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INTRODUCTION

I, the Chairman, Committee on Public Undertakings, having
been authorised by the Committee to present the. Report on their
behalf, present this Report on the Steel Authority of India Ltd.

2. This Report is based on the examination of the working of the

Steel Authority of India Ltd. and its subsidiaries upto the year end-
ing 31st March, 1875.

3. The Committee took evidence of the representatives of Minis-
try of Steel and Mines (Department of Steel), Ministry of Energy
(Departments of Power and Coal) and Ministry of Railways (Rail-
way Board) and the Steel Authority of India Ltd. on 24th and 25th
January, 1975 and again of Ministry of Steel and Mines (Depart-

ment of Steel) and Steel Authority of India Ltd. on 7th February,
1975,

- 4. The Committee on Public Undertakings considered the Re-
port on 28th and 29th November and 1st December, 1975 and adopt-
ed it at their sitting held on 1st December, 1975.

5. The Committee wish to express their thanks to the Ministry
of Steel and Mines (Department of Steel), Ministry of Energy
(Departments of Coal and Power) and the Ministry of Railways
(Railway Board) and the Steel Authority of India Ltd. for placing
before them the material and information they wanted in connec-
tion with the examination of working of the Steel Authority of
India Ltd. The Committee wish to thank in particular the rep-
resentatives of the Ministries and the undertaking who gave
evidence and placed their considered views before the Committee.

New DELHI; NAWAL KISHORE SHARMA,
January 16, 1976, Chairman,

Pausa 26, 1897 (Saka). Committee on Public Undertakings.

(iv)



|
INTRODUCTORY
A. Historical Background

1.1. The appreciation of the role of steel as the basic industry
prompted India’s planners to lay emphasis on expanding the
country’s steel making capabilities. Under the Industrial Policy
Resolution of 1956 all new units in Iron and Steel Industry were
to be set up only by the State. This did not however preclude the
expansion of the privately owned units or the possibility of the
State securing the co-operation of private enterprise in the estab-
lishment of new units when the national interests so required.
The Second Five Year Plan, therefore, envisaged the construction
of three steel plants of 1 million tonne ingot capacity each in the
public sector and further expansion of the TISCO, IISCO and the
Mysore Iron and Steel Works.

1.2. In January, 1954 Hindustan Steel Ltd. was formed as a joint
stock company under the Companies Act to construct and manage
the first steel plant in public sector, viz., Rourkela Steel Plant. On
1st April, 1957, the other two public sector steel projects viz.,
Durgapur Steel Plant and Bhilai Steel Plant which were under the
control of the then Ministry of Iron and Steel were also transferred
to HS.L. as Government considered that it would be advantageous
if all the three projects were brought under a unified Company
management.

1.3. Besides these three steel plants, Hindustan Steel Ltd. had
set up the Alloy Steels Plant at Durgapur in December, 1968 which
accounts for the bulk of the country’s production of alloy and tools
steel. It had developed a unit offering consultancy in engineering
services—the Central Engineering and Design Bureau—which has
since been formed into a separate company namely Metallurgical
and Engineering Consultants (India) Ltd. H.SL. also operated
séveral coal washeries. iron ore mines and lime stone quarries.

1.4. On the 29th January, 1964 Bokaro Steel Plant was set up
as an independent unit functioning directly under the Ministry of
Steel and Mines.
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1.5. The question of setting up a Holding Company for steel and -
associated input industries was first considered in the Department
of Steel in 1971. It was felt that, in the interest of combining
growth with social justice in the area outside agricultural and

social services, the achievement of the following two objectives
was important:—

R |

(a) Rapid growth of the industrial sector of the ecanomy
with the State as a leading agent of the growth process;
and o ‘

(b) Ability'of Government to direct investment into areas

which are strategic from the point of view of 'future
development,

1.6. In this context, it was recognised that the public sector had
to be made more efficient in order that it might contribute far more
than it did to the total pool of investible surplus in the economy..
Secondly, Government having become increasingly a substantial
shareholder in large scale industrial concerns through investment
of public funds by public financial institutions like the Unit Trust
of India, Life Insurance Corporatoin, Industrial Finance Corpora-
tion, Industiral Development Bank of India, Nationalised Banks,
Nationalised General Insurance Companies, it was essential that
Government should devise a suitable mode of ensuring proper
management of the concerns in which it owned majority|near
majority shares in the larger socio-economic interest,

1.7. The organisation of a Holding Company for the steel and
associated input industries sector. playing an important growth
promoting role like that of Holding Companies in some other coun-
tries could, it was considered, achieve both these objectives. Fur-
ther, such a Holding Company could perform a number of other
important functjons like coordination :and control of the constitu-
ent units without being burdened with daysto-day administration.
and unit-wise production problems, chalking out leng-termm pro-
grammes of Jdevelopment for the enterprises .coming, within' it
jurisdiction, introduction of necessary technological .changes -and
innovations in the industry. setting up an R&D Organisatoin and
training of managerial personnel for the sector.as a. whole leading
to a greater degree of professionalisation. *I'he,Holding _Company
could alko develop specialised advisory services to bg,_ p gsqd . in.
common by the operating companies in such areas as career deve-
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lopment and succession planning, effective inventory control on a
scientific and economic basis and investment analysis. This will
also enable the Ministry to concentrate on issues of major policy
and future expansion and development of the industry and enforce-
ment of standards and objectives in performance.

1.8. Based on the above considerations, the proposal to set up
a holding company for steel and assoclated input industries was
approved by Government in January, 1972. It was also recognised
that it would be desirable, before constituting the holding company,
to make a study of the experience of similar holding companies in
countries where such companies have been constituted and of
similar organisations in other countries. Accordingly, a study
team comprising the Chairman-designate, Secretary to the Prime
Minister, Chairman, Hindustan Steel Limited, and Joint Secretary
in the Department of Steel visited Italy, Sweden and France to
study the organisation and working of some of the major holding
companijes in these countries. Some of the important points rele-

vant to the formation of a Holding Company for the Stee] Industry
noted by the Team are:—

(i) Holding Companies generally exercised entrepreneurial
functions on behalf of the State and directed investments
in areas considered strategic or important in the national
interest.

(ii) Operations and managements of Holding Companies and
their subsidiaries are sought to be conducted on sound
industrial and commercial principles by professional
Managers and technocrats, one of the more important
objectives being the generation of surpluses from such
ventures, to be utilised for further growth and expansion.
Government lays down broad policy objectives, 'as for
example in Italy, the need to industrialise Southern
Italy, considered to be a relatively backward area in that
country, to provide greater employment opportunities
and to enter into areas necessitating longer gestation
periods and also into sectors of the economy where it is
felt private capital will not venture with the speed and
size of investments that national interests require.

(ili) The performance of the Holding Companies and their
subsidiaries is measured against financial and economic
objectives/targets laid down by Government from time

1482 LS—2
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to time working in close cooperation with the Holding
Companies.

‘iv) Holding Companies and subsidiaries generally make pro-
posals for investments which are commercially and in-
dustrially viable. If, however, Government feel that the
location of industry, its size, investment and technology
require some change in view of social and political con-
siderations, the additional costs are sought to be sepa-
rately estimated as ‘social costs’. Such “social costs” dre
identified and made known to the Parliament, public and
all concerned. These costs are fully taken into account
when judging performance of the Companies.

(v) Holding Companies and their wholly or majority owned
subsidiaries are used as an important form of industrial
organisation for preventing growth of monopolies  and
their control of key sectors of the economy.

1.9. In the light of the decision taken in January, 1972, and the
report of the study team, the formation of Steel Authority of India
Limited, the holding company for steel and associated input indus-
tries, was finally approved by Government in December, 1972. The
Company was incorporated on 24th January, 1973, with an autho-
rised capital of Rs. 2,000 crores.

1.10. In pursuance of Government decision, SAIL has acquired
the shares held’ by the President of India in the Companies listed
below and the Memorandum and Articles of Association of the fol-
lowing campanies have been suitably amended:

(1) Hindustan Steel Limited

(2) Bokaro Stee]l Limited

(3) Salem Steel Limited

(4) Hindustan Steel Works Construction Limited
(5) Bharat Coking Coal Limited

(6) Natiopal Mineral Development Corporation Ltd.

1.11. Consequent to the transfer of shares, these companies have
become wholly owned subsidiaries of SAIL.

The majority shares held by the President in Bolami Ores
Limited, and Metal Scrap Trade Corporation have been acquired
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by SAIL and their Memorandum and Articles of Association have
also been amended. These companies are also now the subsidiaries

of SAIL.

1.12. Similarly, the President’s shares in Mysore Iron and Steel
Limited, Manganese Ore (India) Limited and Indian Iron and
Steel Company Limited have been transferred to SAIL.

1.13. In accordance with Government decision, Central Engineer-
ing and Design Bureau, a former wing of Hindustan Steel Limited
has been converted into a separate company as a subsidiary of
SAIL under the name “Mettallurgical and Engineering Consult-
ants (India) Ltd.” (MECON).

1.14. To coordinate the export and import business, a separate
Company, namely “SAIL International Ltd.” has already been im-
corporated on June 10, 1974.

B. Aims, Objectives and Functions

1.15. The main objects of Steel Authority of India Ltd. are as
follows:—

(i) To plan, promote and organise an integrated and efficient
development of the iron and steel associated input in-
dustries, such as iron ore, coking coal, manganese, lime-
stone, refractories, etc., in accordance with national eco-
nomijc policy and objectives laid down by the Govern-
ment from time to time;

(ii) To go-ordinate the activities of its subsidiaries to deter-
mine their economic and financial objectives|targets and
to review control, guide and direct their performance
with, a view to securing optimal utilisation of all re-
sources placed at their disposal;

(iii) To act as entrepreneur on behalf of the State, to identify
new areas of economic investments and to undertake of
help in the undertaking of such investments;

(iv) To formulate and recommend to the Government, a
national policy for the development of iron and steel
and related input industries and to advise it on all policy
and technical matters.
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1.16. SAIL has been entrusted with the responsibility of ensuring
coordinated development of the iron and steel industry covering
both public sector and the joint gector. The several other industries

supplying

major inputs needed by the Steel industry, such as cok-

ing coal, iron and manganese ore etc. are also the concern of SAIL.

1.17. Details of the functions and powers of SAIL are stated to
be as below:—

(1)

()

(iid)

(iv)

)

(vi)

(vii)

(viif)

Take all possible steps to secure its objects mentioned
above,

Acquiring of Government shares by SAIL in the com-
panies in public sector dealing with iron and steel and its
associated inputs.

Exercising of voting rights on behalf of the public finan-
cial institutions viz. LIC, UTI, IDBI, ICICI, IFC, nation-
alised banks, nationalised general insurance companies,
etc. in respect of their holdings in all private sector com-
panies in the field of iron, steel and associated input in-
dustries to ensure that their programmes and develop-
ment are conducted in accordance with the policy of the
Government,

Dealing with Government by SAIL for the subsidiaries
instead of the earlier practice of direct dealing with Gov-
ernment by the subsidiaries.

SAIL has been authorised to undertake promotion of
wholly or partly owned companies from its own internal
resources;

SAIL has also been authorised to incur capital expendi-
ture upto a limit of Rs. 10 crores and to delegate powers
to its subsidiaries to sanction capital schemes upto Rs. 2
crores provided the funds can be found within the budget
allocation,

Appointment of Chairman/Directors and General Mana-
gers/Chief Executives of subsidiaries;

Obtaining of Government approval for the subsidiaries
on the matters listed below:
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(a) Approval of capital schemes costing over Rs. 10 crores
each;

(b) Approval -of annual capital budget estimates and re-
vised estimates;

(c) Release of funds for capital and other expenditure;

(d) Over-draft facilities with Government Guarantee;

(e) All release of foreign exchange and issue of import
licences; and

(f) Foreign collaborations, employment of foreign experts,
vigilance cases that require orders of Government, etc.

(ix) Matters relating to supply and movement of raw mate-
rials, finished products and all matters relating to trans-
port for subsidiaries,

(x) Undertaking demand forecast studies, making proposals
for additional steel capacity etc. and commissioning feasi-
bility studies;

(x1) Supervision of implementation in subsidiaries of Gcv-
ernment directives regarding employment of scheduled
castes/scheduled tribes, ex-servicemen, disabled and other-
wise, and dependents of those killed in action;

(xii) Matters relating to vigilance, security, civil, defence mea-
sures in subsidiaries;

(xili) Matters relating to Task Force meetings for review of
performance of the subsidiaries; '

(xiv) Preparation of the annual Capital budget covering the
budgets of its subsidiaries for inclusion in the demands
for grants.

(xv) Obtaining of indigenous clearance from DGTD;

(xvi) Scrutiny of proposals for training abroad, deputation of
Indian experts abroad and engagement of foreign specia-
lists;

(xvil) Matters relating to Indian Standards on l’rfm aqgl steel.

F
1.18. The Chairman of SAIL and Secretary, Department of Steel
during evidence expl#ining how . far SAIL has been able to achieve
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the objectives expected to be performed by it as a holding company,
stated that:

PR By and large, what we have done is absolutely cor-

rect both in terms of policy and in terms of practices. We
can draw certain lessons from it and try to make changes
which will help in strengthening the public sector so that
the funds which were extracted from a relatively poor
economy and ploughed into the public sector would yield
adequate and larger returns. It was in this spirit that the

Steel Authority of India came into being....... We have
been able to take some practical steps in this particular
direction..... Effective steps were taken to curb the

misuse of steel which I shall illustrate very soon which
have helped us in a big way to bring about a state of
affairg wherein steel is relatively better available in the
economy. Steps have also been taken with regard to
distribution. ... Hitherto, we had used the stockyards to
push through them 20 per cent of steel produced. Now,
we have suitably increased the quantum of supply through
the stockyards and we have also created addditional fur-
ther base points so that the consumers can get steel from
a large number of points, from where the steel will get
further re-distributed into the hinterland, These base
points are located at places where there is a large con-
sumption of steel. We have also made changes in very
close cooperation with the Railways in the outward
movement of steel...... The other side of the coin of
consumer contract has also been the initiation of market
studies. A number of steps have been taken in this direc-
tion to establish the demand for various categories and
also to have a better idea about the end use of steel. I
think that this consumer contract, in relation to the small
scale, large scale and public sector industries, has been
of great benefit to us in understanding the product-mix
and activising the inventories. We have abolished the
practice of taking earnest money deposits, because it not
only entailed the piling up of money for years but it had
a system under which money also got locked up. At the
same time we still had the problems. No body could in-
dent for large quantities which had no relation to the
ability for offtake or to consume...... We have also con-
centrated in the area of operational efficiency in the plants.
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As a result, three practical results have come about.
Firstly, the consumption of coke especially in Bhilai and
Rourkela has been brought down this year; and to that
extent it has reflected both in terms of monetary value
and in the coke being a scarce commodity. In future, we
should be able to improve upon this, once we make a
regular supply. It has often been mentioned that the
plant has large defectives, The production of defectives
in the plant, which is under 4 per cent, has in the last
two years been blrought down progressively........ The
next thing which we did was, not to look at all the pro-
blems, but to try to identify the priority problems. The
priority problem for increasing the production immedia-
tely, was the need to pay special attention to inputs, par-
ticularly coal, power and transport, Here, practically an
almost day-to-day and week-to-week coordination, both
centrally from the Steel Authority through its liaison
set up and in Delhi with other Ministries, has been achiev-
ed, and thanks to the cooperation from the agencies in
these areas some improvement has been achieved. Know-
ing that there wag scarcity of energy from the plants and
of coke oven gas and of electric power last year, we paid
special attention this year to see that this energy is put
to proper use. We had decided that the performance of
the plant would be measured not by ingot steel—they are
of little value—which we had accumulated quite a bit.
Ingots were really taking up valuable scarce commodities
but the society could not consume ingots as such. Greater
emphasis was on saleable goods. A fair portion of the
old ingot stocks could be converted into saleable steel. I
am glad that according to the financial results of last year,
we have got a small surplus of about Rs. 4 crores, The
performance this year is expected to be better, but it is
too early to predict...... The authorities in the plant pay
particularly special attenticn to industrial relations.
Although industiral relations poses a serious problem at
urgapur, it is wrong to say that it acts as an impediment
¢o production. We take pride in the fact that last year
especially, when there was a very large increase in the
cost of living and when there was crisis in regard to power
and coal, even though the production in the plants had.
gone down...and consequently the incentive for the
workers....we had no widespread industrial unrest in
the plants. Tt is a sign of the maturity of workers, trade
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unions and certainly of the management. There was an
intermittent trouble in Rourkela; and there have been diffi-
culties in Durgapur, but by and large, industrial relations
have been good and sound.”

In a small way, we have been able to activise a fairly
large amount of inventories as far as steel is concerned.
Six lakh tonnes of steel were pumped into the economy.
The open black-market in steel is, therefore, reduced and
almost eliminated and, because of the severe steps taken
to curb it, the misuse of steel has disappeared. We have
been able to divert the surplus for export purposes; and
this hag certainly led to greater confidence.... When the
Steel Authority was formed, we were very clear in out
mind—and we have tried to adhere to that—that the Steel
Authority cannot be and should not be a day-to-day ope-
rating company, it cannot #nd should not try to run the
plants or the operations on a day-to-day basis, and that,
as a consequence of that, the staff of the Steel Authority’s
Central Office must also remain thin....and therefore,
the total staff here has been kept a little about 200, and
the majority of the staff, 95 ‘o 97 per cent, has been drawn
Irom the steel industry and the steel plants, and some,
of eourse, from some of the Government Departments. In
arder % ensure more effective working and delegation, we
have come to the conclusicn that our major steel plants
which are, by national and even international standards,
large enough in financial outlay in the production value
that they generate and in the tota! financial implications
which follow from these investment, to be constituted into
separate independent companies.... It will be essentially
to see that larger steel production tzken place, that certain
strategic alloys are produced, it may also relate to the
location of the plants from a strategic angle, taking into
account both defence and the soci?l and economic priori-
ties and compulsions in this country.... We are now
examining the manufacture even of strategic material, in
which investment may not be large like ferro-alloys in
Orissa.”

1.19. To a question as to by what time the objective of SAIL to
formulate and recommended to Government a national policy for the
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development of Steel would be fulfilled, the Chairman, SAIL, and
Secretary, Department of Steel stated that—

“The objective of a national policy has got to be to attain self-
sufficiency in the strategic and impontant materials...
We have done very recently, in close co-operation with
the Planning Commission, studies both in terms of demand
and in terms of the production that will be generated dur-
ing the next five years and, as the demand projection goes
today, it appears that in about two years time, we will
be fairly self-sufficient in steel. In fact, we are throw-
ing up in this study adequste surpluses for export, but
that does not mean that we will not import any steel.
Practically every country imports some steel, while ex-
porting it. So, we visualise that within two years—and
even by the beginning of this year we will be exporting—-
there will be a larger tonnage of export compared to the
tonnage imported.”

1.20. To an enquiry as to why there is delay in implementing
the reorganisation of HSL, leading to each Steel Plant being consti-
tuted as a separate company, the Chairman, SAIL and Secretary,
Department of Steel replied that:—

“When we formed SAIL, at that time we clearly visualised
that the Hindustan Steel would be re-organised....we
feel the need to form the plants into separate company,—
I do submit that there has been some delay. I think, the
decision in the SAIL has been taken and this we are now
carrying out and I hope it will be implemented early.”

1.21. The Committee enquired whether there were any occasions
when SAIL had to exercise its voting rights in respect of holdings
of the Public Financial institutions in private sector companies in
the field of iron and steel and how it was ensured that the exercis-
ing of these voting rights contributed to conduct of the operations,
programmes and development of the private sector companies in
accordance with the policy of the Government. In a written reply
it was stated that such voting rights were exercised in the Annual
General Meeting of TISCO for 1973-74 held on 20th August, 1974
and in 'the Annual General Meeting for 1973-74 of IISCO held on
27th September, 1974. It was also added that all decisions were in con-
formity with Government policies towards the development of iron
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and steel industry. Some of the important policies of Government
in thig sphere include the following:—

(i) Optimisation of steel production;
(ii) fixing up of targets of production;
(iii) distribution of steel in accordance with national priorities;

(iv) use of the difference between the retention price and sale
price towards the development and modernisation of
steel industry;

(v) improvement of industrial relations; and

(vi) pricing of steel taking into account all relevant national
economic considerations,

1.22. In regard to laying down the genera] financial, economic and
social objectives as recommended by the Committee on Public
Undertakings, the representatives of the Ministry of steel stated
during evidence that—

“The question of laying down the general financial economic
and social objectives of a public enterprise was entrusted
to the Government, to the Bureau of Public Enterprise.
The Bureau of Public Enterprise in turn requested the
Committee of Secretaries to go into this question to lay
down the micro-objectives of the public sector as a whole
and then in consultation with the various wundertakings
laid down guidelines on the basis of which the micro-
objectives of each undertaking can be formulated. This
is also brought to the notice of this Committee. This
Committee in fact expressed its disappointment that in
spite of having made definite recommendation, the govern-
ment have not taken final action in this matter. As far
as the general objectives to the individual public sector
undertakings are concerned, they are waiting for the
Bureau of Public Enterprise to lay down the micro-
objectives on the lines indicated by this Committee and
other Commtttee of Parliament. This is the position.”

* * * L]

“I hope they will be able to complete this work early. Now,
coming back to the substance of the question, namely
whether we are clearly formulating economic and financial

’ objectives, I would like to submit that that is being done
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and that in the reports to Parliament we do mention
about the production targets, what is performance
etc. But in regard to the manner in which this has been
worked out, I would submit that this will be done shortly
as soon as the Bureau has worked this out.”

1.23. The Committee note that the SAIL has been set up as a
holding company with a view to planning, promoting and organising
an integrated and efficient development of the iron and steel and
associated input industries in accordance with national ecomomic
policy and objectives laid down by the Government from time to
time and to coordinate the activities of its subsidiaries, besides for-
mulating and recommending to the Government a national policy for
the development of iron and steel and related input industries.
The Committee note that the SAIL is engaged in achieving these
objectives. Detailed recommendations in regard to each one of the
objectives are dealt with in the subsequent Chapter of this Report.

1.24. The Committee regret to note that though in their 40th Re-
port (1973-74) on ‘Role and Achievement of Public Undertakings’
they had recommended that the micro-objectives both financial and
economic for each public undertaking should be laid down and
placed before the Parliament, so far no action has been taken to
lay down these objectives and bring it to the notice of Parliament.
The Committee were informed during evidence that public under-
takings were waiting for the Bureau of Public Enterprises to lay
down the micro objectives of the public sector as a whole on the
lines indicated by the Committee on Public Undertakings. The
Chairman, SAIL and Secretary, Department of Steel hag stated dur-
ing evidence that “I would submit this work will be done shortly
as soon as the Bureau worked this out.” The Committee regret to
observe that the Bureau of Public Enterprises have taken an unduly
long time in finalising the micro-objectives of public undertakings
and desire that the Bureau should finalise these objectives expedi-
tiously. The Committee would like Government to finalise their
guidelines in this regard and lay down general financial, economic
and social objectives of the holding company as well as the sub-
sidiaries and bring this to the notice of Parliament without further
delay.

1.25. The Committee also recommend that Government/SAIL
should take immediate action to formulate the national policy for
the development of steel with all supporting data and in the light
of experience in the country and the knowledge of innovations and
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experience abroad for the consideration of Government and bring it
to the notice of Parliament at an early date.

1.28. The Committee also note that even after the formation of
SAIL, Hindustan Steel Ltd. which was coordinating organisatien
for Bhilai, Rourkela and Durgapur Steel Plants, comntinues to func-
tion under the SAIL. The Committee feel that the continuwed exis-
tence of HSL within the Steel Authority of India, a holding com-
pany, seems to be incongruous. The Chairman, SAIL and Secretary,
Department of Steel has admitted during evidence that “when we
formed SAIL at that time we clearly visualised that the Hindustan
Steel would be re-organised. I do submit that there has been some
delay. 1 think decision in the SAIL has been taken and this we are
now carrying and I hope it will be implemented early.” The Com-
mittee feel that a decision in this regard has already been over-
delayed and recommend that Government should finalise their
decision most expeditiously. The Committee have given their fur-
ther recommendations in this regard in “Organisation” chapter of

this report.

1.27. In Paragraph 3.15 of their 40th Report (1973-74) on “Role &
Achievements of Public Undertakings” the Committee had observed
that “the point whether the holding company (SAIL) should have
been established under an Act of Parliament as is done in some
other countries, can be decided only after some experience with the
present set up.”

1.28. The Committee, therefore, recommend that the experience
of the Role and achievement of SAIL should be most carefully
evaluated and Parliament should be kept informed of the results
of evaluation,
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 PRODUCTION
DEMAND PROJECTION

21 In a note, the Steel Authority of India informed the Com-
mittee that a comprehensive policy for the development of steel
industry covering both short and long term requirements-had been
evolved. The Steel Authority formulated views and collected essen-
tial data for determining the policy to be adopted for the expansion
of iron and steel industry during the Fifth Plan and also projections
into the Sixth Plan. After discussiong these had been incorporated
in the draft proposals for the Fifth Plan and projections worked out
for the Sixth Plan. A statement indicating domestic demands for
the Fifth and Sixth Plans is appended. (Vide Appendix I).

2.2. It is observed from the statement that though the gap at the
end of the Fifth Plan is only 0.8 million tonnes, the gap at the end
of the Sixth Plan will be of the order of 1.5 million tonnes,

23. According to the draft Fifth Five Year Plan (1974—79), the
domestic demand for finished mild (saleable) steel has been esti-
mated at about 10 million tonnes by 1978-79. The existing integrated
steel plants have a total capacity of 8.9 million ingot tonnes of ingot
steel equivalent to 6.73 million tonnes of Saleable steel per annum.
The increased demand for steel by 1978-79 is proposed to be met
through the expansion of Bhilai Steel Plant from its present capacity
of 2.5 million ingot tonnes to about 4.0 million ingot tonnes and by the
expansion of Bokaro on a continuing basis to a capacity of 4.75
million ingot tonnes. Taking into account the production build up
at Bhilai and Bokaro after the commissioning of the expansion
schemes and capacity utilization possible in the other integrated
plants, it is estimated that finished steel available from integrated
steel plants would be about 8.8 million tonnes. The year-wise break-
up of production as estimated and agreed to with the Planning
Commission, is as under:—

Saleable Stes! Production

(Million Tornes)

Plant Rated 1974-75 1975-76  1976-77 1977-78 1978-79 Total
Capacity

BSP 1- 968 177 177 177 1-83¢ 2-12¢ 9:26
DsSp . 1:239 0:62 o-70 078 0-80 0:90 375
RSP | 1'228 0°91 1-07 1:09 115§ 11§ $-37
TISCO 1°$00 1-40 1-50 1-88 1-58 I8¢ 7:88
TISCO ., 0-80 0-$1 0-63 070 072 0:72 3-28
BSL . . Nil o-80 I'40 1-80 2°40 640
ToTAL |, 6- 729 519 6-47 7:26 7:88 8-84 38-61

—mepmds on the commissioning schedules of the various facilitics beirg irstalled.

»~

IS
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24. The electric arc furnace units are expected to contribute to
the availability of at least a million tonnes of bars and rods by the
end of Fifth Plan period. Thus the total over-all indigenous avail-
ability of mild steel by 1978-79 would be about 9.8 million tonnes.
It would more or less meet the estimated domestic demand.

2.5. In regard to tool, alloy and special steels, it was stated that
the production in 1973-74, was 3.39 lakh tonnes. The import of tool,
alloy and special steels in 1973-74 was about 80,000 tonnes. Since
the import policy ensured the import of alloy and special steels (to
the extent not indigenously available) for all priority requirements,
subject to the availability of foreign exchange, the total production
and imports might be taken to represent the domestic demand and
on this basis, the total demand in 1973-74 was about 4 lakh tonnes.
No precise estimate of demand for the future had been made. It
was likely that the demand for these kindg of steel might go up by
5 to 10 per cent per annum. However, there was need to study the
demand trends in future on a continuous basis for taking invest-
ment decisions both in the public and private sectors.

2.6. Tentative demand projections for the Fifth Plan and the
availability of alloy and special steels for the Fifth Plan are shown
in the following table:—

Estimate of demand ard availability of Alley ard Speciel Steels for the sth Plar

(1000 tonnes)

1974-78  1975-76  1976-77 1977-78 1978-79-

Demand .. 363 398 496 478 534
Availability
(i) Mini Steel Plants 140 240 290 310 340
(ii) Alloy SteclPlarts , 240 260 270 280 290
(iii) Main Plants , . . 30 30 20 10 ,
Totsl . 410 530 580 600 _——6—'30—
Surplus 47 132 144 122 106

2.7. To an enquiry of the Committee as to what machinery and
procedure were adopted for conducting Demand Survey from
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time to time by Public and Private Sectors the Steel Authority of
India, in a written reply stated that—

“Demand Surveys are conducted directly by the organisation
which is interested in the Survey or through competent
and experienced consultants. Some of the important
consultancy organisations in Delhi are:— '

(1) Industrial Development Services

(2) Manavasi Consultants,

(3) Atkins-Das Private Limited.

(4) National Council of Applied Economic Research.

The techniques of forecasting are many, but the choice of one
suitable to the products in question comes only with ex-
perience. To a large extent, it also depends on the nature
of the data available for the purpose. In all ecomomic
surveys, historical data are used to make future projec-
tions. In certain methods judgement plays a great part in
picking, choosing and interpreting the available data.
There are serveral methods of forecasting demand and
briefly they all fall under one or the other of the
following:—

(a) Trend Method

(b) Regression Technique

(c) Historical and Geographical analogies
(d) End-use Method

(e) Questionnaire Method

(f) Input Output.

2.8. To a further enquiry of the Committee as to what steps have
been taken by SAIL for assessment of demand, the Steel Authority
of India stated that, by its very nature, it was not possible to assess
the demand accurately. Apart from making its own assessment
SAIL had also employed certain competent consultants to make
estimates of demand. The Industrial Development Services had
done two studies—one on Demand Estimates of Finished Steel
during October 1978 to September 1974 and the other on the Demand
for Forging Quality Steel. The demand for wires was done through
another consultant, namely, Atkins-Das Private Ltd. It was fur-
ther stated that some of the main demand estimates made by SAIL
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themselves include the demand for Tubes at the end of the Fifth
Plan and demand for Hot Rolled Strips.

29. Asked about the projection of steel demand as worked out

by the different agencies, SAIL stated, in a written reply, as
tollows:—

(a) Industrial Development Services had estimated the
demand for finished steel during October 1973—September

1974 only. It was placed at 6.15 million tonnes of finished
steel.

(b) M/s. Atkins-Das were engaged by SAIL only for assessing
the demand projections for wire rods and wires. They

have estimated only the demand for wire rods and wires
by 1978-79 as under:—

Demand in (‘000 tonnes)

-—Wires Wire Rods

Low Carbon and mild steel . . . . . 330 371
Medium and high carbon . . . . . . 3157 334
Others including alloy . . . . . 353 37

ToTAL : . . . —6-8_1—- o—— 742

Demand projections have to be made on a continuing basis.
The estimates are reviewed periodically taking into
account the various changes taking place in all the in-
dustrial sectors, constraints on availability of raw material

inputs finances etc. SAIL are undertaking such reviews
periodically.

(c) The National Council of Applied Economic Research con-
ducted demand projections for finished steel and its re-
ports were brought out in November 1868 and December
1971. The estimated demands were as under:—

Demand for finished mild steel

. a— -

("000 tonnes)

1968 Report 1971 Report
1975-76 . . . . . . . . . 10,512 7,612
1980 . . . . . R . . . 15,378 12,389
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(d) The Steering Group on Metallurgical Industries (Fifth
Plan) had constituted a Task Force on Iron and Steel and
its report was submitted in May, 1973. The estimated
demand for finished mild steel according to them was as

under:—
Year Demand in (‘ooo tonnes)
1975-76 . . . . . . . . . 7973
1976-77 . . . . . . . . . 8,882
1977-78 . . . . . . . . . 9,707
1978-79 . . . . . . . . . 10,723

(e) Steel Authority of India Ltd, (SAIL) had conducted de-
mand and availability projectiong and according to their
assessment in January 1975, the demand for finished mild
steel was as under:—

Year Estimated Demand (‘000 torres)
1975-76 . . . . . . . . . 6,168
1976-77 . . . . . . . . . 6,558
1977-78 . . . . . . . . . 7,688
1978-79 . . . - . . . . B 7,658

2.10. In this connection the representative of SAIL added:—

“Immediately after the SAIL was formed, we had participated
in the formulation of the 5th Plan, the basis of which was
the demand during the 5 years. We had as the basis, in
arriving at the demand, the data which was already avail-
able with us; and did some studies as well in relation to
the kind of demand which each of the industmies should
project over a period of time. The demand for steel is
very closely linked up with the total plan investment
and also the way in which the plan investment is distri-
buted among the various sectors of the economy. In
consultation with the Perspective Planning Division of the
Planning Commission and with our major customers and
the producers, we had evolved a demand for steel for the
5th Plan and subsequent periods and got an agreement
from the Planning Commission that the assessments were
reasonable and that our methods were correct. In order
to enable us to be a little surer of our projections, we have
done a number of surveys to establish the basic demand

1482 L.S.—3.
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for various categories and various industries. We did an
analysfs of industries like Tube, wire-drawing and forg-
ing, so that adequate components of the demands could
be agreed to; and the basic economics of the industries
established. In addition, we have evolved, with the help
of our colleagues in the research groups of our Directorate,
the techniques of costing, which would be very wuseful
for arriving at the correct kind of demand. The figures
for the rest of the 5th Plan are being finalized and they
would depend upon the kind of actual Plan-provisions
for the 5th Plan. During 1974-75 we have been able to
put into the economy, considerable amounts of steel bars.
We realize that the steel so pumped in, will be consumed
a little later, and not immediately. This factor has been
taken into account in arriving at the demand for the next
year and the growth needs thereafter. This is a continu-
ing activity which had to be up-dated and clarified and
better methods evolved, so that we know with greater
certainty, the kind of demand which we will have from
time to time.”

2.11. Asked about the techniques of costing have been used for
assessment of demand it has been stated in a written reply that
costing has a special role to pay in deciding upon the development
and expansion of-the steel base of thé country with a view to meet-

. ing the future demand of steel. Before taking up expansion pro-
grammes of the existing projects or putting up new plants, the
economics and cost benefit analysis of the schemes are determined
based on cost projections. Several demand/production patterns
under these programmes are projected and economics assessed with
a view to arrive at an optimum size of the product, product line
and product-mix,

2.12, In regard to a specific question as to how far the informa-
tion available was utilised for working the demand projections it
was stated that the steel controller publishéd a quarterly bulletin
containing statistical data regarding production, imports, exports,
"ete.-of steel. The datu contained in this bulletin were found to be
useful in the determinatioh of figures relating to past consumption,
“past imports, past exports and thus found useful for estimating the
steel demand. The Joint Plant Committee, producers, the Steel
Ministry, SAIL were also consulted before finalising the steel
derhand. The likely demands of the various Governmeéent Depart-
“ments like Works & Housing, Irrigation and Power, Railways are
also taken into account. Discussions are also held with altathe
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principal Government consumers before the steel demand is esti-
mated. The demands are also discussed with various public under-
takings like State Electricity Boards and Power Projects, etc.

2.13. In respect of potentialities for export, the demand was
previously assessed by the Hindustan Steel Ltd. But now after the
SAIL International Limited was incorporated in June, 1974, this
estimation of the demand will be done through them.

2.14. To a question as to what machinery was utilised by SAIL
te carry out a detailed demand survey for the various kinds of
steel for the next 5—10 years, the representatives of SAIL during
evidence stated that:—

“We have done it in two ways. One is to use our own staff
to meet the customers, sit with them, work out the eco-
nomics and prepare a report. The other is that we have
selected competent consultants who have produced re-
ports. One is Industrial Development Services which
does a lot of work for the Planning Commission, Com-
merce Ministry and for us. The other was Das Atkins.
They are also metallurgical consultants who have done a
lot of work in the steel industry. Both are Indian. We
do not have permanent consultants. A specific job of
‘demand survey was given to them and they submitted
reports. Then we have people to do the survey where we
ask them to project the demand for a long period of time.
‘They have made assumptions which way the market will
grow by the end of the Fifth Plan and given us reports.
Very much would depend on the assumptions made and
the kind of things which will happen in the economy
during the next three or four years. As far as these
reports are concerned only the future will show whether
the demand of estimates is accurate or not because when
something is projected for 1978-79, it will be difficult to
say now whether it will be realised or the estimate is
fairly accurate.”

2.15. The Chairman of SAIL added:—

“We came to the conclusion about a year or a year and a half
ago when we were looking at the product mix require-
ments into the next 5 years and more so, after we had
carried out this physical check to activise inventories.
‘We found different categories which may be lying idle
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in some cases due to want of matching items or otherwise
due to excessive holdin gs. Then also, when the question
of certain categories of imports was there, we generally
relied only on what the people ask and we found that
in some cases their demand was higher, in some others:
they asked at a later stage and we were not able to meet
it. There was an imperative need to build up an organi-
sation which would help us make proper demand surveys
for various categories of steel. In the past some studies
were done which were reasonably accurate, but in an
industry like steel where so much money is invested, it
is essential that in 6 or 7 directions, which are fairly well
defined studies have to be conducted. The question was
whether we should entirely do it on our own or we should
engage some agencies for that or whether it should be a
mixture of the two. We thought in the initial pericd, we
can give it to some agencies which have the competence
and experience in this effort, we would be at a loss to
know what really is the demand. This is a very im-
portant aspect of the management of the steel industry,
namely, proper end use and also studies to indicate the

demands which may go up or recede in the different
categories.”

2.16. To an enquiry as to what prevented SAIL from relying
entirely upon their own staff, the Chairman, SAIL and Secretary,
Department of Steel stated that:—

“For that, we should recruit a large number. Once you re-
cruit them, you find it difficult to get rid of them and we
will create a permanent overhead. It also requires train-
ing of people. There is a certain methodology to be f_ol-
lowed. There is a certain competence in this field which
exists in the country and we thought we could make use
of them. ...The question is, can we do all of it ourselvgs
or a part of it should be done by outside agencies or the
whole of it should be done by outside agencies Until
very recently we did not have within the steel industry
fairly elaborate market studies. We have just begun to'do
it. One way is to say that we shall create an organisation
and build it up with experience. It is not merely h.mng
out some people, but certain methodology and experience
goes into it. We shall do this and at the same time also
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.use some talent in this field which is available elsewhere

in the country. That is our approach. Progressively we

, shall strengthen the in-house arrangement more and more.
‘We have hardly begun this 1} years ago. The idea is to

progressively build up our own organisation which has
‘the capacity for such market studies.”

2.17. The Committee note fhat the domestic demand for saleable
wmild steel has been estimated at about 10 million tonnes by 1978-79,
the last year of Fifth Plan. Against this, the production expected
from the integrated steel plants is placed at 8.8 million tonnes, The
electric arc furnace units are expected to contribute a milkion ton-
‘nes of bars and rods. The indigenous availability of mild steel by
1978-79 would thus be 9.8 million tonnes. It has been stated that
‘this would more or less meet the estimated domestic demand. The
Commiittee, however, find that the demand for steel at the end of
‘6th Plan would be of the order of 17 million tonnes and at the end
-of the 6th Plan, there will be a gap of 1.5 million tonnes. The Com-
mittee were informed that the demand for 5th Plan was assessed on
the basis of the data already available and also on some studies
‘made in relation to fhe kind of demand which each of the industries
would project over a period of time and taking into account the
-consumption in the Fourth Plan and growth mneeds thereafter.
‘Though this method has, it is stated, been accepted by the Planning
‘Commission, the SAIL is of the opinion that this is a centinuing
activity and has to be updated and clarified so that the nature of
the demand can be known with greater degree of certainty. The
‘Committee agree with SAIL that the assessment of the demand of
the various kinds of steel is a continuing activity and requires to be
updated with reference to demand of end-users. The Commiittee
desire that the SAIL should keep the demands for mild steel un-
.der constant review and adjust its production and expansion pro-
grammes to meet the likely demand for the various types of mild
steel.

2.18. The Committee note that the total demand in 1973-74 of
‘tool, alloy and special steels was 4 lakh tonnes. The Committee
-also note that in respect of alloy and special steels, no precise esti-
mates for demand for future has been made and the demand is ge-
nerally expected to go up by 5 to 10 per cent per annum. If the SAIL
‘recognises, as-it says, it does, the need to study the demand trends
in future on a continuous basis for taking investment decisions both
in private and public sectors, the Committee cannot appreciate why
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no concrete action has been taken so far to make an estimate of the
demand for tool, alloy and special steels for the future. They would
like the SAIL lose no more time to initiate action in this direc-
tion so that their investment and production programmes can be
suitably tailored to match the production to the demand.

2.19. The Committee note that demand surveys have been con-
ducted from time to time through consultancy organisations like
Industrial Development Services, Atkins Das Private Ltd., National

Council of Applied Economic Research and several methods are used
for forecasting the demand.

220. The Committee find that Government/SAIL have slso got
the following relinble sources of information for working out the
demand projections of the various types of steel:—

(1) Steel Controller/Steel Distribution Awuthority;
(2) SAIL International through which steel is imported;

(3) Demand of Government Departments, particularly, De-

fence, Railways, Works & Housing, Irrigation and Power
etc.

(4) Demand of Public Sector Undertakings (Centre and
States).

221. They further note that there are wide variations in the
demand forecasts made by the various organisations in regard to the
finished mild steel. Accerding to an estimate made in 1968 by the
National Council of Applied Economic Research, the demand pro-
jection for finished steel in 1980 was estimated to be of the order
of over 15 million tonnes. Aceording to another demand projec-
tion made in 1971 by the same organisation, the demand for finished
steel in 1986 had been put down at nearly 13 million tonnes. Accord-
ing to the report (May, 1973) submitted by the Task
Force on Iron and Steel constituted by the Steering Group on
Metallurgical Industries (Fifth Plan) the estimated demand for
finished mild steel at the end of 1978-79 would be of the order of a
little less than 11 million tonnes. As against these projections the
SAIL which also conducted a demand survey in January, 1975,
estimated the edemand to be of the order of nearly 7.6 million tennes
at the end of 1978-79. This underlines the need for critical review
of the various demand projections. The Committee like SAIL to
go into this matter carefully and thoroughly with a view to arriv-
ing at reliable demand projections and making realistic assessment
of the demands of various types of steel as accurately as possible so



25

that it may be in a position to take appropriate investment decisions
on the Expansion of existing steel plants and the setting up of new
plants and also take effective steps in the rational utilisation of the
existing capacities of the various steel plants. The Committee are
informed that as the work of demand survey requires a certain
methodology, competence and experience which exist in the coun-
try, SAIL has decided to make use of private consultants available
in the country in the initial stages for this purpose. While on the
one hand SAIL considers that ‘there is an imperative need to build
up and progressively strengthen its own organisation for making
proper demand surveys fox varioys categaries of steel, on the other
hand, it also feels that for doing this work without the assistamce
of outside agencies, it would have to recruit a large number of per~
sons and once they are recruited, it will be difficult to dispense
with them and they would become an avoidable overhead.

2.22. The Committee are of the opinion that there have been wide
variations in the projections of demand for various categories of steel
as have been worked out by the different authorities and therefore it
may net be safe to rely on such data. The Committee need hardly
stress that in view of the huge investment required for steel produc-
tion, it is very essemtial that the demand survey should be realistic.
The Committee are, hewever, net inclined to share the view that it
is not possible to eonduct the demand surveys without the assistance
of the outside agencies, as in their opinion the demand projections
of such agencies have proved to be wrong. They would, therefore,
like SAIL/Government to conmstitute their gwn machinery and settle
its methodology for working out demand projections for the various
categories of steel on a realistic basis at an early date and review
it from time to time to make sure that it is adequate to serve the
underlying objective. The Committee recommend that in constitut-
ing such a machinery, care should be taken tp ensure that the over-
heads are kept to the minimum,
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PRODUCTION—STEEL PRODUCTION

A. White Paper on Production

3.1. The Estimates Committee have in their 78th Report (1974-
75) on the Ministry of Steel & Mines on planning, development,
production and distribution of iron and steel observed as follows:
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