of the Essential Commodities Act, the 
Ministry of Commerce glibly went ahead and incorporated, in May 
1968, clause 21 (1) (b) in the said Order which gave an option to 
the mills to pay a compensation to the Textile Commissioner in 
respect of the deficiency in production of controlled clqth. This 
appears to have been done despite the apprehensions of the Law : 

Ministqr that the levy imposed by means of an 'executive order' 
was liable to be challenged as being ultra vires since it alrlounW 



to expto,priation of property consisting of cash belonging to the 
mills. The Commerce Ministry, however, appears to have felt that 
as the proposal had been sponsored more or less at  the instance of 
the affected industry, there was no great risk of the matter being 
taken to a Court of Law. The fears qf the Law Ministry came 
true when, on 16th March, 1970, a private textile mill filed a writ 
petition in the Bombay High Court, impunging the various provi- 
sions including clause 21C of the Cotton Textile (Control) Order. 
In October, 1970, the Law Ministry pointed out that in view of 
the provisions for prosecution, clause 21C(l) (b) which empowered 
the Textile Commissioner to levy a cash compensation amounted 
in effect to 'compounding the said o,fTence out of court'. While, 
however, this question was being reconsidered, the 'voluntary 
scheme' of controlled cloth was introduced in June 1971 and, there- 

tll 
fore the issue was not pursued further and the aforesaid clause 
was deleted. 

-do- After the controlled cloth scheme was again placed on a statu- 
tory footing from April 1974 and a penalty of Rs. 2.50 per square 
metre was prescribed. the Textile Commissioner pointed out that 
it was open to a mill to pay the penalty of Rs. 2 5 0  per square 
metre and thus compound the offence instead of facing prose- 
cution. He also felt that it might be necessary to acquire 
powers under the authority of Parliament to levy a penalty for 
non-performance of the obligations. There was no ambiguity in 
the earlier advice qf the Law Ministry, but, strangely, the Com- 

1 - .- 
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merce Ministry advised the Textile Commissioner, int& alia, that 
the scheme of payment of penalty m i a t  be operated as 'an infor- 
mal arrangements' by the industry outside the statutory scheme. 

7- 1.138 Commerce The Committee are unhappy with the manner in which the 
entire issue relating to the legal validity of the penalty clause was 
handled. I t  appears that even though the Law Ministry had point- 
ed out several times that such a provision required the authqrity 
and force of law to sustain it, and even the Textile Commissioner 
had, though belatedly, felt that Parliament's authority was neces- 
sary to provide for such a levy, the Commerce Ministry had reser- 

c. vations about i t  and was nqt inclined to come up before Parlia- 
ment with a proposal for the imposition of such a levy. The Com- 
mittee do not appreciate this peculiar approach and would urge : 

that rather than operating the penalty provision as an ' i n f m a l  
arrangement', Government should, in consultation with the Law 
Ministry, consider the desirability of integrating the penalty pro- 
vision in the statutory scheme itself. 

The Committee have been informed that during the period 1964 
to 1968, as against an a m ~ u n t  of Rs. 15.22 lakhs recoverable as 
compensation from mills, (at the rate of 6 paise per square metre 
for deficiencies in production) two private mills and eight mills 
now under the National Textile Corporation were in default to the 
extent of Rs. 0.91 lakh and Rs. 4.36 lakhs respectively. While F.I.R. 



had been loedged with the U.P. Police against one of the private) 
mills, the other mill had been granted an injunction prohibiting 
the Textile Commissioner from taking any action against that mill. 
The default in respect of the subsequent period from 1968 to 1971 
was stated to be Rs. 24 lakhs, out of which 2.12 lakhs were due 
from private mills. The Committee w ~ u l d  like to be informed of 
the steps which Government propose to take to enforce their claim. 
The Committee would also very much like to know why Govern- 
ment have shied away from prosecuting the defaulting mills when 
adequate powers in this regard are already available with Govern- 
ment. I ! 

-do- The Committee find that from October 1964 to April 1968, there 
was no provision for any payment of cash assistance for production 
in excess of the minimum quantity of contralled cloth prescribed.. t; 
However, when the scheme was modified in May 1968, a provision 
was made for the payment of cash assistance at the rate of 4 to 6 
paise per square metre for controlled cloth produced in excess sf 
the obligation fixed. When the controlled cloth scheme was operat- 
ed on a voluntary basis by the Indian Cotton Mills Federation 
frqm June 1971 to March 1974, it was provided that from out of the 
premium on sale of imported cotton and contributions from Gov- 
ernment and mills, the losses on production of controlled cloth 
would be mbsidised. The rate of subsidy was first fixed at 50 paise 
per square metre but was reduced subsequently to 35 paise from 
December 1971, 30 paise from March 1972 and 20 paise from June 
1972. When statutory control was resumed in April 1974, nq pro- 
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vision was made for compensation or subsidy. The Committee arc 
surprised that in spite of the liberal concessions allowed (quota for 
contrdled cloth was reduced to less than half and cash assistance 
was more liberal) to the industry during the period when the 
voluntary scheme was in operation. the production was only 1000.18 
million square metres against 1133 million square metres under- 
taken to be provided by the industry. In other wards, the liberal 
incentives not only had not resulted in excess production of con- 
trolled cloth but even the minimum obligation was not fulfilled. 
In the circumstances, it is a moot point whether the persistent 
pampering of the industry by the grant of liberal incentives was S 

00 
a t  all justified. Tn any case, even if such incentives were consider- 
ed inescapable, they should have been inseparably linked with the 
fulfilment of the production obligatiw in full. This question has 
been discussed in some detail in Chapter I1 of this Report the Com- 
mittee would urge Government to take serious note of their 
observations. 

, i 
Yet another provision being operated without any statutory 

basis is 'Inter-Mill Transfer of obligation'. The Committee find 
that this provision was introduced in May, 1968 (when Medium 'A' 
Fine and Superfine categories of cloth were excluded from the 
ambit of the controlled cloth scheme) when it was felt that it was 
not technically feasible for some mills to produce controlled vade- 



ties in the Medium 'By and coarse categories, while others w e e  
predominantly structured to these varieties. The provi- 
sion of Inter-Mill transfer of obligation was accordingly made, 
whereunder mills of the former categqry could opt out of their 
obligation by paying a compensation and the mills in the latter 
category were entitled to incentiv* I for producing controUed 
varieties in excess of their obligation. When the voluntary scheme 
remained in operation (May, 1971-March, 1974), the mills were 
allowed to get their obligation fulfilled by another mill on the pay- 
ment of a premium to be settled among the mills themselves. The 
Committee find that even though the controlled cloth scheme was 
placed on a statutory basis from April, 1974, the aforesaid facility 
was still continued. The Committee were informed that out of 
the total obligation of 800 million square metres of controlled 
cloth fixed frqm April 1974, inter-mill transfers had been of the ' 
order of 200 to 240 m'illion square metres, i.e., about 25 per cent of 
the total obligation. In support of this provision it was stated that 
it had enabled Government to get the full quqta of controlled 
cloth produced. The Committee, while not happy with the some- 
what tortuqus nature of the scheme, might conceivably concede that 
it might have worked as a practical arrangement, they are of the 
view that such a provision, if really thought satisfactory, should 
have been sought to be operated as an integral part of the statu- 
tory scheme. I t  may be added that during evidence the represen- 
tative of the Law Ministry himself doubted the legal validity of 
this arrangement. 1 
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11. 1.142 Commerce The Committee find that during the period April, 1974 to Mar& 

1975, as many as 118 private mills had transferred their controlled 
cloth obligation to the NTC mills. The obligation thus accepted 
amounted to 90.47 million square metres. The rates of premium 
payable for the performance of the obligation on behalf of other 
mills is understood to have been fluctuating, but the ruling pre- 
mium was stated t~ be about 80 paise per square metre. The 
Committee found during evidence that while the NTC mills had, 
on an average, been incurring a loss of Rs. 1.10 per square metre 
of controlled cloth produced towards their 'own' obligation, they 
made a profit of Rs. 1.19 crores on 'transferred' obligation. The 
Committee are not averse to the idea of NTC mills accepting the 
controlled cloth obligation of private mills especially when such 
a transfer appears to have been a profitable proposition and per- 
haps enabled the NTC mills to utilise more fully their manufactur- 
ing capacity. The Committee, however, do not approve of a situ- 
ation where private mills, no doubt hunting for higher profit 
arenas, can shove off their own obligation to the shoulders of NTC, 
particularly when the latter's experience shows that controlled 
cloth prqduction by no means necessarily involves loss. Here is 
clearly yet another instance of our cotton mill industry, which 
once upon a time had patriotic motivations, having turned out to 
be profit-oriented to the extent even of being allergic towards 
national obligations, 



-do- The Committee were informed during evidence that by produe- 
ing 8,000 million m e t r s  of cloth, per capita availability of dotb 
(after excluding exports and non-wearable varieties qr industrial 
varieties of cloth from the total production) worked out to 12 
metres by the end of the Fourth Five Year Plan (1973-74). As 
far as the vulnerable sections of the population, (those having an 
annual earning below Rs. 3,000 for a house-hold) are concerned, 
their number was assessed at  230 millions and per capita consump- 
tion of cloth at  7.5 metres by the end of the Fourth Plan. Accord- 
ing to the projections made for the Fifth Five Year Plan, while the 
Per capita availability of cloth in the country is expected to be in 
the vicinity of 14 or 14.5 metres, requirements of cloth for the ' 
weaker sections is estimated to be 3070 million metres by the end 
of the Fifth Plan. The Committee were also informed that slnce 
the fwmulation of the draft Fifth Plan, there have been various C1 

developments, including rise in prices as a result 07 which these 
estimates have been affected and are, therefore, likely to underga 
changes. The Committee regret that even after the lapse of the 
first two years of the Fifth Plan, final estimates of annual require- 
ments of cloth for the vulnerable sections of population are yet 
unavailable. This failure calls for rapid rectification. 

-do-  Another disturbing phenomenon of the operation of the Con- 
trolled Cloth Scheme is that there has been a steady decline in 
the prsduction of dhoties and sdrees since 1968. Perhaps, the most 
important factor which has come in the way of the smooth func- 
tioning of the scheme is that the production pattern was not in - 



cmformity with the actual requirements of the people, and the 
mills were producing more long cloth (presumably because of the 
opportunities available ifor clandestine saleis by their conversion 
and reprocessing) and shirting and less sarees and dhoties. While 
in 1968, the mill sector produced 465 million metres of dhoties and 
sarees, the production was 440 million in 1969, 242 million in 1:70 
230 million in 1971, 219 million in 1972 and only 180 million metres 
in 1973. During 19'74 (upto September 1974), while the percent- 
age requirement under the scheme was assessed at 20 per cent, 
the actual production of dhoties was 6.3 per cent and that of 
sarees only a meagre 2.7 per cent. Apart from this tremendous 
shortfall in production, dhoties and sarees pmduced under the 
controlled cloth scheme were of such a bysmally poqr quality and 
width that they could be of hardly any use to the poorer sections 
of the population, especially in the countryside. This is an in- 
tolerable situatiqn and the Committee ask for stringent measures 
to ensure adequate production of dhoties and sarees by the mill 
sector. An early report on this issue is particularly called for. 

In spite of the Controlled Cloth Scheme having now been in 
operation for more than a decade, no genuine survey or even 
broadly reliable data on the estimated requirements of dhoties and 
sarees for the vulnerable sections of the people are available. It 
is no wonder that in 1974 (upto September 1974), while the pro- 



duction of iong cisth was 53.7 per cent in excess of requirement, 
the production of all other categories (shirts, sarees, dhoties, drill) 
was far short of requirements. While the Committee feel strong- 
ly that Government through the Textile Commissimer should have 
enforced corrective measures in time, they urge on Government 
to collect relevant data without any delay to ensure that the pro- 
duction pattern of the mills conform to actual requirements. 

The Committee find that during the years 1966-67 to 1972-73, 
India imported 4907 thousand bales of cotton, valued at  Rs. 609.98 
crores. The bulk of these imports were confined to the long-staple 
varieties. Till a few years back, cotton was being imported against 
free foreign exchange, against PL-480 Agreements and against 

w Bilateral Trade Agreements. In 1975, under a special arrangement, 
2 lakh bales of medium staple cotton were imported from Pakistan. 
Justifying these imports it was stated by the Commerce M'inistry 
that over the years the overall production of cotton had remained 
far short of the requirements of the mill industry. This reason 
docs not, by itself, appear to be plausible, in view of the fact. 
which was also admitted during evidence, that India has in recent 
years successfully achieved a breakthrough in the development of 
long-staple cotton. As this variety cqmmanded a higher price of 
R6. 900 per quintal as against the price of Rs. 2 0 0 - 3 0 0  of other 
varieties, the production picked up to such an extent that there 
was even a glut in the home market in 197475 and Government 
had to permit a portion of it to be expqrted. The Committee were 
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informed that the low off-take of lung staple cotton was due to the 
higher requirements of the medium varieties. In April 1974, the 
production of controlled cloth, which d e m d e d  for its production 
on short and medium varieties of cotton, was doubled from 400 to 
800 million square metres. There was also a spurt in our export 
of cotton textiles which too depended on those varieties. Explain- 
ing this paradox of imports 'in the face of a glut of long-staple 
cotton, the representative of the Agriculture Ministry stated that 
"once we introduce a variety, i t  takes time even to discourage it." 
The Committee are not impressed by th& statement. The hardships 
and puzzling dilemma which the growers of that variety must have 
faced when they found to their dismay that the very variety they' 
were encouraged to grow was no longer required by the mills can 
be visualised. The Committee recommend that in order to avoid 
such unhappy situations in the future, Government should follow 
what may broadly be termed an integrated policy so that variet- 
ies of cotton produced in the country are not out of tune with the 
trends in consumption. 

The Committee note that while imports of cotton are canalised 
through the Cotton Corporation of India to whom a bulk license 
is issued for the imports. it was the Indian Cotton Mills Federation 
which nqt only functioned as the sponsoring authority for recom- 
mending applications from individual unitd but also collected a 



p r h i u m  at the rate of Rs. 300 per bale of imported cotton. As 
the amount was collected from the mills by the ICMF under a 
voluntary arrangement, the same was not credited inta Govern- 
ment account. As far back as April 1W, the Committee had in 
their 50th Report (Third Lok Sabha) pointed out that the levy of 
premium had all the ingredients of a tax and as such it should be 
operated by an official agency. In their reply, the Ministry of 
Commerce had pointed out that such voluntary and indifect 
methods and modalities of export promotion were recognised and 
practised in many countries. The Committee did not at that time 
pursue their recbmmendation further. It is surprising, howevd, 
to learn that Government did not even go into the question of how 
the ICMF collected premium on imported cotton during the 
period the voluntary scheme was in force, i.e., from June 1971 
to March 1974. A much better arrangement would have been 
for Government to use its power of levying import duty on cotton 
and out of the amount so collected consider subsidisi.rg tKe 
production of controlled cloth. The Committee recommend that 
whenever private bodies manage to -impose levies on or make col- 
lections of premium from industries, Government should not ac- 
quiesce in such an arrangement on the plea of its being 'informal', 
but should, on the contrary, examine fully the implications of such 
levy/collections and place it  if thought fit, on an appropriate statu- 
tow basis. 

It  is distressing that during the years 1971-72 to 1973-74, while 
the production of long-staple cotton increased by 15 per cent (from 
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1,779 thousand bales in 1971-72 to 2059 thousand bales in 1973-74), 
the production of medium and short staple, which was 3807 and 
978 thousand bales respectively in 1971-72, decreased to 2883 and 
880 thousand bales respectively in  1973-74, the percentage decline 
being 24 and 10 per cent respectively. The Committee would like 
the Agriculture Ministry to go into the reasons for this decline and 
give greater encouragement to the production of medium and short 
staple varieties of cotton in the country with a view to ensuring 
that the controlled cloth scheme which is dependent on these 
varieties of cotton, does not come to grief on this account. There 
should, in other words, be a well thought-out plan for growing all ;; 
required varieties of cotton, with an eye particularly to the cloth 
requirements of the weaker sections of our society. 

The primary objective of 'the Controlled Cloth Scheme is to make 
cheap and durable cloth available to the weaker sections of society. 
However, complaints have persisted about its poor quality as well 
as non-availability, the inadequacy of its distribution machinery, the 
prevalence of questionable practices a t  all levels and other defaults. 
It will not be unfair to state that the social objectives of the scheme 
have largely failed and there has been a pitiful chasm between 
demand and supply and between promise and performance. Evi- 
dently, imaginative changes and effective steps are called for if the 
controlled cloth scheme is to be rescued and our long suffering people 
are to have some little amelioration, 

18. 2.63 Commerce 
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year would indicate that the earlier distribution arrangements were 
inadequate and also that it required almost some sort of a crisis to 
develop before remedial measures were taken. The Committee 
would urge Government to keep a vigilant eye on the adequacy of 
the retail outlets for controlled cloth and constantly evaluate their 
performance so that timely corrective measures can be initiated. 

21. 2-66 Commerce The distribution of controlled cloth is a t  presmt done through 
four channels, namely, (i) Super Bazars in the cooperative sector, 
(ii) the National Cooperative Consumers' Federation (NCC'F) and 
the chain of cooperatives affiliated to it, (iii) fair-price shops run 
under the aegis of the State Governmen'ts and (iv) any other 
agency 'in the cooperative sector specified by the State Governments. 
The National Cooperative Consumers' Federation is the coordinat- 
ing agency, a t  the national level, for the onward distribution of 90 
per cent of the controlled cloth produced to the wholesale and retail 
channels nominated by the State Governments. While i t  was legiti- 
mately expected 'that the widely alleged malpractices in the sale 
of controlled cloth would be chxked, if not altogether eliminated, 
by entrusting its distribution and sale to reliably run cooperatives, 
the Committee understand that cooperatives in some States did not 
have the necessary expertise and experience for shouldering this 
responsibility. It  is also a known fact that our coopemtives have 
a lot of leeway to make up before they become effective instru- 
ments of service. Besides, financial constraints and lack of. profes- 



sional skills further aggravate the situation. Even as recently as tw6 
years ago, Government had stated before the Estimates Committee 
that the existing channels of distribution 'do not have adequate 
retail outlets to replace the traditional channels and reach the cloth 
to the weaker sections of society both in  ,the urban and remote 
rural areas'. While the steps stated to have been taken subsequently 
are welcome, the Committee feel that a lot more needs to  be done 
in this regard. The Central Government, instead of merely main- 
taining that the responsibility for the distribution of cotitrolled 
cloth is that qf the concerned State Governments, should play a 
more constructive and far-reaching lule. Apart from maintaining 
close watch over the performance of -the distribution machinery, 
Government should evolve and work out long-term policies and 
programmes of developing and sustaining the cooperative sector in ~3 
its different facets as an immediate and inescapable task. w 

.. The Committee find particularly that the distribution system is 
not geared to take the income variant into account and hardly per- 
forms its primary obligation, namely, service of the vulnerable, 
often too pitifully poor, sections of our people. The NCAER Survey 
points out, for instance, that about 70 per cent of the sample of 
controlled cloth buyers belonged to the salaried class employed in 
manufacturing industries and other organisations including Gov- 
ernment, while cultivators and agricultural labourers accounted for 
less than 10 per cent of the buyers. Observing that i n  States such 
as Maharashtra and Tamil Nadu, 65 per cent of the buyers 'cannot 
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be classified as belonging to vulnerable sections oB the community', 
the survey concludes that the controlled cloth scheme, primarily 
intended to accord protection to the economically weaker sections 
of thc society 'is not fully serving its purpose'. The Bureau of 
Induqtrial Costs B. Pricts had a h ,  in its interim report on c ~ t t o n  
textile= (September i972) euprc.;sed substantially the same view. 
The Con;mittpe urge on G~vernment  that this basic drawback in 
the operailon of the scheme is removed without delay. 

23- 2-68 Commcrcc There is at prcwnt no uniformity in regard to the entitlement 
t~ cnrltro:lcd clot+ 3qd variolis State Governments have prescribed g r'iiffcrcnt, m n r l ~ f l r \ -  limits in  this reqard. Thz Committee have been 0 

i ~ f o r m 4  th3f n-!?;ln in snmc State?. persons in the income range 
uptn Rs. 400/- per month nrc entitled to draw their quota of con- 
trolled c.1~tl-i on ration rardc. thr7r with an income upto Rs. 750/- 
and Ci7('n uptn P.5 1.200 cnn,  in s o x e  other States, get controlled 
cloth. T h i v  is cnlirelv unvtisfactorg, as i t  discriminates against 
thow who cmnot casilx- acrluirc a basic necessity of life. The Corn- 
rnift-e ~ v c ~ ~ l d  wgqnst tha: the feasibility of laying down a uniform 
cc i l i~y  of incume thrnu.r!wut the countrv for rnlitlement of con- 
trolled cloth s!~onld Fe examined. in consultation with the State 
Governm - x t q .  

The Committee are surprised that though the controlled cloth 
scheme has now been in operation for over a decade, no scientific 



survey has yct been conducted by the Government to determine 
'1:e type of n . - s ~ b  \vhq p:u-cl~avd controlled cloth and how far the 
n i ~ i e c t i w ~  r n v i ~ ~ q ~ r l  by fh qcheme had haen achieved. Such a 
cllrwy ~h07lld bo und+al;crl by thr Central Government soon and 
on thp ha-is of its fivdiilo: v-hich should not take too long, all 
cqvwtinl s t q x  shn~lld he ;~dopted. 

Apart  from t!ie ina  l c n ~ l x i e =  and d~ficiencies in the distribution 
arrangcments th1.r~ , ~ p p n ? x  to i lx~ h?eq a peculiar and pernicious 
::np in the controllccl c!o!h rl1lwrne. A large proportion of the con- 
s~rrnr~l-s is. x-co!-rl;nq to f i ~  Y":CAIEK Survey, unaware of the scheme 
jtsplf. and t h i ~  c!n~s not  hy l~;y means speak well of the goven- 
merit':: ~ i l h l i c i t ~  camnc:i:'v. TI?<. Committee desire that urgent and 
ad~quatc? steps qhoul? be t a k c ~  to disseminate information about the r 

W 
v:ntrollcti r!nth v - l ~ ~ m o  m c 1  thc mitl;ts for its distribution. Facts 
ahoi~t :he avai1nbil:tv of cloth. pic,-s .  etc. should also invariably 
he displayed at a prominent point by all the retail outlets. 

The Cornmittre h a w  hem in fwmcd  that Government's approach, 
fcncrnllv, W R S  n n t  to hnw s - p r a t e  soripties to cater to the needs 
of' diffcrcnt cornrn~lniti ,~ in thc rult~crahle sections of sceiety, such 
7s ~ ( ~ I c c ? I I ~ P ~ ~  C X ~ C S .  ~c.:lciluled tribrs. etc. However, in States like 
Anrllll-n Pr2dech and Oriss:? w h c r ~  f htre was a sizeable wopulation 
of schedu1ed tribe?. sq3nrat7 t r i h l  cnoprvatives were involved in the 
distribution of cnnt r011,yj cloth. The Committee recommend that 
the scope for scttinq ~ r p  cnnpcr3tivc societies to serve .;p?cially vd- 
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nerable communities in places where there is concentration of such 
people may be explored. 

27- 2-72 Commerce There have also been a number of complaints that the Indus tp  
itself has been indulging in a systematic sabotage of the controlled 
cloth scheme. Various news media have also carried reports on the 
clandestine sale of controlled cloth at different times to bulk buyers 
either for reprocessing or conversion into readymade garments. In 
fact, even the then Minister of Foreign Trade, while addressing an 
ICMF Conference on 7 October 1972, had stated: 

". . . .it appears that the moment the controlled cloth leaves + 
W the mills gate, it disappears, without leaving any trace m 

behind. . . . I believe a fair quantity reaches the process- 
ing houses where it ahanges shade and colour and re- 
emerges as non-controlled processed cloth with a high unit 
value." 

The Bureau of Industrial Costs & Prices had also alluded to this fact, 
in September 1972, and had recommended 'fuller examination' of 
this aspect. Admittedly, prior to November 1972, before the distri- 
bution system introduced by the Commerce Ministry came into force, 
complaints of controlled cloth being largely diverted to processing 
units were received by Government and were found to have some 
basis. Though the clandestine sales of long cloth to the processing 
houses was apparently within the knowledge of Government for a 



fairly long time and Government were also aware that the malprac- 
tices alleged related largely to the long cloth component which con- 
stitu tes a substantial portion of the total production, the Committee 
are surprised and perturbed that it was only in September 1974 that 
orders were issued by the Textile Commissioner directing the mills 
to bring down the proportion of long cloth in the total production 
and to produce long cloth only in the bleached form instead of the 
grey form which is susceptible to reprocessing and conversion. The 
Committee seriously deplore the delay in taking these remedial mea- 
sures and would like urgently to know the reasons therefor. They 
mould ask Government to be truly vigilant in this regard and come 
down heavily on those mills/dealers whose self-interested and clan- 
destine transactions tended clearly to sabotage a national welfare 
scheme. 

Another common complaint about the working of the controlled 
cloth scheme relates to the quality of cloth produced and supplied 
by the mills. The textile industry had been criticised, in no un- 
certain terms, hy the National Consumers cooperative Federation, 
which pointed out that the industry was interested 'only in statisti- 
cal data' in terms of square metres of controlled cloth produced, but 
was 'completely blind' to the aspect whether the cloth produced 
were meant for wearing purposes or 'to be used as dustors and pack- 
ing cloth'. The Federation had also alleged that 'the worst type of 
cotton with minimum permissible picks' were used in production 
and added that a mere scrutiny of the cloth 'will reveal that they 
are nothing but netting cloth'. These complaints were also corro- - 
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borntcd by z G n r ~ r n t n r n t  spokesman before the Committee when he 
c n w c d s d  that 'it wa.; n wrll-known fact' that the private textile 
i l > d t l ~ t r i ~  prnducc~l  silk-cfnndnrd cloth, especially between September 
1OSI PYI Fc1,riiar:~ 1975. ::nd t h a t  the qllality 05 the cloth was so bad 
t h a t  'cvm thc ponrc\l r,tction-, felt that i t  was not fit for wearing'. 

. C - ~ C ~ ?  n i ~ ( l  .tllltrf;p~. acrnrding to him, were 'more or less trans- 
n?l-mt ,17d PI-c r n m ( '  wit;lhlr fnr  npttjng rather than for wearing 
I :  %:n- of  1br rontrollcd cloth nroduccd during this period 
xi- i. w I)nd th,\t i t  r r . 1 1 1 ~ 1  bz used only as bandage cloth, This, in the 
opivinn nf th,- Cclrnn~i t t t .~ .  rcprc=mts a shncking statc of affairs and 
is ;ndir.ptivrl of f l i v  ~ ~ t ~ 1 . t  to m h i ~ h  a scheme evolved for the corn- 
mnn !:onrl 117d F c m  distorted :md c.hmnnlessly exploited by powerful 
rind I ~ V ~ C I ' U ~ I I ~ C I U S  ~ lnmcntc  i n  the industry. 

Commerce Thr upshof of all thy? hunglir~: and worse was the accumulation 
of storlkc .i.>l I red a: approxirr~ntelv R C  5 crorzs throughout the country, 
which rnused hv:ny loss 2nd 'severe strain' on the cooperative dis- 
t r ihu t io~  sv5tcm. It would annear that the Textile Commissioner's 
qr~;tlitv cqqtrol wgani<ation had dismally failed to take effective 
step.; to  ensure f hat there was wroper and genuine inspection of the 
quaritv of clot11 groducwl and to enforce rigidly the stipulated speci- 
f irofions It i s  oth~r \ \~fse  incn?ri.iwble to the Committee how such 
n I?roe-qcrtle 6~terJorntinn in quality coiild take place suddenly. The 
Ccmmittne ~vould  like '0 he satiqfled that the inspection machinery 
did. at !"st. attempt ti, discharqe the responsibilities cashon it and 



.  odd lrke the circumstances leading to the large-scale production of 
sub-standard cloth to be mvestigated and responsibhty for default 

\ luted. The Committee repeat that they take a grave view of the 
matter and call for stringent acton, on the basis of thR investigation, 
agamst those who had been remiss m thew duties. T k  results oi 
such investlgaton must come soon to the Commlttee. 

40- The Committee have been assured, in this context, that the 
situation was reviewed as sow as this positlo11 came to light, that 
the standards were lmrnediately revised in January 1975, and that 
paclung of controlled cloth is being done according to the revised 
standards from March 1975 onwards. The present quality of con- 
trolled cloth IS also stated to be acceptable to the consumer. While 
the Commlttee concede that the quality of controlled cloth can be 
improved only upto a certain llnut wlthout seriously affecting the t; 
exlsting price structure, the Committee feel that it should be possible Cn 

for the industry to bring down the cost of production by improved 
methods o$ production and management, research and development, 
etc. and also to Impose on itself a certain amount of self-discipline 
and a commitment to subserve the common cause. The Committee 
would urge Government also to keep the standards and specifications 
for controlled cloth under constant review and enforce vigorous 
inspection and quality control at the production stage itself so as to 
ensure that the prescribed standards are rigidly observed. The Com- 
mittee are of the view that drastic measures are necessary to discip 
line the truant textile industry and make sure that it fulfils its larger 
social obligations and commitments. 
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31- 3.f6 Commerce Another aspect which compels attention is the pricing of con- 
trolled cloth. h'ices of controlled cloth were revised, under a scheme 
of 'realisation multipliers', on two occasions in 1965, twice in 19fi6, 
once in 1967 and again once in 1968. Subsequently, it was only in 
April 1974 that Government allowed a 30 per cent increase in the 
prices of controlled cloth, allegedly to neutralise, 'to tHe extent 
possible', the increases in the cost of production, arising particularly, 
from the increase in cotton prices. Simultaneously, the retailers' 
margin was also raised from 121 per cent to 20 p a  cent. Though 
the prices of controlled cloth were pegged down at the 1968 level, 
despite repeated pleas from the industry for an upward revision, g 
assistance in other forms were given to the industry, on the recom- 
mendation of a committee set up, under the chairmanship of the 
Additional Secretary in the Ministry of Foreign Trade, to find ways 
and means 'to ensure that the production of controlled cloth was 
immediately stepped up to the extent originally contemplated. It 
is significant that the decision to give cash assistance out of the Tex- 
tile Commissioner's Controlled Cloth Compensatory Fund, built up 
out of the penalties recovered En the past from defaulting mills, which 
resulted in the payment of Rs. 1.89 crores to the industry, between 
January 1972 and March 1973, had been arrived a t  on the basis of 
the statistics supplied by the industry, even when the findings of 
the Industrial Costa and Prices, which was then engaged in a cost 
price study of the cotton textile industry, were still awaited, 



--do- The Committee fear that the assistance extended to the induatsy 
by the Ministerial Committee was entirely premature, particularly 
in view of the fact that the findings of the Bureau subsequently 
made available, on the basis of a scientific collation of material, 
appeared to indicate that this assistance was unjustified. In its In- 
terim Report based on a cost study of cer,tain selected units, submitted 
in September 1972, the Bureau had concluded that even on the basis 
of an assumed production of 20 per cent controlled cloth, the industry 
as a whole would have well over 15 per cent return on the capital 
employed. An analysis of the dividends paid by the cotton textile 
mills during 1965-66 to 1972-73 also indicates that reports about the 
textile industry suffering heavy losses were exaggerated and that an 
adequate profit margin was, in fact, available to it. The Committee 
fear that Government have virtually permltted the industry to follow 
a 'Heads I win, tails you lose' policy. 

4 0 -  The Committee learn from the Commerce Secretary that even 
after the 30 per cent price increase allowed from April 1974, the 
mills are supposed to be incurring a loss of Re. 1 per sqltare metre 
of controlled cloth produced, which meant that the obligation to 
produce 800 million square metres of controlled cloth had placed 
a burden of Rs. 80 crores on the industry. In the context of what 
has been said before, the Committee cannot help feeling that there 
is perhaps in certain quarters a greater concern and solicitude for 
something like an optimum profitability of the by no means impe- 
cunious textile industry of this country than for the needs of our 
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people. The Committee stress that Government should take con- 
certed measures to see that the basic necessities of the common-man 
including the requirements for cloth are met and that the textile 
mills are made to realise this national obligation. Apart from assess- 
ing the financial implications of the controlled cloth scheme on the 
industry on the basis only of an investment analysis i t  would be 
more appropriate to assess the importance of the scheme on the cri- 
teria evolved by a social cost-benefit analysis. The considerable 
margin of profit clearly found available over the years to the industry 
by the production and sale of noncontrolled varieties of cloth must 
also be taken into account. Having due regard to the socio-economic 
objectives underlying the controlled cloth scheme, the Committee 
would call on Government to ensure that the right type of national 
discipline is brought to bear on the textile industry which should, 
with a reasonable effort, be able to ensure generally uninterrupted 
supply of acceptable quality cloth in adequate quantities and at 
moderate and regulated prices. 
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