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INTRODUCTION 

I, the Chairman, Committee on Public Ulldel"takings having bun autr.c-
rised by the Committee to submit the Report Oil their behalf, present this 
Sixth Report on Action Taken by Government on the recommendations 
contained in the 34th Report of the Committt:e on Public Undertakif'£s 
(Sixth Lok Sabha) on Purchase of Tobacco by the State Trading Corporati(m 
of India Ltd. 

2. The 34th Report of the Committee on Public Undertakings was 
presented to Lok Sabba on 17 April,1979. Replies of Government to all 
the recommendations contained in the Report were received on 28 January, 
1980. Further information called for in respel1: of 5 recommendations 
was furnished by the Ministry on 16 August, 1980. The replies of Govern-
ment were considered by the Action Taken Suh-Committee of the Committee 
on Public Undertakings on 12 December, 1980. The Report was finally 
adopted by the Committee on Public Undertakings on 16 December. 1980. 

3. Analysis of Action Taken by Government on recommendation!> 
contained in the 34th Report of Committee is given at Appendix. 

NEW Dm.w; 
17 December, 1980 
Agrahayana 26, 1902 (Soko) 

(vii) 

BANS! LAL, 
Chairman, 

Ccmmitiee on Public Undertakings. 



CHAPTER I 

REPORT 

This Report of the Committee deals with the Action Taken by Government 
,on the recommendations contained in the Thirty-fourth Report of the Com-
mittee on Public Undertakings on Purchase of Tobacco by the State Trading 
Corporation of Indin Ltd., which was presented to Lok Sabha on the 17th 
April, 1979. 

2. Action Taken notes have been received from Government in respect 
of all the 15 tecommendations contained in the said Report. These have 
been categorised as follows :-

(i) Recommendations/observations that have been accepted by Govern-
ment : 
S. Nos. J, 3, 5, 6, R, II, 13 and 14. 

(ii) Recommendations/observations which the Committee do not desire 
to pursue in view of Government's 'replies : 
S. Nos. 4. 7, 12 and 15. 

(iii) Recommendations/observations in respect of which replies of 
Government have 110t been accepted by the Committee: 
S. Nos. 9 and 10. 

(iv) Recommendation/observation in respect of which final replies of 
Government is awaited : 
S. No.2. 

3. The Committee will now deal with the action taken by Government 
~n some of their recommendations. 

A. Support Purchase OperatioD of 1972 

Recommendation SI. No.1 (Paragraph 2 ,21) 
4. The Committee had inter alia pointed out that as against the targetted 

purchase of 10,000 tonnes of surplus tobacco, the STC made purchase of 
only 7476 tonnes under support purchase operation of 1972. In reply, the 
Government have pointed out that the Jlet dry weight equivaJent of the 
targetted purchase would he 7500 to 8000 tonnes in agmarked condition 
and that considering that the STC made an actual purchase of packed tobacco 
of 7476 lonnes, the objectives might be con~ideTed very nearly achieved. 

5. The Committee are surprised tllat the Government should come up with 
the argameDt tbat the targetted purchase of tobacco of 1972 by STC was aearly 
achieved on the basis of an incorrect comparison of the target for tbe purchase 
of redried tobal"CO with tbe actual purchase of Kutcha tobacco. In this COD-
nectioD they would like to invite tbe attention of tbe Govcrmneat to para 2.U 
aDd footDote tbereuneler of the 34th Report. According to the STC themsel-
ves as agaiost the targetted purchase of ]0,000 tOBnes of kutcba tobacco 
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eqai'f8~Dt to 8000 tollnes of redried tobacco, the purchase was oaIy 1if'!6 
tGlllleS of kutcha tobacco equivalent to 5981 toJUJeS of redrled tobacco. Tbus, 
the 5bortfaU was quite considerable. It j~ therefore, uDfortuDate that far from 
giving an explanation for the shortfall, Government have not beeD careful even 
ia nrifying the actual position. The Committee trust that such Jack of care 
would Dot be displayed in future. 

B. Purchases during 1978 

J. Support purchase on Government Account 

Recommendation No.2 (Paragrapb 2.658) 

6. Commenting on support purchase operation undertaken by STC in 
1978 the Committee had observed that STC had not purchased the targetted 
quantity of JOOO(} tonnes of tobacco and that the quantity of 6250 tannes 
pur(lhased upto October 1978 had not been purchased directly from the 
growers and that no export market had been located by the STC for disposal 
of the quantity. Thc Committee desired to have a report 011 the total 
quantity of tobacco purchased and disposed of together with its impact and 
eClrlIlomics of the operation. In their reply the Government had given 
re~ons for not bcing able to buy directly ii'om growers and explained the 
fadure to export any quantity of tobacco of 1978 crop (In Government. 
account. It has also been stated that a total quantity of 8480 tonnes had 
been purchased upto January 1980 and that the purchase of 1104 tonnes of 
tobacco from growers syndicates and cooperatives has not heen effected as 
~enuineness of some syndicates and tobacco offered by them is under 
lOvestigation. The economics of the operation can, it has been stated, he 
given only after the tobacco purchased is disposed of. 

1. 1be Committee bad noted that only 6250 tonnes of tobacco was purcb8S4!d 
apto October 1978 agaoist the torget of 10,000 tonnes relating to the 1978 crop. 
Tiley bave now been informed that an additional quantity of 2230 toones bad 
ken parebased between November 1978 and 21 January 1980. A further 
qaantitJ of 1104 tODDes, whicb was to be purchased from growers syndicates 
and cooperatins, has Dot yet been purchased as genuineness of some syndicates 
aad tobacco offered by them is onder iDvestigation. Fu~her, out of the pur-
chases made already, notlling has been di~posed off by the STC. All tbis g~ 
to sbow that the performance of the Sl'C in relation to the support purchase 
operation of 1978 was etenworse than what it was in 1972 as already obsened 
by tbe Committee. However, they "'ould await further report 8D the nsalt 
of the investigation of genuineness or otherwise of the syDdleates and the 
ecolloDlics of tbe !'Iupport purchase operation as a whole. 

II. I'u[chasl' em Commercial Account 

Recommendation No. 3 (Paragra ph 2.59) ........ 
8. The Committee had illter-a!ia pointed out that out of 44 associate firms' 

selected by the STC for purchase of tobacco in 1978 on commercial acoount. 
18 were themselves exporters. According to the Committee. the STC was 
h.lping them to find additional market abroad. III this connection. the 
Committee pointed out that in one case one of such exporter ~amely. Nava. 
Bltarat Enterprises Ltd. grew in size and became a competItor of STC. 
The Gove111ment, in reply, have stated that the quantity purchased by the 
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STC from I,aeh of the packers has not been large and as such it may not be 
correct to say that the packers have benefited at the expense of the STC 
and that the observations of the Com.mittee that MIs. Nava Bharat Enter-
prises Ltd. has grown big enough through the STe's patronage cannot be 
verified. 

9. The Committee would like to invite Government's atteation to the evi-
denee tcnd''.l'ed before the Committee by the representatives of the STC OD 3 
.March 19711 that earlier one of the associate firms, wbo were themselv. ex-
purten, Damely, Mis. Nava Bharat Enterprises Ltd. grew in size and bet_e a 
competitor 01" Sl'C. It is astounding tbtlt Government b.ve stated in their 
repIJ that Ute observatiOll8 of the Committee in this regard could not he vedW. 
However, tIM! Committee "'ould not like to pursue, this poiat further except to 
caution the STC to be more careful in future in dealing with assodate firms in 
order that undue benefits are not plI!sed on to them. 

e. Export of Tobacco 

Recummendations: ~. Nos. 4 and 12 (Paragrap'ls 2 ·61 and 4 ,40) 

10. While commenting on the poor unit value realisation and malpractices 
in cxport trade, the Committee had rccommended that the tobacco export 
must be t;analised through the STC. The Government, in reply, have stated 
that there arc strong relations between foreign buyers and domestic exporters 
and that the foreign Government monopolies are also generally purchasing 
tobacco from private exporters in India instead of through the STC. Though 
recently various measures have been taken to check the malpractices, the 
Government have pointed out that as tbe export of tobacco is not canalised 
through the STC or any other public sector undertaking, the foreign buyers 
arc free to purchase tobacco from an exporter of their choice. They have 
further pointed out that the unit value realisation in respect of exports to 
U.K. in 1977 compared favourably with that of Thailand and Bruil. As 
regards I:a:nalisatioll of exports of tobacco the Government have argued tbat 
it may not be desirable at this stage. 

11. To the Committee, the satisfaction derived by GOl"ernment about the 
unit value F4~alis:ation of Indian exports of tobacco going only by the exports to 
U.K., in l~rn by two countries, Tbaillmd aoel Brazil, appears to display a eom-
placent attilude. If ODe goes througJ_ the table of comparative prices given ia 
para 4 -36 IIf the 34th Report, it will he cleor that tbere is It lot of scope for i ..... 
proving tlu: uilit value realisation. The Committee Dotc the measures taka 
recently t(l check malpractices in export trade and appreciate the argumeats 
advanced IIY Government bow canalisation of export of tobac:eo may not be de-
sirable at I:bjs stage. Nevertbeless, the Committee trust that GOl"eJ'lUllat 
would keel' 11 cOJl!ltant watch on the export trade with a view to cODslderiag 
canalisati(J11I at the appropriate stage, if it becomes necessarl. 

n. Tobacco Board 

Recommendation S. No. 9 (Paragraph 3 '16) 
12. Pointing out that in terms of Section 8(2)(g) of the Tobacco Board 

Act, 1975. Ihe Parliament's iutention was to vest the Board with the responsi-
bility of u}dertaking support purchase operation, the Committee observed 
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that this cannot be delegated to the State Trading Corporation under an exe-
cutive fiat as has been done. The Committee strongly felt that especially in 
view of the poor performance of the STC in support purchase operation the 
Tobac:co Board- should undertake the purchase. 

13. The Government in their reply have inter alia stated that it would not 
be desirable for Tobacco Board still in its infancy to handle purchase of to-
bacco under price-support operations, which is an intricate operation. The 
Government are of the view that at the present moment, till the Tobacco 
Board gains more experience in the diverse fields of tobacco marketing, it 
would be more appropriate to entrust price-support operations to the 
STe, which has experience in the purchase and export of tobacco and othel' 
products as well as requisite financial means to undertake such operations 
without much of initial financial outlay from Government budget. 

14. At statutorily it is the responsibility of the Tobacco Board to uudertake 
support price purchase operations, it caa aot be delegated to the State Tradlq 
Cerporation lIDder an executive fiat. The Comm;ttee would tberefore reiterate 
that the Tobacco B"rd should take up thi. responsibility as the carliest. 

E. Measure.. to protect the growers 

Recommeaclations at S. Nos. 10 aad 13, (Paragraphs 4 ·37, 4 '38, 
4 '41 aDd 4 '41.) 

15. The Committee had observed that although India was one of the main 
producers and exporters of virginia flue cured tobacco and nearly a lakh 
growers depend upon cultivation of tobacco for their livelihood, until quite 
recently virtually no step was taken to either protect the interests of the 
growers or to improve the export earnings. 

16. The Government in their reply have detailed the steps taken after the 
year 1976 and have pointed out that "it may not be correct to say that n.o 
steps have been taken to protect the interests of the growers or to increase 
export earnings". and requested the Committee to reconsider their conctu· 
sion in this regard. 

17. The Committee see no reaSOD to rCCOQsider tbeir coadusion tbat ·until 
qaite recently vtrtually DO step was taken to either protect the interest of tbe 
growers or to improve the export earnings. The Government bave merely 
detailed the steps iaitiated as late as 1976-77 wbich the Committee w('re 
well aware of aad bad also takea note of it in their 34th Report. 

18. The Committee had further pointed out that even with a low reali-
sation for the Indian tobacco in the export market the middlemen. especially 
the rich, get an enormous margin and in this context they had highlighted the 
fact that the Indian growers get only ) 7 % of what their counter-part get i!l 
Japan for similar tobacco. The Committee desired to know whether Agn-
culture Prices Commission took note of the prices obtaineu by the 
growers in other tobacco producing countries. 

19. Th~ GJv.!rnrn!nt hav~ shted that the pric!s are wry high in Japan 
due to a v~ry high cost of production and that pric,~s payable to growl.!rs in 
India and Japan, have, to be viewed in the context of the per capil>l jncom~ in 
the respective countries. In view of this Government feel that it may not be 
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entirely appropriate to compare the prices received by the growers of VFC 
tobacco in India with the prices received by the !U'owers of VFC tobacco in 
Japan. 

20. The Committee's reference to the . price obtaiDed by the Japanese 
growers for tbeir tobacco bas to be dealt with iD the coatext of the middlemen 
iD ludia getting au enormous margin eVeD witb a low realisatioD for tbe lDdiu 
tobacco in the export market. The Committee, therefore, cau Dot appreciate 
tbe explanation of tbe Government bow tbe prices tD Japau and India could DOt 
be compared. It will be clear from tire tables of growers prices and export 
realisatioD by dift'ercot countries vide paragraphs 4 ·35 aud 4·36 of the 34th 
Report tbat the ratio of the growers price to tbe export realisatloD is tbe least 
in our country which proves the Committee's point tbat tbe middlemen in export 
trade in our country make enormous margin. This situation bas to be corrected, 
IIotb by increasing the price paid to tbe growers and by cbecking the malpractices 
in export trade. Tile Committee trust that the Government will address them-
selves to this task iD all earnestness. 



CHAPTER II 

RECOMMENDATION THAT HAVE BEEN ACCEPTED 
BY GOVERNMENT . 

Recomllle!ldatioa Serial No. 1 (Paragraph 1-11) 
The performance of the State Trading Corporation in re!lardto pur-

chase and disposal oftargetted 10,000 tonnes of surplus tobacco as 
decided by Gov01'llmont in 1972 in the wake of a bumper crop commented 
upoll by the Comptroller & Auditor General of India reflects very 
badly on the ability of the Corporation to undertake weh a responsibility. 
The actual purchase was only 7476 tonnes. The plea of lack of eXpeJience 
for the shortfall cannot be accepted by the Committee as the State Trading 
Corporation has been in this field since 1957. The purchase was madc 
through selected packers and the price paid to them was not related to the 
price paid by them to the growers. No effective programme for the prompt 
disposal of the tobacco was drawn up and there was deterioration of stock 
resulting in a loss of Rs. 7 ·13 lakhs. The Corporation incurred a los8 of 
Rs. 49 ·82 lakhs on the whole. It is no wonder therefore that no purchase 
was made by the STC thereafter until 1977 except undertaking some 
exports. The Committee would like to know specifically why the STC 
miserably failed all these years. , 

Reply of the Government 
It is true that the STC has been buying tobacco from 1957 o I} ward t-. 

However. these purchases were made only in the form of grnded Agmark 
tobacco from packers and the final purchase was always subject to approv;ll 
by foreign buyers. As the objective of buying tobacco under tIle price 
support operation in 1972 was to export it, STC could not purchase tobacco 
directly from the growers as the tobacco graded by the growers was not 
in conformity with the export grades. 

2. The objective of the STC's operation was to mop up ]0,000 tonncs 
of tobacco from the growers. After redrying and processing the net dry 
weight equivalent would be 7500-8000 tonnes in agmarked condition. 
Considering that the STC made an actual purchase of packed tobacco of 
7476 tonnes, the objective may be considered very nearly achieved. 

3. It may be mentioned that the packers for the purchases were selected 
in pursuance of a scheme prepared to purchase tobacco quickly in con-
sultation with the District Authorities. It was not possible to under-
take massive buying directly from the growers on account of the fact that 
the farmers were grading tobacco into kutcha grades which did not 
correspond to Agmark grades. The packers were selected ~Y ~he D!strict 
Collectors of Ongo)e and Guntur for supply of tobacco wlthm a stipula-
ted period. This resulted in achieving the twin objective of procuring 
excess tobacco and stabilising the prices at the level notified by the District 
Co))ectors for Kutcha graded tobacco. 

4. The District Collectors had notified the prices to be paid by the 
packers to the growers and the growers had the right to approach the 
District CoUector in case the stipulated price was not paid to them. 

6 
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5. It may not be correct to say that nu effective programme for the 
prompt disposal of the ,tobacco was drawn up by the STC. Immediately 
after the purchase operation, steps were taken by the STC for exportin~ 
the tobacco that had been bought. In a liituation of glut and in vu:w of 
the fact that much of the tobacco purchased was of low grade it was not 
easy to find an export outlet. Therefore, there was deterioration in quality 
of tobacco due to prolonged storage resulting in financial loss in the whole 
transaction. 

6. As regards the Committee's observation that 110 purchases were made 
by -the STC from 1972 until 1977 except undertaking some exports, it may 
be stated that the primary role of the STC is export marketing like any 
other export organisation. Purchases by the STC as an exporter were, 
therefore, restricted to the extent of fulfilling export commitments. Ques-
tion of purchases on a large scale would arise only when the Government 
ordered price support operations. 

[Ministry of Commerce & Civil Supplies (Depal1ment of Commerce) 
O.M. No. 4/38/79-EP(Agri-vi) dated the 23rd January J980]. 

Comments of the Committee 
Plc:.tse sce paragraphs 4 and 5 of Chapter 1. 

ReeomlBeadatioa Serial No.3 (Paroarapbs % ,59 and 2 -60) 

The commercial purchase of 5,000 tonnes was to be from 44 Associate 
firms and some growers cooperatives/syndicates. The term ASliocjate~ 
amounts to needless lending of prestige by STC for what consideration 
the Committee arc unable to understand. 18 of the so called Associate 
firms patronised by the STC were themselves exporters whom the STC was 
helping.to find additional market abroad with the result one of them namely 
Nav Bharat Enterprises Ltd. has grown big enough to have entirely direct 
dealings with the exporters. The General Secretary of the I ndian Tobacco 
Growers Association told the Committee that when the STC entered 
the market in a big way the existing concerns floated new oncs in the 
name, of their relatives and the latter were given business by the STC. 
According to a respresentative of the STC the malady of benami firms 
was there in tobacco trade in large measure. The extent to which mani-
pulation could be made taking advantage of the lacuna in the STC's opera-
tion could be seen from the fact that one of the so called growers syndi. 
cates turned out to be no more than a partnership firm of few larg scale 
tenant growers. According to the Chairman Tobacco Board. there are 
C~8es that came to his notice where the grower'~ organisations were headed 
by men who not being genuine growers, had an aXe to grind in trading. 
Such people undoubtedly derived substantial benefit through dubious means 
from the STC's buying. 

2 ,60. It is obvious that in the existing scheme of things the benefit 
of even the STC's support purchase operation does not accrue to the 
growers while the traders acting under the cover of the syndicates make 
profit. A representative of the STC agreed with this inference. The 
Commerce Secretary also readily conceded in his evidence that the contacts 
between the growers and the STC needed to be considerably improved 
upon. The Chairman, Tobacco Board, made it clear that the STC 
would not be able to take farm grade tobacco on the platform like Ii 
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private trader. A representative or the STC also further confirmed this and 
told the Committee that the STC did not have the infrastructure to buy 
from growers if graded tobacco is not offered individually by tbem. 
All this at once indicates the serious weakness of tbe Government buying 
agency as well as the strength of the private monopolists. It is therefore not 
surprising that a third of the total purchase of Virginia flue cured tobacco 
is made by a single firm viz., India Tobacco Company Ltd. a multinational 
Company which enjoys a big monopoly over tobacco trading, export and 
tobacco based industry, which is hignly undesirable and should be curbed 
forthwith. In such a situation as prevails now protection of growers' 
interest is almost an impossibitity. Government should therefore lose 
no time in taking steps to eliminate middlemen and monopolists thriving 
on the inadequacies of the Government Buying Agency. 

Reply of Government. ~ 

The STC has been exporting packed tobacco to USSR since 1957. 
Such packed tobacco has been obtained from packers who have been supply-
ing the required quality and quantity for export. STC has, therefore, 
list of firms who have been supplyjng export quality tobacco right from 
1957. Since the commercial purchase of 5,000 tonnes was intended fbr 
export, STC decided to purchase the quantity from the 44 associates with 
whom it bad long association and from six cooperatiVe societies. The&e 
firms also satisfied the buyers' desire; (a) to sec the tobacco in physical 
possession of STC before placing ordcrs and (b) to have uniformity in grade. 

2. The quantity of toabacco exported by STC has always been limited 
in relation to total exports from India as will be seen frem the follcw"np 
table: 

Year 

1973-74 
1974-75 
1975-76 
1976-77 
1977-78 
1978-79 

Quantity/In m'etric tonnes 
Exports or toba~~o 

India's STC's 

Direct Indirect Total 

78,215 6,315 4,261 10,576 
75,980 893 893 
74,280 1,060 3,994 5,054 
80,100 1,250 8,327 9,577 
89,430 2,579 4,918 7,491 
68,770 1,772 663 2,435-

(Provisional) 

The packers naturally have to and do export on their own also. To 
the extent STC wanted tobacco to fulfil the orders booked by it, the packers 
supplied tobacco to STC. Thc quantity purchased by the STC from each 
of the packers, has not been large and as such it may not be correct to 
say that the packers have benefited at the expense of the STC. The observa-
tion of the Committee that Mis Nava Bharat Enterprises Ltd. has grown 
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big enough through the SICIi patronage cannot be verijied. According 
to Tobacco Board, M/s. Nava 8harat Enterprises Ltd. have been one of the 
established exporters of tobacco and tobacco products for a long time. 
The STC has stated that Nava Bharat Enterprises were not associated with 
STC either dUTing ]978 OT during ]979. 

3. Due to the reasons explained in reply to recommendalion No. 2 
contained in para 2 ·58 of the Report of the Committee, the STC could 
not purchase tobacco from the growers direct and had to purchase the 
agmarked packed tobacco through the growers' syndicates/cooperatives. 
It has come to the notice of the Government that some traders had surrep-
titiously joined some of the syndicates and offered traders' tobacco to the 
STC in the giuse of growers' tobacco. Realising this, the purchse of balance 
quantity of J 104 metric tonnes of J 978 crop tobacco from growers syn-
dicates/cooperatives has been suspended and the STC has been asked to 
make sample verification of syndicates to ensure that the tobacco offered 
by them is genuine tobacco of growers, before purchasing tobacco from 
them. During 1979 price support operations, the STC was not asked 
to purchase any tobacco from the syndicates. 

4. The intention of the Government and also of the Tobacco Board is to 
increase progressively purchases on Government account directly from the 
the growers. There is no standardised grading at growers level and of 
the growers VFC tobacco sell the same in kutcha grades. As the STC 
generally purchases tobacco for exports, it purchases agmarked packed 
tobacco and the tobacco is normally purchased by it from its associates 
as the growers cannot readi·ly offer agmarked tobacco of export grades. 
Purchase of tobacco by the STC on Government account is not a 
regular feature as price support operations have so far been undertaken 
on very few occasions when there was surplus of production over demand. 
Due to these reasons, the STC has not been able to develop inlrastruL1urc 
for purchase of tobacco direct from the growers and continues to 
purchase agmarked packed tobacco from their associates and traders. 
However, in 1979, the STC purchased 3,000 tonnes of VFC tobacco 
in new farm grades 011 Government account directly from the growers at the 
grading and buying platforms set up by the Tobacco Board. It is understood 
that so far out of a total of about 70,000 growers about J 5,000 have been 
educated on the new farm grades. It is hoped that in the next two to three 
years the new farm grades will be adequately popularUied and most of the 
purchases by the STC could be made directly from the growers. It is cer-
tainly not the intention of the Government to encourage middlemen and 
make purchases on Government account from them. 

5. The Tobacco Board has already introduced 8 new farm grades for 
black soil tobacco and plant position grading for light soil tobacco at growers 
level and is making efforts to popularise the same at the earliest. The 
Tobacco Board has also introduced Tobacco Leaf Purchase Voucher Seheme 
in Andhra Pradesh and Karnataka to enable the growers to receive timely 
payment for their tobaccos. The Tobacco Board Act, 1975, has already 
been amended to provide inter-alia for establishment of auction platforms 
hy the Tobacco Board. A system has also been worked out by the Tobacco 
Board for introduction of auction system for sale of VFC tobacco, which is 
under examination by the Government. . 

[Ministry of Commerce and Civil Supplies (Department of Commerce) 
(0. M. No. 4/38/79-(AgTi, vi) dated the 23rd January 1980}. 

2-294 LSS/80 
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F'urtber iDformatioa asked for 

(a) In 1979, STC purchased 3,000 tonnes of VFC tobacco on Govern-
ment Account directly from growers. Pleai>e statc the quantity of agmarkcd 
packed tobacco purchased by STC from grower~' associates and traders in 
J979? 

(b) Plea.l;e indicate the progress made so far in, 
(i) the devel~pment of. infra~tructure for purchase of tobacco direct from 

the growers; (n) estabhshment of auction platforms by Tobacco Board; 
and (iii) introduc.:tion of auction system for sale of VFC tobacco. 

(L. S.S. O. M. No. 169/ii-PU/79 dt. loS-1m) 

Furtllel reply of ahc Goverameat 
(a) The STC purchased 3854·7 M. Tonnes agmarked packed FeV 

tobacco of 1979 crop from cooperative societies through Andhra Pradesh 
MARKFED on Government account. No purchases of 1979 crop to-
bacco were made by STC from traders 011 Government account. However. 
the STC purchased about 203 M. TonneI' and 27·5 M. Tonnes agmarked 
packed FCV tobacco of 1979 crop from the lUllall packers and t.raders. 
respectively, on its commercial account. 

(b) The STC purchased on Government account virginia tobacco of 
1979 crop in new farm grades from the growers direct at the grading and pur-
chasing centres set up by the Tobacco Board for the first time. STC can 
undertake similar operations in future also in cooperation with the Tobacco 
Board. 

The development of infrastructure and establishment of auction platforms 
by the Tobacco Board will depend upollthe final decision on the introduction 
of auction system. 

A scheme has been proposed by Tobacco Board for introducing the auc-
tion scheme, which is being examined in respect of all its modalities including 
inter-alia. the study of t.he auction system for sale of virginia tobacco in other 
countries. Further processing of the auction scheme will be undertaken 
after the completion of the study and then steps will be taken to introduce the 
scheme. 

[Ministry of Commerce OM No. 4/38/19-EP (AgrL vi) dated 16-8-1980]' 

Comments of the Committee 

Please see paragraphs 8 aud 9 of Chapter 1. 

Recommeaclation (Serial No. ~, Paragraph 2.62) 
The Committee gather an impression that the local pressures and pUlis 

in tobacco trade in Andhra Pradesh and elsewhere are such that a govern-
ment regulatory and marketing agency would be greatly handicapped. jf 
executives are unduly familiar with local traders and arc susceptible to their 
pernicious infl..uence. Realising the imperative need to cnsw'e a detached and 
impartial functioning of the agency for effeQtively ~afeguarding the intere!>t 
of the genuine gl'Owcrs as well a~ the larger economic interest of the country 
the Cotnmittee are constrained to suggest that such executivl'~ either in the 
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STC or in the Tobacco Board should not be entrusted with such a 
responsibility or posted to such a place as .would run counter to the~ 
objectives. 

Reply of Govermneat 

The Government has not come across any instance of executive of STC 
or the Tobacco Board having developed undue familiarity with the local 
traders to the detriment of the interests of the growers or of the country. 
Appropriate action will however by taken wherever lapses ofthis kind come 
to the notice of Government. Ministry of Commerce and Civil Supplies 
Department of Commerce. 

[0. M. 'No. 4/38/79 EPC (Agri.vi) dated the 23rd January, 1980] 

RecOIIlDlendation Serial No. 6 (Paragrapb 3 '13) 
A long felt need to have a separate Statutory Commodity Board for 

tobacco basically to protect the interests of the growers was fufilled only 
in 1976 with the setting up of the Tobacco Boards. The Board as it is con-
stituted today is weighted heavily in favour of the manufacturers and deale-
rs. This ought to be ended forthwith ensuring a dominant voice for the grow-
ers. Though manufacturers are represented on the Board surprisingly they 
are not brought within the discipline of any regulatory mechanism of the 
Board. In the absence of a minimum support price based on true cost plus a 
reasonable return and an effective purchase of the surplus they are fleecing 
the growers. Therefore there ought to be registration of the manufacturers 
also to regulate and control their activities by the Tobacco Board. 

Reply of Government 

The composition of the present Tobacco Board in terms of non-officia 1 
representatives is as foIJows:-

(I) Two Members eleCted by Lok Sabha 
(2) One Member elected by Rajya Sabba 
(3) Four Members representing interests of growers 
(4) Three members representing the interest of dealers/exporters/packers 

in tobacco and tobacco products/expert in tobacco marketing. 
(5) One member representing manufacturers of tobacco products. 
The Government is of the view, that even under the existing constitu-

tion growers are adequately represented on the Tobacco Board and it may, 
therefore, not be correct to say that the Tobacco Board, as it is constitut-
ed at present, is weighted heavily in favour of the manufacturers and dealers. 

2. As regards bringing the manufacturers under the control of the Tobacco 
Board it may be stated that the Central Government had set up an Expert 
Group on Tobacco in July, 1978. jItter-alia, to recommend amendments 
which in its opinion should be made in the Tobacco Board Act, 1975 so all 
to enable the Tobacco Board to playa decisive role in respect of produc-
tion, research and development. marketing and export of all types of 
tobacco produced in the country. The Expert Group has submitted an 
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Interim Report very recently illit'Nlliu recollllllcnding for bringing manu-
facturers and processors of tobacco under the purview of the Tobacco Boal'd, 
The final report (\f the Expert Group is also likely to be received shortly. 
Recommendations of th.e Expert Group on Tobacco will be considered in 
consultation with concerned Ministries/Departments. Slate Governments 
and other interests. 

[Ministry of Commerce & Civil Supplies (Deptt. of Commerce) 
O. M. No. 4/38/79-EP. (Agri. vi) dated 23rd January 19RO] 

Further information asked for 

Has the final Report of the Expert Group on Tobacco heen received? 
If so, please indicate the action taken by Government in relation to the 
points raised by the Committee on Public Undertakings. 

(LS.S. O.M. No. 169/ii-PU/79 dt. 1-5.80) 

Fl/rther reply of the Government 
Plcase see below recommendation at S. No.8. 

Recommendation (Serial No.8, Paragrapb No.3 '15) 
At present the Tobacco Board is mainly concentrating on the viI ginia 

fiuc cured tobacco. As the growers of other varieties of tabacco are also in 
serious distress due. to non-marketability of their product the Board should 
cover all varieties of tobacco. They should open full-fledged Branch Offices 
in all tobacco growing areas. 

Reply of the Government 
The Central Government had set up an Expert Group on Tobacco in 

July, 1978 inter alia to cxamins the need for amending the Tobacco Board 
Act, 1975 and to recommend amendments which in its opinion should be 
made in the Act so as to enable the Tobacco Board to playa decisive role in 
respect of production, research & development, marketing and export of 
all types of tobaccos produced in the country. The Expert Group has 
submitted an interim report recently, inter-alia, recommending that all 
types of tobaccos should be brought under the purview of the Tobacco 
Board. The final Report of the Expert Group is expected shortly, 
Recommendations of the Expert Group will be considered In conSUl-
tation with all concerned. 

[Ministry of Commerce & Civil Supplies (Department of Commerce) 
O.M. No. 4/38/79-EP. (Agri-vi) dated 23rd January, :980] 

Further information asked for 
Has the final Report of the Expert Group on Tobacco been received? 

If so, please indicate the action taken by Government in relation to the 
points raised by the Committee on Public Undertakings. 

(LS.S. O.M. No. 169/ii-PU/19 dt. 1-5-RO) 

Further reply of the Government 

The Expert Group on Tobacco has submitted its Report. It has made 
comprehensive recommendations relating to regulation of production and 
marketin~ or various types of tobaccos, amendments which have to be made 
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in the Tobacco Boaru Act. 1975 and on various fiscal and ll1i~cellancoll<; 
aspects of tobacco. The· Report also includes recommendations about. 
bringing manufacturers of tobacco and all types of tobaccos under the pur-
view of the Tobacco Board, referred to in reply to recommendations No. 
6 & 8 of the Committee on Public Undertakings. All the recommendations 
of the Expert Group on Tobacco are to be considered by the Central Govern-
ment in consultation with all concerned interests and agencies inc1uding State 
Governments and these two recommendations will also be considered along 
with other recommendations of the Group, as it would not be desirnble to 
consider these recommendations in isolation. 

(Ministry of Commerce O.M. No. 4/38/79-EP. (Agri-vi) dated \6-8-HOl . . 
ReeommeDdatioD (Serial No. ll~ Paragraph 4 '39) 

In view of the foregoing the Committee emphasise that compulsory grad-
ing at the growers' level and statutory minimum support price together with 
introduction of auction system and effective buying of surplus by a Govern-
ment agency are a must to ensure adequate return to the growers. The 
Tobacco Board should ensure creation of necessary infrastructure facilities 
including warehousing and processing centres without loss of time. Auction 
platforms must be ready before the next sowing season in K81pataka and 
Andhra Pradesh. There should be a Commercial IntelligencefCell in the 
Tobacco Board as well in the Ministry of Commerce' to watch tlie1lctivities 
of middlemen in tobacco trading and it should be set up forthwith. . 

I-nt~/I,~t-F\C '{ 
Reply ·to the Govemment . {. t.U 

According to section 8 of the Tobacco Board Act, J 975, functions of the 
Tobacco Board, illter alia, include promotion of grading at the growers' 
level and ensuring them a fair and remunerative price. The Act does not 
provide for fixing of st.atutory minimum support prices and compulsory 
grading at the growers level. The Tobacco Board has introduced eight new 
farm grades for black soil areas and plant position grading for light soil 
areas for grading at growers' level to eliminate malpractices in grading. 
The Tobacco Board has already initiated steps and is making all out efforts 
to popularise the new farm grades at the earliest. The adoption of new farm 
grades cannot be achieved in a single year and has to be done in a phase 
manner over a period of years. It may be mentioned here that during 1979 
marketing season the STC purchased on Government account about 3,000 
tonnes of VFC tobacco in new farm grades directly from the growers at the 
grading and buying platforms set up by the Tobacco Board. 

2. Regarding statutory minimum support prices at growers' level. it may 
be stated that the Central Government undertakes price support operations 
as and when there is excess production of virginia tobacco as compared 
to the demand to prevent distress sales by the farmers. The prices paid in the 
support operations to the growers are reasonable. During 1979 marketing 
season the prices paid by the STC for VFC tobacco purchased directly from 
the growers in new farm grades were at the prices recommended by the APe 
If the Tobacco Board is able to regulate: production of virginia tobacc(} as 
per the demand therefor, occasions for support operations may arise only 
rarely. This could not be done by Tobacco Board due to some legal diffi-
culties. Action is being taken to remove the legal difficulties to enable the 
Tobacco Board to regulate production of virginia tobacco. 
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_1. It may, however. be stated that compulsory grading at the growers' 
level and statutory minimum support price are closely linked with the auction 
system and these will be taken into consideration aube time offinalisation of 
the auction system proposed to be introduC('d by the Tobacco Board. 

4. Introduction of auction system for virginia tobacco will minimise and 
vcntually eliminate the variolls malpractices prevalent in tobacco marketing 
and it will go a long way to enSUre fuir and remunerative price to the grow~s. 
However. before the auction system for virginia tobacco is introduced, lot 
of preparatory work viz. building up of infrastructure, trainiDg of personnel in 
the auction system in foreign countries following auction system etc. is re-
quired. 

5. The Tobacco Board has recently sent the auction scheme to the Govern-
ment. The scheme formulated by the Tobacco Board will need thorough 
examination in consultation with the concerned Ministries/Departments. 
State Government and various other interests. viz. growers, traders, ex-
porters, etc. After that other preparatory work as mentioned in para 4 will 
have to be done. All this is likely to take quite some time • .and therefore. it 
may 110t be possible to introduce the auction system before 1980-81 marketing 
season even in some of the tobacco growing areas. 

6. Creation of necessary infrastructure like warehousing and processing 
centres is mainly connected with auctions. These infrastructural facilities 
are the pre-requisites for introduction of auction system. These will natu-
rally be provided by the Tobacco Board when the auction system is intro-
duced. . 

7. The Tobacco Board is considering setting up of a Commercial Intel-
ligence Cell. It is felt that it may not be necessary to set up such a Cell in 
the Ministry as setting up of such a cell in the Ministry, in addition to the Cell 
being sct up in the Tobacco Board may lead to avoidable duplication of 
work. 

[Ministry of Commerce & Civil Supplies (Department of Commerce) 
O.M. No. 4f38/79-EP. (Agrl. vi) dated the-23rd JanuaTY, 1980] 

Recommendation Serial No. 13, (Paragraphs 4.41 and 4 ,42) 

4.41. Indicative prices for various grades of tobacco announced by the 
Tobacco Board to regulate payments to the growers were not enforceable and 
11ence obviously did not have much effect. It was therefore absolutely ~e
cessary to have minimum statutory floor pr!ce for the growers. An ~xerclse 
in this regard however, started for the first time only last year aftet' thIS Com-
mittee took up examination of Purchase of Tobacco. 

4.42. The minimum price recommended by the Agricultural Prices Com-
mission in December 1975 is as low as Rs. 7. -SO per Kg. for farm grade F. 2 
as against indicative price, of Rs. 9 ·70 fixed by the To~cco Board. .The 
Agricultural Prices CommISSIon has recommended the Pflce on the baSIS of 



co!>t of cultivation of VirgiDla flue cured lObacco in Andhru Pradesh during 
J975-76 which was estimated tel be Rs. 4774 whereas the Tobacco Board had 
worked out the present cost as Rs. 5300 per hectare. The Committec's 
cxamination revealed that certain elements of cost of production like cost of 
curing operation, interest on fixed assets and working capitaL depreciatiun 
etc. as well as the cost of transport till the tobacco reached the primary mar-
ket were .not taken into account. The Committee regret that the Agricultural 
Prices Co.m.mission which has been entrusted with the onerous task of safe-
guarding the interest ofthe agriculturists in the country. at times functions to 
the detriment of their financial interests. The Committee would like to 
know whether the Commission took note of the prices obtained by the 
growers in other tobacco producing countries and why our growers today 
should get as low as 17 per cent of what Japanes growers receive. 

. Reply to the Government 
Minimum support price of Rs. 7 ·50 per Kg. for farm grade F. 2 of VFC 

tobacco for 1978-79 crop. recommended by the Agricultural Prices Commi;;-
sion, and the indicative price of Rs. 9 ·70 per Kg. for the corresponding grade 
fixed by the Tobacco Board are conceptually different and are not com-
parable. Indicative prices of VFC tobacco were fixed by the Tobacco Board 
keeping in view the size of the crop, carryover stocks. cost of production. 
minimum export prices. etc. and represent the level of prices which the 
growers may legitimately hope to get in the market. Minimum support 
price recommended by the Commission on the other hand sets a floor price 
below which, in the event of a glut in the market, prices of the crop should 
not be an owed to fall. The minimum support price is thus in the nature of 
an insurance cover and the grower is absolutely free to realise a higher mar-
ket price. It must also be borne in mind that the price support operation is 
011 Government account and the higher the support price the greater will bc 
the amount of loss to be subsidised by the Government <It the expense of the 
tax.-payer. 

2. The Department of Agriculture have stated that while formulating 
views on level of administt:red prices for any crop--VFC tobacco in the pre-
sent case-tbe Agricultural Prices Commission takes into consideration 
estimates of cost of production as made availahle by Directorate of Eco-
nomics and Statistics, Ministry of Agriculture & Irrigation. on the basis of 
comprehensive Scheme for studying cost of cultivation of Principal Crops and 
also those supplied by State Governments and other agencies. The Com-
prehensive Scheme generates estimates based on scientifically designed survey 
involving representative sampling and accounting method for collection of 
data in respect of inputs and outputs. Under this Scheme, totul cost rclale~ 
to all expenses incurred by selective cultivators, whether these are in the na-
ture of actual expenses in cash or kind (on fertilisers. insecticides, seed. hired 
labour, etc.) 01' imputed costs (on family labour. rental value of owned land. 
interest on owned fixed capital). Tn case of VFC tobacco. the estimates of 
cost of production of VFC tobacco for State of Andhra Pradesh for 1975-76. 
generated under the Scheme by the Directorate of Tohacco Development 
Madras, were-made available to the Commission by the Directorate of Eco-
nomics and Statistics for the first time. for the 1971<-79 crop. The total 
cost of cultivation per hectare for VFC tobacco of Andhra Pradesh esti-
mat.ed under this Scbeme at Rs. ·4774 ·86 during ]975·76 includes cost of 
curing operations also. The estimates mnde nvailable hy the Directorate of' 
Economics and Statistics are at Appendix-I. 
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3. The estimate of cost of cultivation per hectare of VFC tobacco worked 
out by Tobacco Board at Rs. 5300 is based on tbe average figure of cost of 
cultivation as indicated by different agencies and adding normal ratc of in-
terest charged by banks as at Appendix-n. 

4. In the above recommendation of the Committee, it has been observed 
that "certain elements of cost of production like cost of curing operations. 
interest on fixed aspects of working capital, depreciation. etc., as well as cost of 
transport till the tobacco reaches the primary market" were not taken into 
account. It will be seen from the statement appended to Annexure-} that the 
cost representing the total cost includes all the cost items mentioned as omis-
sions in the above recommendation by the Committee, except one relating to 
cost of transport to the primary market. The cost estimates under the Com-
prehensive Scheme are confined to the farm only. If the objective is to go 
further. then perhaps transport cost as also some other costs too may have to 
be included. An Export Committee on cost of production of Principal 
Crops is already examining the scope and coverage of the cost concepts and the 
recommendations of this Committee will be duly examined by the Govern-
ment. 

5. The Agricultural Prices Commission takes into consideration. inter-
alia, the cost concept of the cost of production while formulating its views on 
the level of minimum support prices. 'Cost C' is the most Comprehensive 
cost, covering all items of expenses of cultivation as also the imputed value of 
inputs owned by the farmers such as the rental value of owned land and in-
terest on owned fixed capital. In assessing the margin between the ad-
ministered prices and the total cost (Cost C) it is, important to note that the 
latter already contains a return on the investments in fixed capital on land and 
any attempt to build this return again in the margin of aaministered price. 
over nnd above the total cost. would amount to double counting. 

6. ]n deciding upon price policy for any crop, the Commission takes a 
comprehensive look at the entire crop economy, and considers inter-alia, the 
available estimates of average cost of production, possible changes in the input 
prices, international aspects, and changes effected in the administered prices 
for competing crops, crop prospects in the particular year and expected trend 
in market prices. Thus while due regard is paid to all relevant factors in 
arriving at its recommendations, the Commission does not and cannot adopt 
any mechanical formula in this connection. 

7. The APC has stated that realisation of low prices by the Indian tobacco 
growers is largely on account of various imperfections in the tobacco grading 
at growers level and in tobacco marketing structure of VFC tobacco. As 
regards low prices obtained by tobacco growers in India vis-a-vis tobacco 
growers of Japan position has been explained in reply to recommendation 
No. 10 (Paras 4 '37 and 4 '38) of the Committee. It is hoped that the measures 
introduced/contemplated by the Tobacco Board e.g., standardisation of grades 
at growers level, tobacco leaf purchase voucher scheme for ensuring timely 
payment to growers, proposed introduction of uuction !iystem for VFC 
tobacco, etc. will go a long way in minimising the existing malpractices 
in tobacco grading and mareketing lind ensuring a fair and remunerati\e 
price to the tobacco growers. 

[Ministry of Commerce & Civil Supplies (Deptt. of Commcrce) 
O.M. No. 4/38/79-EP. (AgrL-vi) dated the 23rd January, 1980] 
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Further information asked for 
Please indicate the a<..1ion taken by the Govt. on the recommendations 

(if received) of the Expert Committee on cost of ~roduction of principal 
crops in relation to fixation of minimum support price for Tobacco. 

(L.S.S, O.M. No. 169/ii-PU/79 dt. 1-5-1980) 

Further reply of the Government 
Please see below recommendation at S. No. 14. 

Comments of the Committee 
Please see paragraphs IS to 20 of chapter I. 

Recommendation Serial No. 14 (Paragrapb 4 ·43) 
The Committee learnt that the recommendation of the Agricultural 

Prices Commission is ~nder comideration of, th~ Government. They 
suggest that the calculatIons of the cost of cultivation of tobacco which 
formed the basis for the recommendation of the Commission should be 
thoroughly checked in the light of what the Committee had pointed out in 
their 8th Report (1977-78) presented to Lok Sabha on 25-4-1978 in the case 
of Jute. In doing so they further suggest that the State Governments con-
ceme~ and the Indian C~uncil of Agricultureal Resea.rch s~ould be actively 
assocIated. The Committee would expect a rcport In this regard within 
three months. 

Reply of the Government 
In accordance with the above recommendation, of the Committee, the 

Ministry of Agriculture & Irrig~tion <,Dcptt..o~ Ag:rrculturc) has constituted 
a Technical Expert Committee. lDtcr-aIJa consisting of Members of the Indian 
Council of Agricultural Research and State 9()v~rnments ~f Andhra Pradesh 
and Karnataka. to check the cost of cultivation of VfC tobacco which 
formed the basis for recommendation of minimum support price {clr VFC 
tobacco for 1978-79 by the Agricultural Prices Commission. 

2. The Committee has recently submitted its report, which is being 
examined. 

[Ministry of Commerce & Civil Supplies (Deptt. of Commerce) 
O. M. No. 4/38/79-EP. (Agri.-viXdated the 23rd January, 1980J. 

Further information asked for 
Please indicate the result of the examination conducted by the Technical 

Expert Committee and the action taken thereon by the Govt. 
(L. S. S. O. M. No. 169/ii-PU/79 dt. 1-5-80). 

Further reply of the Govemment 
A copy of the Report of the Technical Expert Committee on cost estimates 

of Flue-Cured Virginia tobacco is enclosed.- Summary of the conclusions 
and r~commendations are given in Section VIII of the Report. The 
Tec~cal Expert Committee has come to the conclusion that tbe estimates 
obtalDed by the Directorate of Economics and Statistics are based on a study 
col?-ducted on well-defined concepts and definitions whereas Tobacco Board's 
estimates are not based on any systematic study. Moreover, the Directorate 

·Placed in Parliament Library. See Jndex No. 338.17371 R 26 
3-924 LSS/8Ci 
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of Economics and Statistics scheme have a sound field staff base and their 
arrangements for scrutiny and processing of the data are quite satisfactory. 
The Technical Expert Committee has made a number of recommendations 
for further action. These recommendations are contained in paragraphs 
8·4 to 8·7 and 8 ·12 to 8·15. The Tobacco Board has been asked to 
consider recommendations contained in paragrapbs 8 '12 and 8·14. 
which relate to standardisation of grades of tobacco and bringing the virginia 
tobacco crop under regulated market awt, cU:. Recommendations con-
tained in paragraphs 8'4 to 8·7. 8· ] 3 and 8·15 relate to different costl 
return concepts. 

2. The Department of Agriculture and Cooperation has staled that 
un!ier the Comprehensive Scheme for StUdying the oost of Cultivatiob of 
Prmcipal Crops, one of the crops is VFC tobacco and it is taken up as a 
special study on a continuing basis. The Government had also appointed 
a Special Expert Committee on Cost of Cultivation Estimates generated by 
the Directorate of Economics and Statistics under their Comprehensive 
Scheme, under the Chairmanship of Dr. S. R. Sen. Chairman, Intel'" 
national Food Policy Research Institute. This Committee has also sub-
mitted its report. The recommendations of the Technical Expert Com-
mittee on VFC tobacco and those of the Special Expert Committee. on 
cost of production estimates cover a wide range of issues relatinl 
to concepts and methodology of generating estimates of cost. The 
Government intends to take a total view on the present scheme of cost of 
production estimates operated by the Directorate of Economics and StatistICS 
through Agricultural Universities in different States. This view would cover 
not orJy tobacco crop but all the important crops in the country for which 
cost estimates are generated. The Government have also revi!'ied the terms 
of reference of the Agricultural Prices Commission recommending a coverage 
of a larger number of crops for recommending procurcment/~upport prices. 

3. The recommendations of the Report of the Special Expert Committee 
on Cost of Production Estimates (Dr. S. R. Sen's Committee) have not yet 
been examined in al\ their implications. Comments on both these Reports 
are yet to be received from various Departments. On receipt of these 
comments, the recommendations would be examined for taking suitable 
action covering all the major crops of the country. The process would 
require examination of the recommendations of the 2 Committees by experts 
ofthe Planning Commission. CSO, Department of Agriculture etc .• prepar~ng 
the implementing agencies (Agriculture Universities of the States wh~ch 
collect cost of production data by cost accounting methods) for changmg 
the methodology etc. The action on these recommendations would, there-
fore. necessarily take some time. 

[Ministry of Commerce O. M. No. 4/38/79-EP(Agri-vi) 
dated 16-8-1980]. 



CHAPTER m 

RECOMMENDATIONS WHICH THE COMMITTEE 00 NOT 
DESIRE TO PURSUE IN VIEW OF GOVER.NMENT'S REPLIES . 

........ lIIIadoa SI. NO!. 4 (puagraplll-6J) 

The Committee were iuform.ed duriDg eWkDce that the STC had great 
-diii£o1ty in enteriDa the Hport market because of the strong relations bet-
ween the foreign buyers aud the domestic monoplies as well as the multi-
national Company who take advantage of uncontrolled production and 
enormous scope for manipulation in grading. There being no state mono-
poly in tobacco business this situation is bound to prevail. Recently there 
was a possibility of STC entering the Chinese market but a private exporter 
got the better of the Corporation and obtained ar. export order directly 
from China for 2200 toDIlCS valued at 4·2 million U. S. dollars. rt ill 
distressing that the STC remained unconcerned when it held enormous 
stock without being able to locate export market. The Committee apprehend 
that by this behaviour the Government buying agency runs the risk of being 
discredited which will act as a damper for future entry into the export market. 
Government must therefore take a serious note of this. 

Reply of tbe GoverameDt 
There are strong relations between foreign buyers and domestic exporters. 

The Government monopolies abroad are also generally purchasing tobacco 
from private exporters in India instead of through STC. It has, therefore, 
indeed become very difficult for a public sector undertaking like the STC 
to secure export orders for VFC tobacco. It may. however. be mentioned 
here that STC has been able to secure orders from USSR, U. K. and Italy. 
As eXP:Jrt of tobacco is not canatised through the State Trading Corporation 
of India or any other public sector undertaking, the fOl'cign buyer~ are free 
to purchase tobacco from exporter!! of their choice. It may not be pos!!ible 
and desirable to pressurise thc foreign importers to purcha$c tobacco from 
the STC only. 

2. As regards STC's not getting the Chinese order for tobacco. it W'lS 
not due to any lack of pursuing the matter vigorously with the Chinese by 
the STC. The main reason was that the Chi.ncsc insisted that thl"Y would 
buy 1:()bacco from STC only after the latter agreed to impmt raw silk from 
them. As the STC ~ould not agree to this 'proposal, the Chinese preferred 
to purchase tobacco from a private exporter in India. 

• 3. The. ~TC is .makin~ vigorous.efforts to find an e.xport outlet not only 
lti the traditIOnal Importing countries but also 10 new markets. 

[Ministry of Commerce clCivii Supplies (Department of Commerce) 
O. M No. 4/38/19-Ep(Agri-vi) dated the 23rd January 1980] 

Commeats of the COIIImittee 
Please see paragraphs 10 and ]] of Chapter 1. 

19 



20 

Retommendatioo Serial No. 7 (Paragrapb 3 '14) 

The tobacco Board has been constituted primarily to safeguard the 
interests of growers. Taking on the Board members having diverse interest 
in Tobacco business would result in the Board working at cross purposes 
and it is bound to fail in discharging its primary responsibility. It is there-
fore necessary to restructure the Board so as to function as effectively as the 
Coffee Board and free it from those who have financial interest in tobacco 
except that of genuine growers. The Committee accordingly recommend 
that the Board should have six Members of Parliament-four from Lok 
Sabha and two from Rajya Sabha, four genuine representatives of growers, 
one representative of agricultural tobacco growing labour and another 
labour representative in non-agricultural tobacco operations, besides official 
Members. This would mean election of three more Members of Parliament-
-two from Lok Sabha and one from Rajya Sabha for associating with the 
Board in addition to such further number of officials/growers' and labour 
representatives as may be required. The size of the Board, should not be 
unwieldy as it is now. The Board should be headed by a non-official. 
preferably a Member of Parliament. An advisory Committee should pow-
ever be constituted 'With representations to various intere,ts, such as growers, 
consumers and others connected with Tobacco trade and industry and this 
Committee could meet at least twice a year. 

Reply of tbe Government 
Section 8(1) of the Tobacco Board Act, 1975 provides that it sha1l be the 

duty of the Tobacco Board to promote, by such measures as it thinks fit, 
the development und('J' the control of the Central Government of the tobacco 
industry. Since the Tobacco Board is to promote development of tobacco 
industry in its entirety. Government is of the view that all interests in the 
Tobacco industry, namely growers of tobacco, dealers and exporters (includ-
ing packers) of tobacco and tobacco products, and manufacturers of tobacco 
products should be represented on the Tobacco Board. It may be mentioned 
that even in the Coffee Board, which has been cited by the Committee, the 
representation for coffee trade. curing establishments, coffee consumers and 
other interests has been provided. Out of the total membership of 22, 
including the Chairman, the composition of the present Tobacco Board in 
terms of non-official representatives is as fonows:-

(i) Two Members elected by Lok Sabha 
(ii) One Member elected from Rajya Sabha 
(iii) Four members representing interests of growers. 
(iv) Three members representing interests of dealers/exporters/packers-

in tobacco and tobacco products/export in tobacco marketing. 
(v) One member representing manufacturers of tobacco products. 

In addition, the present Chairman of the Tobacco Board is also a non-
official. It is therefore respectfully submitted that the representation of gro-
wers is adequate vis-a-vis represcntation of other interests. 

2. Regarding the recommendation of the Committee that the Board 
ahould have six members from Parliament (four from Lok Sabha and two 
from Rajya Sabha) against the existing three members (two from Lok Sabha 
and one from Rajya Sabha), it may be mentioned that even in the Coffee-
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Board. whos'! membership is more than 30, representation is provided to 
only three Members of Parliament (two from Lok Sabba and one from Rajya 
Sabba). Government is of the view that provision for three Members of 
Parliament on the Tobacco Board, whose total membership is 22, is ade-
quate. 

3. It is felt that it may not be essential to have labour representatives, 
both agricultural and non-agricultural, on the Tobacco Board. However. 
Section 4(8) of the Tobacco Board Act, 1975 provides for associating 
any person by the Board and under this provision the labour representatives 
can always be associated by the Tobacco Board whenever a specific problem 
relating to labour is brought before the Board. It may be mentioned that 
the initially constituted Tobacco Board had invited a representative of 
labour to attend three meetings of the Board. As and when problem related 
to lilbour comes up before the Board for consideration, representatives of 
labour will be associated as was done in earlier three Board meetings. 

4. The Committee are respectfully requested to reconsider their recom-
mendations in the light of what has been submitted above. 

5. Regarding recommendation for constituting an Advisory Committee 
representing various interests connected with tobacco trade and industry, 
it may be stated that the Ministry of Agriculture & Irrigation (Deptt. of 
Agriculture) have already set up Indian Tobacco Development Council, 
having representatives of State Governments, Central Government, growers, 
trade and illdustry, Members of Parliament and workers. In addition there 
arc also observers from some Public Sector Undertakings alld Government 
Departments. The Government can also nominate additional members 
on the Indian Tobacco Development Council. In view of this, the Committee 
are requested to consider whether it is necessary to constitute another 
Advisory Committee as recommended. 

[Ministry of Commerce & Civil Supplies (Department of Commerce) 
(0. M. No. 4/38/19-EP (Agri.-vi) dated the 23rd January 1980] 

Recommendation Serial No. 12 (paragrapb 4 ·40r 
Export of tobacco has to be handled by a single agency to prevent mal-

practices and to improve the unit value realisations which is about a half 
of what it ought to be. It is only the grip of the monopolists and inter-
mediaries, particularly the multinational, ITC in the absence. of proper insti-
tutional arrangements that stands in the way of realising the legitimate, pdce 
in the international market and the buyers cash on this. In this connection it 
is worth' mentioning that there is greater governmental involvement even 
in free economy countries like USA, Canada and Rhodesia. The Com-
mittee therefore recommend that the export must be canalised through the 
STC. 

Reply of the Government 

During 1977, the unit value realisation on Indian VFC tobacco in U.K. 
market one of the biggest markets for VFC tobacco from India was about 
S2 ·88/Kg. During the same period realisation on Thailand VFC tobacco 
was $2 ·56/Kg. and S2 ·92 on Braxilian tobacco. It would thus appear that 
unit value realised from Indian tobacco compares well with the unit value 
realisation of tobacco by some of our competitors. Thus it may not be 
~rrcct to say that the unit value realisation of Indian tobacoo, given its 
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quality, is about half of what it ought to be. It is respectfully submitted 
that it would not be approPriate to compare the unit value realisation of 
Indian Tobacco with USA or Malawi because the latter produce a much 
SUperior quality of toba<:co. 

2. The international market for tobacco at present is unfortunately a 
buyers' market. Some strong linkages have developed between certain 
foreign importers and Indian exporters over the years. It may be stated 
that even Government monopolies in foreign countries like USSR, Bulgaria 
Iraq, Italy, China etc. prefer placing orders on p!ivate Indian exporters 
rather that on STC. Further we are facing stiff competition from our 
competitors like Brazil, South Korea, Thailand, Philipines, etc., who 
hne already intruded into our tradition I markets. especially U.K. which 
is our major importer, and have increased their share considerably. On the 
other hand. exports of our tobacco are stagnant quantitywise, and in fact 
are declining. The STC and the trade have large carryover stocks of VFC 
tobacco and they have not been able to find any export outlet for these carry-
over stocks. 

3. In view of tbe above facts, it is imperative to follow a cautious polky 
regarding tobacco exports. Any drastic change in the export policy of 
tobacco may land to a substantial decline in the demand for Indian tobaeto 
abroad. For reasons given at para 2 above, canalisation of tobacco exports 
may not be desirable at this stage. If tobacco exports are canalised, there is 
a risk that our traditional buyers may change over to other competing coun-
tries who are already trying to increase their production ofVFC tobacco and 
to increase their share in our traditional markets. The Committee are. 
therefore. respectfully requested to reconsider their recommendation for 
canaJisation of exports through STC. 

4. It may be mentioned that the Tobacco Board has already prescribed 
a standard contract form. which. inter-alia, requires openil'fg of 100 ~{, 
Letter of Credit by the importer, with a view to ensuring that the country 
does not suffer loss of legitimate earnings of foreign exchange. Further. 
minimum export prices are fixed every year by the Central Government to 
avoid unhealthy competition among the tobacco exporters, to ensure 
that our tobacco is not under-sold for any reason and to :improve unit 
value realisation from tobacco. 

[Ministry of Commerce & Civil Supplies (Deptt. of Commerce) 
O. M. No. 4/38/79-EP. (Agri. vi) Dated the 23rd January 1980] 

Commeats of tbe Committee 
Please see paragraphs 10 and 1) of Chapter 1. 

Recommeaclation Serial No. 15 (paragraph 4 ..... ) 
The facts highlighted in this Report as well as the observations and con-

clusions of the Committee would show unmistakably that the poor tobacco 
growers were systematically exploited and the nation was denied of its 
legitimate share of foreign exchange earnings solely on account of the nefari-
ous activities ofthe monopolists and multinational Company in the Tobac-
co trade and industry. who also undoubtedly indulged in large scale eva-
sion of tax and got richer and stm richer in the process. The Committee 
therefore. recommend strongly that the role of Private tobacco trade 
and industry should be thoroughly probed by a High Powered Commission 
of Enquiry with a comprehensive terms of reference which should in parti-
cular cover the operatIon of large companies in the field today. 
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Reply of the Govenuaeat 
In order to ensure that the country does not suffer any loss of legitimate 

earnings of foreign exchange, the Tobacco Board has prescribed 
a standard contract form, which inter-alia requires opening of IOO~~ Letter 
of Credit by the importer. Further, fixation of statutory minimum ex-
port prices of tobaccos every year by the Central Government also ensures 
that our tobacco is not under-sold for any reason. It also avoids unhealthy 
competition among exporters. 

2. In so far as the purchasing operations are concerned, it is true that some 
of the trading companies were not having the growers a remunerative price 
and in some cases not paying in time. In order to streamline the payment 
procedure, the Tobacco Board introduced the Tobacco leaf Purchase 
Voucher sylitem. which after some resistance from the trade. has now been 

.accented. However, the voucher system wilJ only ensure payment of the 
sale consideration within a time bound schedule. It cannot by itself 
ensure a fair price to the growers. 

3. Another factor which leads to exploitation of the growers is lack of a 
scientific system of grading. Here again the Tobacco Board has introduc-
ed 8 new farm grades co-related to agmark grades for black soil areas. It 
was only in 1979 that this scheme was popularised to some extent and it is 
learnt that so fa\' nearly IS,Om) growers have been educated on those grades. 
Within the next two to three years it is hoped that most of the growers would 
be educated on the new farm grades. Similarly in the light soil areas plant 
position grades arc being popularised by the Tobacco Board. 

4. While these measures initiated by the Tobacco Board would certainly 
go a long way in reducing if not eliminating the various malpractices, there 
are some more measures under contemplation. the most important being the 
introduction of auction scheme. The auction scheme has been recently 
submitted by the Tobacco Board to the Government and it if; being 
examined in consultation with all cencerned. 

5. Increased participation and a more effective role by the STC in internal 
marketin~ and export of tobacco is also envisaged to minimise the monopoli-
stic hold in tobacco trading. 

6. It is hoped that the above mantioned steps taken/contemplated by the 
T{)bacco Board and the Government, will go a long way in minimising and 
eliminating the various malpractices existing in tobacco trading and the 
monopolistic inftuence of a few big tobacco trading companies in tobacco 
marketing and export. In view of this, it is submitted that there may not 
be any need for setting up a High Power Commission of Inquiry as 
recommended by the Committee. The Committee may kindly reconsider 
their recommendation. 

[Ministry or Commerce & Civil Supplies (Deptt. of Commerce) 
O. M. J'To.4f38179-EP. (Agri. vi) dated~the.23rd January. 1980] 



CHAPTER IV 

RECOMMENDATIONS IN RESPECT OF WHICH REPLIES OF 
GOVERNMENT HAVE NOT BEEN ACCEPTED BY THE 

COMMITIEE 

Recommendation Serial No.9 (Paragraph 3.16) 

In terms of Section 8(2)(g) of the Tobacco Board Act, 1975 the 
Parliaments intention was to vest the Board with the responsibility of under-
taking support purchase operation. This cannot be delegated to the 
State Trading Corporation under an executive flat as has been done recently. 
This executive order seriously offends against the Act of Parliament which 
amoullts to scant regard bordering on contempt. The Committee, there-
fore, strongly feel especially in view of the half hearted, wayward and 
poor performance of the STC that the Tobacco Board should undertake 
purchase though it is advisable to associate STC's export agency with it 
in order to ensure marketability of tobacco abroad. In this connection 
it is also worthwhile to nominate a representative of the STC on the Tobacco 
Board. • I 

Reply of the Government 

Section 8(2)(g) of the Tobacco Board Act. 1975 enables the Tobacco 
Board to purchase "virginia tobacco from growers when the same is con-
sidered necessary or expedient for protecting the interests of the growers". 
It should, however, be noted that the Tobacco Board is. in its infancy 
and has to devote attention fully to matters relating to regulation of produc-
tion of virginia tobacco, development of exportable type of virgina tobacco, 
standardisation, popularisation of farm grades at the grower's level. re-
gulation of tobacco marketing and the like if it has to fulfil its statutory 
duty, conferred on it by Section 8(1) of the Act "to promote ......... the 
development .....•.•...•.• of the tobacco industry". In view of this, 
it is considered that it would not be desirable for an organisation still 
in its infancy to handle purchase of tobacco under price -support operations, 
which is an intricate operation. At the present moment, till the Tobacco 
Board develops more experience in the diverse fields of tobacco marketing, 
it would be more appropriate to entrust price-support operations to the 
STC, which has experience in the purchase and export of tobacco and other 
products as well as requisite financial means to undertake such operations 
without much of initial financial outlay from Government budget. The 
Committee may like to reconsider this recommendation for direct pur-
chase by the Board. 

It may be mentioned in this connection that during the ]979 season, 
price-support operations were undertaken by STC in close cooperation with 
the tobacco Board. The Board's involvement in future price-support 
operations, as they become necessary, is likey to be even closer. 

2. The Tobacco board has been asked to consider associating a re-
presentative of STC on the Tobacco Board and its marketing committee. 

24 



25 

In view of this, the Committee may kindly reconsider their recommendation 
for formal nomination of a representative of STC in the Tobacco Board. 

[Ministry of Commerce and Civil Supplies (Department of Commerce) 
O.M. No. 4/38/19-EP (Agri-VI) dated 23rd January 1980) 

Comments of tbe Committee 

Please see paragraphs ] 2 to 14 of Chapter L. 

Recommendation Serial No. 10 (Paragraphs 4.37 aad 4.38) 

4 ·37 Although India is one of the main producers and exporters of 
virginia flue cured tobacco and nearly a lakh growers depend on the culti-
vation of tobacco for their livelihood, until quite recently virtually no step 
was taken to either protect the interests of the growers or to improve the 
export earnings. There has been regulation of neither production 
for marketing nor exports. Consequently, Indian tobacco alone has 
been totally in the buyers' market in the internal and external trade and 
a very unhealthy buyers-seller relationship had developed in the country 
which only benefited middlemen, the monopoly houses and foreign multi-
nationals to the detriment of the interest of the growers and the economic 
interest of the country. 

4 ·38 The opposition to the introduction of the voucher system of pay-
ment holding up purchase by the trade which was used to abnormally 
delayed payment and non-payment to the growers and various mal-practices 
including evasion of taxes generating back money is a measure of the 
vested interest that has been allowed to grow unchecked all these 
years. The Commerce Secretary in his evidence before the Committee 
apprehended resistence by the trade to the compulsory introduction of 
auction sales also. Further it is unfortunate that the statutory minimum 
export price notified by Government on the recommendations of the Tobacco 
Board admittedly did not help the growers at aU and it only helped the 
middlemen. The growers left high and dry are totally at the mercy of un-
scrupulous traders all along. The price they obtained for their produce 
was a mere] 7 per cent of what their counterparts got in Japan for similar 
Tobacco. The Committee were informed that our tobacco is as good as the 
best produced in America or any other country in the world. Thus even 
with a low realisation in the export market the middlemen especially the 
rich, get an enormous margin. 

Reply of the GovcmmeD] 

The Tobacco Board was set up in 1976. and thereafter it has taken a 
number of measures in the interest of growers and to improve export earni-
ngs. The Tobacco Board has prescribed a standard contract form which, 
inter-alia, provides for opening of 100% Letter of Credit, to streamline the 
procedure in the export of unmanufactured tobacco and tobacco products 
and to protect the country's interest. The Tobacco Board had fixed indi-
cative prices for the major grades of farm grade tobacco during ]977 
and 1978 marketing seasons with a view to ensure that the growers get 
fair and remunerative price. The Tobacco Board has also introduced 
tobacco leaf purchase voucher scheme in Andhra Pradesh and Karnataka for 
ensuring timely payment to the growers for their tobacco. The tobacco 
leaf purchase voucher system is working satisfactorily both in Karnataka 
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and Andhra Pradesh, tbough it faced some resistance from the traders at 
the time of its introduction in Andhra Pradesh. The Tobacco Board has 
also ·evolvc.d 8 new farm grades for VFC tobacco grown in black soil areas 
and plant position grading for VFC tobacco grown in light soil 
areas at growers, level and the Tobacco Board is taking steps to popu-
larise these grades. During 1979 marketing season, the STC had 
purchased 3,000 tonnes of VFC tobacco on Government account in new 
farm grades directly from the growers on the grading and purchasing 
centres set up by the Tobacco Board. The purchase of tobacco by the 
STC on Government account in new farm grades during 1979 marketing 
season in Andhra Pradesh was at the prices recommended by the Agri. 
cultJral Pric~ Commi~sion. During 1977-78 marketing sea~on, the Tobacco 
Board had also taken action under the provisions of the Tobacco Board 
Act, 1975 to restrict production of FVC tobacco in Andhra Pradesh 
to avoid any excess production of VFC tobacco to prevent any depression 
in prices etc. However. some growers filed Writ Petitions against the 
action of the Tobacco Board and the Andhra Pradesh High Court 
struck down the action of the Tobacco Board. Action is being taken 
to remove the legal difficulties for regulation of production of virginia 
tobacco by the Tobacco Board. The Tobacco Board is also proposing 
to introduce auction system for sale of VFC tobacco in Andhra Pra-
desh and Karnataka. A scheme has been received by the Government for 
the purpose which is being examined and will be finalised in consultation 
with concerned Ministries/Departments, State Governments, various 
interests representing growers, traders and exporters etc. It may not be 
correct to say that no steps have been taken to protect the interests of the 
growers or to increase export earnings. 

2. In addition to the steps taken by the Tobacco Board, the Central 
Government has also been undertaking price support operations for VFC 
tobacco in case of necessity to minimise distress sale by growers. 

3. Statutory minimum export prices for tobacco are fixed every year 
by the Central Government to ensure realisation of a fair price for our 
tobacco and to avoid unhealthy competition among the exporters. While 
fixing minimum export prices, the Government takes into consideration 
recommendation of the Tobacco Board, based on consideration of matters 
like surplus . of previous crops, total assessed demand, average F.O.B. 
unit value realisation, change in the cost of cultivation, ensuring a fair 
and remunerative return to the growers consistent with the need to 
make the minimum export prices attractive enough to facilitate exports 
of the entire exportable surplus. Thus the minimum export prices fixed by 
the Government take into consideration the interests of all, including that 
of the growers. 

It may be pertinent to mention that the unit value realised from exports 
of unmanufactured tobacco from India has increased during 1970-71 to 
1978-79 from Rs. 6 ·61 per Kg. to Rs. 15 -65 per Kg. Similady the unit 
value realisation of VFC tobacco from India has increased from 
Rs. 7 ·54 Kg. during 1970-71 to Rs. 14 ·45 per Kg. during J977-78. 

4. In view of the position stated in the preceding paragraphs, the Com-
mittee are respectfully requested to reconsider their conclusion that no 
steps have been taken to protect the interests of the &rowers or to increase 
export earnings. The steps already taken and further .teps contemplated 
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will help in establishing standardised grading of VFC tobacco at growers 
level and regulation of marketing of VFC tobacco, and thus improve the 
bargaining position of the growers vis-a-vis the traders significantly. 

S. In so far as the prices received by growers in Japan are concerned, 
°it may be mentioned tbat the prices are very high in Japan due to a very 
high cost of production and subsidies provided to the Japanese growers 
by their Government as an incentive to encourage local production to 
decrease their imports of tobacco. It may also be mentioned that the 
prices payable to growers in the two countries have to be viewed in the con-
text of the per capita income in the respective countries. In view of this 
it may not be entirely appropriate to compare the prices received by the 
growers of FVC tobacco in India with the prices received by the growers 
of VFC tobacco in Japan. 0 

[Ministry of Commerce and Civil Supplies (Department of Commerce) 
(O.M. No. 4/38/79-EP(Agri-vi) Dated the 23rd January 1980] 

CoauneJds of the Committee 
Please see paragraphs 15 to 20 of Chapter 1 



CHAPTER V 

RECOMMENDATION IN RESPECT OF WHICH FINAL REPLY OF' 
GOVERNMENT]S STILL AWA]TED 

RecoauneadatioD Serial No. 2 (Paragraph 2'58) 
The situation in 1978 very much warranted effective action on the part 

of a Government buying agency to come to the rescue of the tobacco growers. 
However, it was only after the matter was raised in Lok Sabha in ,March 
1978 by which time the Committee also had stated their examination of the 
tobacco operation of the State Trading Corporation, that the Government 
felt compelled to move the Corporation to organise itself to handle support 
purchase of 10,000 tonnes of tobacco in addition to. 5,000 tonnes on comercial 
basis. A quantity of only 6250 tonnes was purchased on Government 
account by October 1978 and even this limited quantity was not purchased 
directly from the growers in kutcha farm grades, which was against the 
spirit of the Government's directive. A quantity of 2018 tonnes was to. be 
purchased from II Cooperatives of Growers and the remaining 7982 tonltes 
from 266 Growers Syndicates. The necessity for purchasing from packers 
had also been felt. No export market had been located even by the close of 
]978 for the disposal of this quantity. Thus the performance of the STC 
during the year ]978 was even far WQrse than what it was in 1972. The 
Committee would await a report on the total quantity actually purchased 
and disposed of and the impact as well as the economics of the operations. 

Rmew of the Government 
The virginia tobacco crop in 1977 harvested and marketed in 1978 was 

a big one due to massive Government assistance provided to the growers in 
the wake of a severe cyclone that hit coastal Andhra Pradesh in November, 
1977. Because of late transplantation and the peculiar climatic condi-
tions the crop was generally of a poorer quality than usual. The percentage of 
tow grades was higher and correspondingly higb grades accounted for a 
lower proportion. This created serious marketing difficulties in early 1978. 

2. When the Tobacco Board brought this to the attention of the 
Government and also suggested that a big purchase programme on Govern-
ment account should be undertaken to protect the interests of the growers, 
the Government initially asked the State Trading Corporation of India 
Ltd. to enter the market and make its commercial purchase to the extent 
of 5,000 tonnes. Later when the total production picture emerged and the 
Tobacco Board sent a proposal that there should be a further purchase of 
10,000 tonnes on Government account, the Central Government directed 
the STC in early April, 1978 to make a total purchase of about 10,000 tonnes 
on Government account, essentially from the growers and growers' coopera-
tives. On receipt of the instructions from the Government. STC initiated 
action for purchase of tobacco on Government account. 

3. There is no standardised grading at growers level and the growers 
grade VEC tobacco in Kutcha grades and sell to the traders on buyers 
platforms in IAndhra Pradesh. There is no precise definition of 
"kutcha" grades and there is also no specific or well-defined correlation of 
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kutcha grades to Agmark grades. Though the Tobacco Board introduced 
8 new farm grades at growers' level, these are yet to be popularised and it is 
likely that it may take two to three years before the new grades are widely 
accepted and adopted. As such, STC has been purchasing only agmarked 
packed tobacco on its commercial account as tobacco purchased by the 
STC on its commercial account is required for exports. The growers are not 
able to offer agmarked tobacco to the STC and as such STC cannot purchase 
tobacco direct from the growers on its commercial account operations. 
Further STC is not asked to intervene in the market every year on Government 
account and such occasions are very few. After ]972, it was in 1978 onJy 
that the Government asked the STC to intervene in the market on Govern-
ment account. The STC has thus not developed infrastructure for pur-
chase of tobacco direct from the growers. The STe, therefore, continue 
to purchase agmarked packed tobacco. These are the reasons why the 
STC could not purchase tobacco direct from the growers on Government 
account during 1978 price support operations. 

4. As the growers could not offer agmarked tobacco to STC, it decided 
to purchase 10,000 tonnes of tobacco on Government account through 
growers' coopratives and growers' syndicates who were able to offer packed 
and agmarked tobacco to the STC. It was decided by the STC to purchase 
tobacco through 11 growers' cooperatives and 266 growers' syndicates. 
Later on, it was found that it was not possible for all these cooperative 
societies and syndicates to offer the total quantity of 10,000 tonnes to the 
STC, and a decision had to be taken to puchase the balance quantity 
from the small packers. The present position (January 2], 1980) in regard 
to purchases of 1978 crop tobacco on Government account is as under:-

Quantity purchased so far 

Quantity to be purchased from 
growers syndicates and co-
operatives. 

8180 Mts. (8079 from growers and 401 Mts. 
from packers). 
1104 Mts. 

quantity of 1104 Mts. has not been purchased so far as some complaints 
were received about the genuineness of some of syndicates and the tobacco 
offered by them to the STC. In view of, this STC has been asked to make 
further verification of growers' syndicates to ensure that the tobacco offered 
by them is genuine tobacco of the growers before the quantity of 1104 Mts 
metric tonnes is purchased from the growers' syndicates. The STC has 
already started necessary verification. The quantity to be purchased will 
be determined after the necessary verification has been completed by the 
STC. 

S. In the light of the above position, ifmay~not be correct to say that 
performance of STC in the matter of purchase of 1978 crop tobacco on 
Government account was not satisfactory. 

, 6. It may be pertinent to mention here that during 1979 price 
support operations, the STC purchased about 3,000 tonnes in new farm 
grades directly from the growers on the grading and purchasing centres set 
up by the Tobacco Board. 
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7. The STC has not been able to export any quantity of tobacco 01 
1978 crop purchased on Government account so far. Indian virginia 
tobacco is facing stiff competition from many developing countries parti· 
cularly Brazil, South Korea, Thailand. etc. The trend in the international 
market is also in favour of light soil tobacco. Most of the purchases of the 
STC during 1978 were from the black soil areas and also of medium and Jow 
grades. These factors have compounded the difficulties being faced by 
the STC in exporting the stocks of tobacco purchased in 1978. However, 
vigorous efforts are being undertaken by the STC through their network. of 
offices abroad to find an outlet not only in the traditional importing countries 
but also in new markets. 

8. Economics of the operation can be given only after the tobacco 
purchased on Government account is disposed of by the STC. 

[Ministry ofCommercc and Civil Supplies (Department of Commerce) 
(0. M. No. 4/38/19-EP (Agri. vi) dated the 23rd January 1980]. 

Comments of the Committee 

Please see paragraphs 6 and 7 of Chapter I. 



APPENDIX I 
(Vide reply to recornmendfltion at S. No. 13) 

Estimatea.of Cost of Cultivation/Productiun and related Data for V.F.e. 
. Tobacco in Andhra Pradesh 

-Cost of cultivation per hectare (Rs.) 
Al 
A2 
B 
C 

Yield per hectare (quintals) 
Value of the main product per hectare (Rs.) 
Value of the by-product per hectare (Rs.) 
Cost of production per quintal (Rs.) 

Al 
A2 
B 
C 

1975-76 

3277·54 
3563·74 
47]4 ·16 
4774·86 

6·95 
4587·61 

63·53 

462·44 
503'62 
669 '15 
677 '88 

Notes: J. Cost of production per quintal is obtained by dividing the cost 
of cultivation per hectare (net of the value of by-product) by the 
yield per hectare. 

2. Cost AI pertains to paid out oosts or expenses incurred in cash 
and kind on material inputs,· hired human labour, bullock and 
machine labour (both hired and owned), etc. When rent paid for 
leased-in-Iand is added to Cost AI, one gets Cost A2 i.e. paid on 
costs of a tenant cultivater. Cost B is obtained with the addition 
to Cost A2 of inputed rental value of owned land and interest on 
owned fixed capital, and total cost, i.e., Cost C, with the further 
addition of the inputed value of family labour. 

Material and labour inputs used per Hectare of VFC Tobacco in Andhra 
Pradesh, 1975-76 

Item 

Seedlings 
Fertilizer 

Manure 
Human ·Labour 
Animal Labour 

Unit 

(Nos.) 
(Kgs. in terms of nutri-

31 

ents) 
(QUintals) 
(man hours) 
(Pair bours) 

204·81 
89·83 

22·77 
1717·99 
116'12 



Statement to Appendix-I 
Break-up of Cost of Cu/tivatz'on per Hectare of VFC 

Tobacco in AndhraPradesh, 1975-76 
Cost Items 
Total operational cost 

Operational Cost in Fields . 
Human Labour 

Casual . 
Attached. 
Family 
Total 

Bullock Labour 
Hired 
Owned 
Total 

Machine Labour 
Hired 
Owned 
Total 

Seed 
Fertilizer and Manure 

Fertilizer . 
Manure . 
Total 

Insecticides • 
Irrigation Charge$ 
Operational Cost on Curing 

Human Labour 
Casual 
Attached 
Family 
Total 
Fuel 
Bamboo 
Twine 
Bags 
Others . . . . 
Interest on Working Capital 

Total Fixed Cost 
Rental Value of Owned Land 
Rent Paid for Leased-in-Land 
Land Revenue, Cesses and Taxes . . 
Depreciation on implements & Farm Buildings 
Interest on fixed capital . . • . . 

Total Cost of Cultivation 
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Rs. per hectare 
3142·54 
2002·48 

418·38 
42·63 
41'49 

502·50 

38·15 
272·64 
310 ·79 

91 ·38 
11·91 

103·29 
556·72 

402'83 
94·74 

497·57 
21·22 
10·39 

1139 ·97 

343 ·46 
91 ·20 
19·21 

453·87 
452·53 
74'63 
32·61 
24·22 
1 ·40 

100 ·61 
1632'41 
964·07 
286'20 
93·21 

102·67 
186·35 

4774·86 



APPENDIX II 
(Vide reply torecommendation at S. No. 13) 

Extracts from D.O. letter No.5(42)/78-StatI7066 dated 23 August 
1978 from Shr; S. Chakravarfy, Chairman, Tobacco Board, Guntur to Dr. 
(Mrs.) R. TllQmarajakhi, Member-Secretary, Agricultural Prices Commis-
sion, New Deihi regarding cosl of production of tobacco together with 
extracts from Annexure VI! of the D.D. Letter. 

Kindly refer to your D.O.No.4-1/78-CCC-APC dated the 29th July 1978 
regarding the information required by the APC in connection with formula-
ting the price policy for VFC tobacco. As desired by you, J am furnishing 
the information required by you seriatim. 

(5) In respect of the cost of production of tobacco, varying figures are 
given by different agencies. Whereas the banks place it some what on the lower 
side (possibly to distribute the available funds to a larger number of farmers), 
the growers' Associations and traders' Associations and the Govcl11ment 
agencies have indicated higher figures. The cost of production during 
1976-77 was slightly higher due to 3 successive cyclones. Taking into 
consideration all factors including the lease amount for the land, the barn 
charges. the depreciation on barns etc., the cost of production of tobacco 
was grouped as follows :-

(i) As per Government agencies Rs. 4, WI/- per Hec. 
(ii) As per Exporters' Associations and Banks Rs. 4, 770/- per Hec. 

(iii) Growers' Association and Technical Rs. 4, 913/- per Hec. 
Staff of the Board 

The average of these three workout to Rs. 4, 761/-per hectare. The 
Directorate of Tobacco Development, Madras has also stated that, according 
to the preliminary estimates conduct-ed by them, the cost of production 
of tobacco per quintal during 1976-77 is Rs. 650/- to Rs. 675/- per 
quintal 

As regards the cost of cultivation of the competing crops, we have the 
data which was furnished to us by the Director of Agriculture, Andhra 
Pradesh in 1975. The same is given below .-

Cost of cultivation per Acre 

Tobacco 
Cotton G. 6 (Rainfed) 

L. 147 (Rainfed) 
VaraJaxmi (Rainfed) 
MCU.5(Irrigated) 
Varalaxmi (Irrigated) 
H-4 (Irrigated) 

Chillies (Rainfed) 
Irrigated 
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Rs. 1,465/-
Rs. 300/-
Rs. 300/-
Rs. 300/-
Rs.2,5OO/-
Rs.3,170/-
Rs. 2,fI.X)/-
Rs. 1.100/-
Rs. J,85O/-



34 

Extracts/rom Annexure VII to D.O. No. S(42)/78-Stat/1066dated23-8-197S 
from S/o.r; S. Chakravarthy, Chairmalti Tobacco Board to Dr. (Mrs.) 
R. Thamarajakshi, Member Secretary, APC 

Minimum Export Price and Indicative Prices for Farm Grades for 
1977-78 Crop. 
• • • 

(4) COST OF PRODUCTION OF TOBACCO:-
In respect of cost of cultivation of tobacco, varying figures are given 

by various agencies. Whereas banks place it somewhat on the lower side 
(possibly to distribute the available funds to a large number of farmers), 
the growers' and traders' Associations and Government agencies have indi-
cated higher figures. The cost of production during 1976-77 was slightly 
higher due to 3 successive cyclones in that year. The cost of cultivation per 
hectare taking into consideration the lease amount for the land and also the 
bam charges. depreciation on barns, culled out from the information furni-
shed by various sources is estimated between Rs. 3796 and Rs. 7248. A 
number of sources have put the figure around Rs. 4700/- The cost of pro-
duction during 1977-78 is also expected to be somewhat on the higher side, 
due to the fact that retransplantation has to be taken up in most of the areas, 
consequent on the November cyclone. 

The cost of production data given by various sources have been 
grouped and the average of each group is as follows :-

(I) Government agencies: Rs. 4,601/- per Hect. 
(2) Exporters' Association and Banks: Rs. 4,770/- per Rect. 
(3) Growers' Associations and Technical 

Staff of Tobacco Board: Rs. 4,913/- per Hect. 

The average of these 3 works out to Rs. 4,76J/- per Heck. The Direc-
torate of Tobacco Development, Madras, has also stated that, eccording 
to the preliminary estimates conducted by them, the cost of produc-
tion of tobacco per quintal during 1976-77 is Rs. 650/- to Rs.. 675/-. 1'~iD8 
an average of 789 kgs.per hectare as average ofJast 5 year yields, the cost of 
production per hectare is between Rs. 5,128 and Rs. 5,325/-. 

Taking the average figure of Rs. 4,760/- and a?di~ the normal bank 
rate of interest for 9 months, the figure of Rs. 5,300/- is arrived at. We may, 
therefore, adopt the figure of Rs. 5,300/- for the present calculations. 



APPENDIXID 

(Vide Para 3 of Introduction) 
A nalysis oj the action 'taken by Government on recommendations contained 
in the 34th Report of Committee on Public Undertakings (Sixth Lok Sabha) 
on Purchase of Tobacco by the State Trading Corporation oj India Ltd. 

I. Total number of recommendations . 15 
II. Recommendations that have been accepted by 

the Government (Vide recommendations at S. 
Nos. 1,3,5,6,8,11,13, and 14) 8 
Percentage to total 53 ·4 

III. Recommendations which the Committee do not 
desire to pursue in view of Government's replies 
(Vide recommendations at S. Nos. 4,7,12, and 15) 4 
Percentage to total • 

IV. Recommendations in respect of which replies of 
Government have not been accepted by the 
Committee (Vide recommendations at S. Nos. 

26'6% 

9 and 10 2 
Percentage to total 13 ·4 

V. Recommendation in respect of which final reply 
of the Government is still awaited (Vide reco-
mmendation at S.No. 2) 1 
Percentage to total • 
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• 6·6%, 
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