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INTRODUCriON 

In any analysis of Indian industries, it would be 

most practical and useful to select an oligopolistic 
. 

industry
1
,since most of the industries in India are 

oligopolistic in nature. Also, it would be interesting 

to study oligopoly rather than any other market form, 

because the economic literature on oligopoly only gives 

us pointers to the behaviour of oligopolists. In practice, 

the behaviour of oligopolists does not always follow the 

pattern described in text books. This could be attributed 

to the fact that some of the predictions made by economic 

theory about the behaviour of oligopolists are based on 

certain assumptions ( for instance, that prices are 

determined by the free forces of the market ) which may 

not always hold true in the specific context. 

This is precisely_:the reason why the Indian cement 

industry has been selected for the purpose of thi::; studyr

because1 here we have a very unusual combination of oligopoly 

and price controls. It would be very interesting to see 

if the other predictions of economic theory are still valid 

even if prices are regulated by the State. 

In this study we find that the predictions of 

oligopoly theory regarding capacity utilization are still 

valid, in- ·the sense that excess capacity has been used 



2 

by the leading firms as a method of entry deterrence 

as well as in an attempt to push up prices. But>other 

considerationshave to be introduced - for instance, the 

fact that since the prices and distribution of cement were 

completely. under government control until Pebruary 1982 

and partially after that, the oligopolists chose the strategy 

of deliberately maintaining excess capacity in order to 

pushoup fixed costs, ana thereby pressurize the government 

to adopt a policy that was more profitable to the cement 

industry. Also>deliberately maintaining excess ~apacity in 

a situation of excess demand and claindng that production 

could not be increased because prices were unprofitable, 

was a means of applying pressure on the government to increase 

cement prices. 

We find that government intervention, instead of 

reducing the collusive power of the oligopolists, has, in 

fact, encouraged it further, and this is extremely undesira

ble in an industry which is supplying such an essential 

CO!TtnOdi ty • 

The system of dual pricing adopted in February 1982 

could have been very e££ecti ve i£ a policy of partial 

decontrol had not adopted simultaneously.' This is because1 

if a part of the output of an essential corrmodi ty which is 

already in short supply is allowed to be sold in the open 
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market, then, in an oligopollstic industry, there is always 

the danger that a tendency towards cartelization may arise, 

as did happen in the case of the Indian cement industry, 

where any attempt at decontrol simply led to the replace

ment of one price ~gul.ating agency ( the government ) 

by another- the, Cement Allocation and Coordinating 

·Organisation (CACO) in the 1966 decontrol; and the Cement 

Manufacturers• Association (CMA) in the 1982 partial 

decontrol. 

It would have been much wiser for the government 

to adopt a policy of dual pricing whereby it \\lOUld ·subsidise 

the more vulnerable sections of society of the priority 

sectors of the economy, while at the same time, providing 

a reasonable profit margin to the cement producers. 

We also see that the policy~fixing prices on a 

'cost-plus' basis ~nco.':l:~aged inefficiency, for the cement 

producers had no incentive to make any attempt to lower costs, 

for that would have simply meant a lower retention price, 

and not necessarily higher returns to them. 

The first chapter describes some of the major 

conclusions of economic theory regarding oligopolistic pricing . . 

and investment behaviour. The subsequent chapters are 

concerned with the pattern of growth and government controls 

in the Indian cement industry, oligopolistic behaviour in 



capacity creation and utilization, and the phenomenon of 

sicknes$, The final chapter summarises the conclusions of 

the study. 
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CHAPTER I 

THE THEORY OF OLIGOPOLY AND ITS RSlEV.ANC8 T 0 THE 

IN DIAN ~CONO!:!Y 

Until the 1930s, economic theory generally presumed 

that serious mark.et imperfections occurred almost solely in 

conditions of monopoly. However, a.o: examination of actual 

markets, tended to show that domination of the market by a 

few large firms v.Jas a situation more likely to exist than 

that of fl~ monopoly. Moreover, it was shown that 

domination by a few large sellers in less than perfectly 

competitive markets could lead to collusion- either tacit 

or open in the form of price-fixing, market sharing or other 

restrictive practices, because the presence of a few large-, 
~~ 

firms allows and encourages them to act i:atgr~ fn 

making decisions regarding price, output and ·.related matters. 

High concentration in an industry may be a result of 

not onl·y larger sized plants) reflecting significant economies 

of scale in production, but also of a larger number of plants 

under common ownershipJarising from economies of scale in 

rnarl-;eting. 

Moreover, even when economies of scale have been 

exhausted, the larger firms may be able to preserve or even 

strengthen their positton by erecting effActive barriers to 

ttJe entry of new firms. 

~et-=co~s~p pg~•erful· 
4=:l~t=S==e:l~tr-ld-f=wm;:cl~b:s· =eap:ab±e=a-t-=a::.et:::b.te±y.-i-nf-1-tt:_enci:ng.:_::.t:he 
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J.. market consisting .of a small number of powerful 

firms each of which is capable of actively influencing 

the market situation by its own individual action, and a 

very large number of buyers each of whom makes only a 

negligible contribution to the market demand function, is 

characterized as an ,.oligopoly". 

The main feature that distinguishes oligopoly from 

competition and monopoly is the fact that the oligopolist s 

within an industry are strategically interdependent- the 

best policy for any firm is dependent ori the policies being 

favoured by each rival firm in the market- and the firms 

are, moreover,. conscious of their mutual interdependence. 

Both competitors and monopolists have straightforward 

maximization problems to solve when seeking maximum profits 

i.e., equate marginal revenue to marginal cost, in contrast 

to an oligopolist, whose profit maximization problem is 

intertwined with those of several rivals. 

The ability of oligopolistic firms to actively 

influence and change the market situation and the po s1 tion 

of other firms in the market through tbeir price and output 

policies, product differentiation, price discrimination and 

advertising behaviour, implies that price theory loses a 

great deal of the simplicity and determinateness which it 

possesses in dealing with perfectly competitive market~-



1 

where a det,erminate solution is achieved by making the 

irrpersonal ITarket forces the rrost powerful factcr, and 

restricting the independent action of the firm to an 

adjustment to these forces - an~.adjustment which will be 

unique on the basis of profit maximization. 

In prder to be able to analyse and predict the price 

and output behaviour of oligopolistic firms, we would have 

to adopt a different kind of framework which is better equipped 

for dealing with moves and countermoves, with struggles 

for power and position, an analogy for which can be derived 

from books dealing with the general aspects of politics, 

and military strategy and tactics! 

It is only within such a framework (that is, one of game 

theory) that we will be able to tackle situations of economic 

vJarfarc, aggressive price policies, non-price competition, 

etc. Several econorr.ists have pointed out·the appropriateness 

of studying oligopoly within the framework of game theory. 

For instance, Professor Pigou, in his "Econorr.ics of 

vJel fare" referred to "the resemblance between the mutual 

bluff under oligopolistic conditions and -a game of chess".2 

~ 
Berle and Means also concludedAmore could be learnt 

about the behaviour of the large corporations of a capitalist 

1. K.W. Rqthschild, "Price Theorv and Oligopoly", (1947). 

2. Ibid. 
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society ''by studying the motives of an Alexander the Great, 

seeking new worlds to conquer, than by con~ide ring the 

motives of a petty tradesnan of the days of Adam Smith".~ 

Again, E.G. Nourse has pointed out that an oligo

polist "devises and implements business plans in ways 

b road ly similar to those of military command • "4 

Profit maximization has been regarded as the sole 

motivating force behind the behaviour of entrepreneurs, by 
. 

almost all economists. However, another equally important 

motive which should have been taken into account, but has 

generally been ignored, is the desire for secure profits. 

The neglect of the security motive in the case of 

monopoly and competition (perfect and monopolistic) can be 

understood because, while for the absolute monopolist 

security against competitors is part of the definition 

itself, for the small competitor- for whom security of 

profits is an extremely important factor- the market condi

tions exert such an overwhelming influence that be cannot do 

anything to safeguard his position. All he can do is to try 

to maximise his profits (in the short run). 

3. B erle and Meansb "r:Pe Modern Co roo ration and P riyate 
Property, p.35 • 

\ 

4. E.G. Nourse, "The Meaning of •p rice Policy •," The Quarterly 
olournal of Economics, February 1941, p.205. 
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Ho~ever, the neglect of the security motive simply 

cannot be justified in the case of oligopoly and duopoly 

~here firms not only have the desire but also the po~er to 

achieve a secure position, for the number of firms in the 

market is so small, and the size of each firm so large, tha~ 

each firm can actively influence the market price and output 

by its individual action. 

Ho~ever, inspite of being a~are or the security 

maximization motive, most economists have failed to take it 

into account explicitly in their formulation of oligopolistic 

price theory, and have relied exclusively on the profit 

.maximization principle in their prediction of entrepreneurial. 

behaviour. \a.''bile this oould be accepted in situatiorswhere 

the motives of maximum profits and maximum security both 

dictate identical patter~ of behaviour (for instance, 

monopolistic agreements which, ~bile aiming at increasing the 
·~ 

stability of the industries"and the stability of market share~ 

8QA98Pfle&, also enable these industries to increase their 

monopoly profits), it simply cannot be justified in cases 

~here the t~o motives lead to conflicting patterns of 

behaviour. 

For instance, ~bile maximization of profits in the 

immediate future ~ould require that prices respond to every 

change in revenue and cost conditions, security maximization 

may demand rigid prices; ~bile profit maximization would tend 
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to create firrrs of opti~um size, security maximization would 

tend to favour firrr.s of larger than optirr.um size; \'Jhile the 

profit maximization motive would dictate that reserve funds 

should be invested where they are expected to yield the 

highest returns, the security motive would require them to be 

unconditionally reinvested within the firm itself. 

. ·"The desire to maximize security implies that, unlike 

~where even the n:ost wildly fluctuating price is, 

at any moment, at a static equilibrium with respect to the 

prevailing supply and demand conditions, oligopolistic prices 

are determined by, and, therefore, should be interpreted in 

terms of, not only the factors that are simultaneously 

co-existing with them, but also the future changes which 

the pr~ce policy aims at. 

The oligopolist has to quote a price that will allow 

him to hold his own vis-a-vis his rivals (both existing and 

potenti a1 ) and his consumers. "That means, in "normal " 

periods the price rr.ust be neither low enough to provoke a 

retaliation from the competitors, nor high enough to attract 

potential entrants. At the same time, . i-t must be lm., enough 

to maintain the good will of his customers (i.e., maintain 

their loyalty) and high enough to cover his expected costs. 

The base on which an oligo··:polist fixes his price is 

his exrected costs. The margin of profit which he adds to 

the cost will depend on the strength of the oligopolist'S 
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position. If his position is "Weak and barriers to the entry 

of new firms into the industry are lo'W, then he may add only 

"normal" or "conventional" profits to costs in deciding the 

price, for fear of encouraging ne"W entry. 

However, if the position of the oligopolists is more 

powerful, and barriers to entry are relatively high, then 

they will add varying levels of "abnormal profit n in 

percentage terms, to their costs, in proportion to their 

assured strength, or they may even fix prices without any 

reference to costs altogether. 

Since prices under oligopoly are decided after a great 

deal of careful planning by the oligopolists and are oot 

simply the mechanical result of impersonal market forces, 

there is a tendency for the price to be more or less rigidly 

maintained, and adjustments to changes in "external circumst

ances", particularly in demand and costs, or for defensive/ 

offensive action against rival firms can, to some extent, 

be made through changes in the quality of the product, credit 

and discount arrangements, salesmanship etc. 

Violeht fluctuations in the price 'WOuld occur only 

either when there are changes in the "terrain", i.e. when 

costs, demand or other conditions facing the industry change 

so much that even after full use has been made of oon-price 

weapons such as discounts, credit, product quality, etc. 

the habitual pr~~e policy becomes untenable, or where some 



of the oligopolists attempt to improve their position at 

the expense of their rivals. 

Changes in terrain may be unfavourable·or favour-

'able. For instance, there may be such a sharp increase in 

costs or decline in demand that the firms would have no 

alternative. but_ to, revise the price_.,.':'~~~~s or downwards in 

each case respectively. This may, ·at ti-mes, lead to a 

price war between rival firms if some of them feel confident 

· ·enough to participate in such a trial of strength., FOr 

instance, if an. upward price revision by one or a few firms 

·· i.s not followed ·by rival firms, or if a decline· in price is 

followed by even larger price cuts by rival firms. 

More frequently, however, the oligopolists prefer· to 

avoid such a showdown aiio the new set of more appropriate 

prices is often arrived at through either tacit or open 

agreements. This is particularly so in times of depression • 

. 
on the other hand, there may be an improvement in the 

environment, when new avenues for investment open up, offering 

room for expansion of the industry as a whole. For instance, 

when technical progress offers scope for a decline in costs 

and/or when by a significant reduction in price the market 

can be extended to include a large number of new, previously 

untouched customers. 

This typically happens in hew and expanding industries 

producing luxuries and semi-luxuries (e. g., videos, computers 

... ~c ... J«.-~f.t_er __ :t:.h$~J:irst .ast..age~ .. of ... technical and sales pioneer! ns 
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has been passed. HereJthe incentive to lower prices in 

order to ma.Jtimize profits would not be thwarted by the 

fear of instigating a price war, because here it is not 

a -question of invading a rival's territory or cutting into 

a rival firm's market share, but one of entering new, 

unoccupied territory before others have taken possession 

of it. 

Finally, a policy of price stability may be followed 

by an aggressive price policy if some of the oligopolists 

endeavour to grab a portion of their rivals' share of the 

market. Such instances do take place from time to time. 

In order to be able to survive a period of price "r~ar, 

a firm must be in a very powerful position, with a great 

deal of financial resources. Thus, size would be desired 

for its own sake, independent of technical considerations, 

i.e., once the security motive is taken into account, the 

"optimum size" of the firm-from the entrepreneur's point of 

view- would usually be larger than that dictated by the 

profit maximization motive alone. This also accounts for 

the fact that profits may be reinvested within· the fir.n 

even in the event of higher yields being obtainable else-

where. 

Again, it is the fear of their customers being 

enticed away by rival finns, as well as their desire to 

promote sales, of course, which manifests itself in the 



14 

form of the massive advertising expenditure being incurred 

by oligopolists. 

Oligopolists have not only to insure themselves against 

shortage of raw material and financ~ during ordinary .times, 

but, even more so, against the p_ressure -wbich the suppliers 

of raw materials and finance may exert on them to t·ake 

advantage of their vulnerable position during a price -war. 

The larger oligopolists often attempt to safeguard 

themselves against this danger either by vertical integration 

o:, at leas~ by interlocking directorates and share holdings. 

Thus, to put it briefly, it is basically the fear of 

an impe:OOing price war, or alternatively, the conscious or 

sub-conscious desire to provoke one, that motivates oligo

polis~ie ·- firms to follow a pattern of behaviour \lhich 

cannot be interpreted in terms of profit maximization alone. 

Unlike perfect competition and monopolistic competi

tion \!here ne\1 firms can freely enter the industry, certain 

factors make entry extremely difficult in the case of 

oligopolies and monopolies. The barriers to the entry of 

ne\1 firms into the industry may be either due to the 

inherent nature of the industry itself, for instance, \!hen 

economies of scale are very significant. In this ease, a 

ne\1 entrant would suffer a cost disadvantage if it entered 

the industry on a small scale. On the other handr if it 
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enters on a large scale, it \tlould incur the risk of a 

massi~e loss if it is not able to capture a sufficient share 

of the market. 

In addition, large-scale entry may cause prices to 

fall by creating an excess supply of the product at the 

ruling market price. This 'Would be particularly the case if 
I 

the minimal optimal scale of production is a significant 

proportion of market demand and/or if the elasticity of 

demand is low. 5 

Economies of scale may be either "real" (those 'Which 

reduce the inputs of factors per unit of output) or 

"pecuniary" (those 'Which result from paying a lower price for 

the inputs purchased by the firm). 

Real economies may be either technical (resulting from 

using more efficient large-scale machinery), managerial 

(resulting from spreading the managerial fixed input over a 

larger amount of output) or labour economies (arising from 

greater special! sation of labour). 

Pecuniary economies may arise 'When firms can buy 

their inputs in bulk at preferential prices; or 'When larger 

levels of output lead to lo"Wer transport cost per unit, or 

due to lo'Wer advertising and selling costs per unit of output 

as the scale of production is increased. 

5. Hay and Morris, "Industrial Economics", p.184. 
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\t.'henever economies of scale are present in any form) 

they do impose an important barrier to the entry of new 

firms. 6 

The initial amount of capital outlay required to 

set up a business depen1s on the technology of the industry 

into which entry is being considered, and often acts as a 

barrier to entry, particularly if the initial amount of 

capital required is very large. 

Firms already established in the industry may possess 

an absolute cost advantage over potential entrants due to 

(a) kno"Wledge of superior production techniques acquired as 

a result of past experience, or due to the possession of 

patent rights over the techniques; (b) control over particular 

inputs which are required for production,-for instance, raw 

materials, trained managerial. personnel, skilled labour, 

certain types of equipments, etc.; {c) they may have easier 

access to funds as compared to a completely ne'W firm, 

because of access to internal financing_, and also because they 

may be able to secure loans from the capital market at 

relatively lo"Wer rates of interest. (d) Tbe established 

firms may·be able to operate at lower costs due to vertical 

integration of the production process. If an entrant 'Wants 

to achieve the same advantageous cost structure, he may have 

6. J .s. Bain, "Barriers to Ne'W Competition" (1956). 
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to enter the industry with a fully integrated producti.V8-

un1t, whose absolute capital requirement of setting up 

may be so high as to create an absolute barrier to entry, 

instead of merely an absolute cost disadvantage (for the 

entrant). 

If an entrant faces any kind of an absolute cost 

disadvantage, its long run average cost curve will lie 

completely above that of the established firms, at any 

level of output (see diagram). 

Therefore, the established firms can prevent the 

potential entrant from ente.ring the industry by setting 

their price at a level just below the cost. or the new 

entrant. 

As far as the absolute cost advantage is concerned, 

it may be pointed out that this v.rould be a significant 

barrier to entry only if the potential entrant is an 

absolutely ne-w firm. For, if the entrant is already 

established in some other industry, it would already have 

its own trained managerial team, some amount of technical 

know-ho-w, its own source of supply of raw materials, labour 

etc., easy access to finances (both internal and e:xternal 

sources), and may even already be vertically integrated, 

to some extent at least. 
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At the same time, it may be pointed out that if the 

entrant is a completely ne'IJ firm it 'Mould have a definite 

advantage over existing .firms in that it can plan its plant 
. ~ ) 

de novo (from scratch) and adopt the most up-to-date methods 

of production, 'Mhile the o1'11er, established firms are bound 

to possess some amount of old machinery which can only be 

scrapped completely in the long run. Moreover, a nelrl firm 

'Mould be absolutely free to choose the location of its 

plant and its distribution chamels, a choice which is 

certainly not open to the already established firms (at 
~~ 

least in the ~ run). 

These factors may significantly reduce the cost 

advantage enjoyed by the established firms and may, at times, 

even eliminate it altogether. 

The most important barrier to entry is that of product 

differentiation, because, buyers develop preferences for 

particular existing bran:is of the good in question, 

(particularly, consumer goods)· and in order to attract some of 

the customary buyers of older, established firms, a ne'fleomer 

\riOUld have to either offer its product at a substantially 

lower price~ than the other firms, or undertak·~ a massive 

advertising campaign, or both, leading to higher selling 

costs. 

However, if the new firm is innovative enough, the 

very existence of product differentiation can act as an 
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encouragement to entry. 

In addition to the above four barriers to entry 

discussed by J.S. Bain in his "Barriers to New Competition" 

{1956), we could add the legal barriers to entry which are 

imposed by law. Such barriers, if they exist, can completely 

block entry, and the firms within the industry may charge any 

price they like, without any fear of attracting new entrants. 

Turning now to the question of the investment behaviour 

of firms, in the 1930s Kalecki and Keynes both put forward 

theories, independently of each other, that emphasized effec

tive demand and financial conditions as the primary 

determinant of the investment decisions of firms, in contrast 

to the neo· classical theory which modelled investment as merely 

the "adjustment of a capital aggregate to an optimal level, 

assuming profit maximization, perfect competition, and well 

behaved neo-classical production functions." 7 

According to both KalecKi and Keynes, a firm's 

decision regarding an expansion of its capacity is governed 

by the firm~ demand expectations relative to its existing 

capacity, and on its ability to generate investment funds 

7• S.M. Fazzari andT.L. Mott, 'The Investment Theories of 
Kalecki and Keynes: An Empirical Study of Firm Data, 
1970-1982;"''Journal of Post Keynesian Economics, Vol.IX 
No.2, Winter 1986-87. 



from internal sources as 'Well as external debt financing 

and on the prices of investment goods. 

One important determinant of tbe volume of net 

investment undertaken by a firm is the current level of 

capacity utilization. Since maintenance of excess capacity 

in relation to demand involvu a cost and reduces its profits, 

a firm• s investment plans must be closely linked to the 

level of projected demalli relative to its current capacity. 

And, the level of capacity utilization at any point of time 

can (assuming there are no supply side constraints) give us 

some idea of the level of demand. 

While the projected level of demam along with techni

cal considerations such as eeonomies of scale determines ho'W 

much investment a firm 'WOuld ~ to undertake, i·ts ability 

to mobilise funds (from internal and external sources) sets 

definite limits to the amount of gross and net investment 

'Which a firm can undertake. 

In India, some of the conclusions/predictions regard.:.. 

ing the behaviour of oligopolists arrived at by economic 

theory may have to be modified because in this country, as 

in South Korea and Japan, oligopolistic units usually occur 

in the form of only a part of a larger business house spread 

across several industries, for instance, the Tat as, Birlae, 

Escorts, etc. Therefore, 'Within a particular i.ndustry, it 
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may so happen that neither the motive of profit maximiza

tion nor that of ma:ximum security may be fulfilled. The 

following chapters are concern~d with e:xamining to what 

e:xtent ollgopolistic behaviour in the Indian cement in3ustry 

corresponds to the pattern described above. 

- -- -~·. 
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CHAPTER - 2 

HISTORY OF THE INDIAN CEr.'£NT INDUS'I'RY. 

The Indian cement industry ~as been characterised 

by an oligopolistic/quasi monopolistic market structure 

since its inception in 1914, and by underutilization of 

capacity almost t~oughout. The oligepolistic structure 

of the industry enabled the producers to enter into a 

coalition to manipulate prices whenever the price tended 

to fall too low, particularly before 1942, when the 

government had not yet taken over control of the price and 

distribution of cement, between January 1966 and Jal1uary 

1968,when cement was briefly decontrolled, and ~ce again, 

when the policy of partial decontrol was adopted towards the 

end of February 1982. 

The manufacture of Portland.cement in India commenced 

in Madras in 1904 by South India Industrial Ltd., which had 

a capacity of just 10, COO tonnes per year. Ho•·!ever ,this 

enterprise failed, and it had become practically defunct 

a few years after the end of world war I. 

The real "foundation stone " of the present cement 

industry was laid by the establishment of a factory at 

Porbander in Gujarat by the India cement company Ltd., in 

191:2.. Another cement corr.pany was set up later during the 

year in Madhya Pradesh, and a third one was established 

in Rajasthan during the following year. The total manufactur-

ing capacity of the last three plants, as originally ,"1 

equipped, was 75,000 metric tonnes per year. 



Narre of the 
Company 

1. _, South India 
Industrial Ltd. 

2. India Cement co. 
Ltd. 

3. Katni Ce~ent & 
Industrial Co. 
Ltd. 

4. Bundi Portland 
Cement Ltd. 
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TABLE 2.1 

,Date of 
.establish
,rr.ent 

1879 

1912 

1912 

1913 

I I 

,Date when ,Site of 
.co~menced , works 
.~anufact- , 
.ring 

March, 
1904 

October, 
1914 

January, 
1915 

Decerrber, 
1916 

Washerman-
._, pet 

Porbander 

Katni 

Lakherl 

, State 
• (present) 

Madras 

Gujarat 

Madhya.: 
Pradesh 

Rajasthan 

SOURCEs Indian Tariff Board: "Report on Cement•(calcutta, 1925). 



TABLE ~-!..~ 

Domestic production of cement, 1914-20, (in metric tonnes). 

Name of the company 

1. South India Industrial 
Ltd. 

2. India cement Co. Ltd. 

3. Katni Cement & Indust
rial co. Ltd. 

4. Bundi Portland cement Ltd. 

TOTAL 

191,4 

947 

947 

1915 

N 0 t 

4,991 

13,208 

18,199 

1916 1917 1918 

A v a i 1 a b 1 e 

7,526 14,267 18,044 

31.767 41,156 371318 

1q., 488 30,332 

39,293 74,911 85,694 

SOURCEs Indian Tariff Boards •Report on Cement• (Calcutta. 1925). 

l919 

19,768 

35,168 

33,269 

88,205 

1,920 ___ _ 

51010 · 

16,482 

34-,306 

36,920 

92,718 
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At the tiTT'e these factories were established,, 

there was a strongpreference for British cement on the 

part of users in India. But the decline in imports due 

to the first world war, particularly during the years 

1916 to 1919, gaye a tremendous fillip to the industry, 

and it was able to produce even more than its rated 

capacity. 

The government had taken over control of t~e 
(io../ IN~ WCW\..1). 

output of cement during the warA But these controls 

were lifted immediately after the war, and a period of 

boom began for the cement industry, as a consequence 

of which the existing three plants expanded their capacities 

and six new plants were set up between 1919 and 1922, all 

of which had begun production by 1924. (See Table 2.3). 

Unfortunately, however, these factories were set 

up in a very unplanned wanner. For instance, out of the 

nine factories in existence byc?-1 Sl20, four ..,.,ere located 

within Madhva Pradesh i tsel t! This led ;to a great degree 

of internal corrpetition among the factories, and, consequently, 

the price of cereent fell from above Rs. 70 per tonne in 
1 

1922 to Rs• 25 per tonne in some cases, in January 1925. 

1. Indian Tariff Board; "Report on Cement", (calcutta, 
1925), page-11. 



Name of 
the Company 

1 Year of 
1 establ
• ishment 

26 

TABLE 2.3 

'Date of ' ~ation ' Annual 
'comrr:en- - ' ' capacity 
, cment of • Place 1 State • (metric 
'manufacture 1 (present) ' tonnes) 
I 

--------------L----------L------------~-----L·----------~--------
1. Dwarka Cement 

Co. Ltd. 

2. Sone Valley 
Portland 
Cement co. 
Ltd. 

3. Jubbalpore 
Portland 
cement Co. 
Ltd. 

4. Gwalior Cement 
Co. Ltd. 

s. Punjab 
Portland 
Cement Ltd. 

6. Central 
Provinces 
Portland 
Cement co. 
Ltd. 

1919 

1922 

1920 

1919 

1920 

1919 

January, 
1922 

October, 
1922 

December, 
1922 

April, 
1923 

JUly, 
1923 

October, 
1923 

Sour~~: "Cement Industry in India 11 

by v. Poddar, 1962. 

Dwarka Gujarat 101,600 

Japla Bihar 50,800 

Juke hi Madhya 60,960 
Pradesh 

Banmore -do- 40,640 

Wah w. Punjab 36,580 
(Pakistan) 

Kymore Madhya 101,600 
Pradesh 
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££oduction, Imports & Consumption of eement in India,1914=1§ 
(in tonnes) 

Year 

1914 

1915 

1916 

1917 

1918 

1919 

1920 

1921 

1922 

1923 

1924 

1925 

1926 

1927 

1928 

1929 

Indian 
production 

945 

17,912 

38,672 

'73,728 

84,344 

86,812 

91,253 

132,812 

151,336 

234,936 

263,746 

360,549 

388,000 

478,000 

588,000 

561,000 

1930 563,929 

1930-31 570,000 

1931-32 583,000 

1932Y33 592,531 

.1933-34 642,944 

1934-35 780,794 

1935-36 890,683 

1936-37 997,414 

1937-38 1,169,894 

Total imports 
( pvt. & Govt:,.) 

165,723 

142,469 

97,543 

85,5-94 

27,177 

92,787 

138,698 

129,813 

136,920 

124,822 

117,950 

134,292 

1o6, c:t.u. 
121,299 

137,428 

129,878 

120,575 

91,744 

85,485 

69,111 

58,796 

52,164 

311916 

Total Indian 
£onsumption 

166,668 

160,381 

136,215 

159,·322. 

111,521 

175,599 

229# 951 

262,625 

288,:256 

359,758 

381,696 

494,841 

495,000 

599,000 

695,000 

691,000 

691,000 

675,000 

678,016 

708,859 

849,905 

949,·479 

11 0491'578 

1,201,810 
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sourcem Figures for production upto 1924 are derived 

from the Indian Tariff Boarda "Report on Cement• 

(Calcutta. 1925), fran 1926-1931·32 from Sastry, 

"Statistical study of India's Industrial Development• 

and for 1925 & 1930 from "The History of the Cement 
~ --< 

Industry in India" published by ICC in 1937. 

Figures of imports upto 1923-24 are derived from 

Indian Tariff Boarda "Report on Cement" (Calcutta.,1925), 

and later figures are derived from CISD: "Annual 

Statanents of Seaborne Trade" published annually by 

the Govt. of India. 

All other figures are from Govt. of India, CISD: 

•statistical Abstracts for British India" for the 

relevant years (annual reports) • 
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~!L2.5 

Output of Cement 

(in rr:etric tonnes) 

Name of the Company 1921 1922 1923 1924 

1. South India Industrial Ltd. 4,049 2, 763 2,830 

2. India cement co. Ltd. 26,162 21,601 15,031 11,159 

3. Katni Cerr:ent & Industrial 43,665 44,521 54,127 37,714 
Co. Ltd. 

4. Bundi Portland Cement Ltd· 61,062 56,111 57,968 55,478 

5. Dwarka Cement co. Ltd. 28,761 25,829 12,192 

6. Sone Valley Portland 23,368 42,062 
Cerr.-ent Co. Ltd~ 

7. Jubbalpore Cement Co. Ltd. 21 I 2 21 29,54 3 

8. Gwalior Cement Co. Ltd. 18,776 10,1C'4 

9. Punjab Portland Cement Ltd. ·15,240 32,106 

lo.c.P.Portland cement co. Ltd. 7,112 34,777 

TOTAL 134,938 153,757 238,672 267,965 

Source.: Indian Tariff Board: 11Report on Cement" 
(Calcutt~ 1925). 
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As a result of the internal competition, the 

price of cement continued to fall even after 1925, and, as 

a consequence, three of the companies went into liquidation. 

It seems that the amount of capacity installed in the 

cement industry was really excessively high because, even 

~ thou~h total consumption increased rapidly after the f~~st 

W,rld war, (it trebled between· 1920 and 1929 ) , and imports 

declined almost continuously after 1928, the Indian cement 

industry worked with high degrees of excess c~pacity almost 

throughout the pre Independence period. 

By 1925-26, the cement companies had realised ·the 

need for mutual co-operation to put an end to the internal 

competition and price cutting. Hence, a series of quasi

rronopolistic organisations were set up - the Indian Cerr.ent 

Manufacturers• Association in 1926, the Concrete Association· 

of India in 1927, and the Cement Marketing Corr.pany of India 

Ltd., in 1930. 

The Cement Marketing Cor.--pany of India (Clv'C) was 

formed in order to economise on the marketing and distri

buting expenses of cement, and to propagate the use of 

cement amongst the general public. 

It was responsible for the sale of almost all the 

companies ( it fixed a quota for each factory ) and did 

succeed in stabl izing the price of cement. Ho\11ever, the 

fixed quotas made for an inefficient use of existing 

capacity, and led to' unnecessary increases in transport costs. 
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TABLE 2.6 ._.,...,.._. ___ _ 

(tonnes) 

£ru2S~-cit~ ProductiQn 

1924 561,000 tonnes 264,000 tonnes 

1934 1,089,000 .. 741,025 " 

1936-37 1, 465,000 .. 1,ooo,ooo .. 

1940 

(approx.) 

2.5 million tonnes 1'. 5 million tonnes 

Source: 1934 - ·~ement Industry in India" 
by v. Podder, 1962, 

1924,1940 figures - .. Private Investment 
in India, 1900-39" by Amiya Bagchi. 

1936-37 figures: M.C. !J'.unshi - "Industrial 
Profits in India(l936-44)J'; 
New Delhi~1948). 
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TABLE 2!.l_ 

1943 

1944 

1945 

1946 

1947 

1948 

1949 

25.55 

26.15 

26.15 

26.15 

27 .15* 

21.15-t· 

21.15 

28.15 

* upto 15th Aug, 1947 

+ From 15th Aug, 1947 

** Estimatetl. 

(in lakh tonnes) 

!_Qtal proguctiQn 

21.16 

20.84 

21.63 

20.t0 

17.38 

15.53 

21.00** 

Sour9e: "rhe Cement Industry in India,~::b)'-J"-trd~'I~L b~£.1"\i~ 
fietlsl r I ? b t&o Qfnl> I 18~ ' 

< I. CoM Me c~tc:..E 
1 

(II~ ~..~ U'J 5o_). 
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Hence, under the leadership of Mr. F.E. Dinsha'"' all 

the cement manufacturers, with the exception of one (the 

Sone Valley Portland Cement company, Ltd., Japla, with a 

capacity of one and a half lakh tonnes annual production ) 

agreed to merge together into one company, and the 

'Associated Cerrent ~<:ompanies,, Ltd. (ACC) was establi-Shed in 

1936. 

However, this company soon faced a challenge to its 

monopolistic position froiT a business group in eastern 

India-- the Dalmia - Jain group. As the Dalmia-Jain group 

of factories began producuion in May 1938, the price of 

cement dropped sharply from Rs. 43 per tonne in I'1ay to 

Rs. 30 per tonne in October 1938. Consequently, Acc•s 

net profits fell from Rs. 7,630,000 in the year ended 

31st July 1938 to Rs. 3,178,000 in the next year. 

~ 

1937-38 

1938-39 

1939-40 

TABLE 2.8 

Net profits of ACC 

Rs. 7,630,000 

Rs. 3,178,000 

Rs. 3,606,000 

§o.urce: Cement Manufacturers• Association. 
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Eventually, ACC and the Dalmia Cement Company agreed 

to set up a joint selling organisation which would fix 

prices: and d:bvide total sales between the t\\U concerns on 

a mutually agreed basis. 

By 1947, 23 cement companies were in operation, out 

_,of which five went to Pakistan during the-<Part-"1 tion~ 

In the post Independence period, demand for cement 

increased rapidly, especially since the advent of rlanning, 

because of the rr.assive construction ·work undertaken -to 

implement the new development projects and also to repair 

and renovate buildings, roads and bridges, etc. destroyed 

during the Independence struggle. Also, imports of British 

cement were no longer encouraged by the governn;ent. 

As a result, capacity.increased from 2.2 million 

tonnes in 1947 to 9.() million tonnes in 1961. The rate of 

capacity utilization also increased greatly. 

By and large, cement producing units have been 

concentrated around areas of limestone deposits, while 

demand was spread throughout the country. In addition, 

persistent shortages of cement in relation to demand led 

to "black marketing... In order to ensure an equitable 

distribution of the available supplies of cement at a 

uniform price throughout the country, the government, 

therefore, began exercising control over its price and 

distribution. 



. TABLE 2.!..2 35 

D~gree Qf cap2£ity_ytilization ;Ln c~rr:ept 

1ndU§!:-l"Y• 

~ Capa~it!l pro.Q.u~ t1.a.o. ~~ !:lt;bl!~gtion (~l 
( lakh tonnes) 

1944 20.76 16.88 81.31 

1945 20.76 16.94 81.60 

1946 21.17 15.67 74.02 

1947 22.17 14.75 66.53 

1948 23.85 15.78 66.16 

1949 30.38 21.39 70.41 

1950 30.38 28.61 94.17 

1951 34.73 32.22 92.77 

1952 37.42 35.73 95.49 

1953 43.29 38.34 88.57 

1954 46.66 44.50 95.37 

1955 48.68 45.71 93.90 

1956 59.93 so. 22 83.80 

1957 64.84 56.91 87.77 

1958 72.67 62.30 85.73 

1959 83.39 69.18 82.96 

1960 89.66 78.01 87.01 

1961 89.66 83.24 92.84 

196~ 92 .. 52 86.79 93.81 

1963 95.05 91.66 96.43 

1964 104.25 97.24 93.28 

cont •••• 
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TABLE2.·3l~Dt9~) 

"[ ~ar Capac~t~ PrQductiQ.!l r;_apaci ty_ytilizatiQn (%) 

( lakh tonnes) 

1965 110.40 105.78 95.82 

1966 116.91 110.58 94.59 

1967 122.77 113.02 92.06 

1,968 138.64 119.42 f!f>-14 

1969 153. 33 136.30 88.69 

1970 167.58 139.66 83.34 

1971 182.85 149.76 81o90 

1972 190. OS 157.88 83.07 

1973 192.13 149.99 78.07 

197-4 194.52 143.40 73.72 

1975 206.28 163.5 2 79.27 

1976 206.70 187.07 90.50 

1977 212. 31 191.7 3 90.31 

1978 216.75 196. 22 90.53 

1979 223.61 183.38 82.01 

1980 243. 53 178.94 73.48 

1981 257.59 208.74 81.04 

1982 290.31 226.37 77.98 

1983 336.39 256.98 76.39 

1984 376.22 296.7 2 78.67 

1985 391.45 317.49 81.06 

Squrce: Data collected by c~~. 
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~ER3_ 

PRICE CONTROLS AND PRICE BEHAVIOUR 

Price controls in India had their qenesis in the 

shortages of the second world war. They were introduced 

as a tenporary measure, mainly to help the war effort 

through the procurement of wheat and other essential 

items required for the armed forces, at controlled prices. 

They had to be continued as inrnedi ately after the war we 

had extreme shortages of foodgrains and various other 

essential items. 

Later, J>rice and distribution controls became 

necessary to step up the rate of investment and to pursue 

the path of development initiated in the Second Five Year 

Plan, because the output of essential consumer goods was 

not likely to increase pari passu with the growth of 

income arising from the step-up in the output of investment 

goods. 

Although we today still continue to have controls 

over industrial licensing, imports, and prices and distri

bution, the controls are much less rigorous now. Rigid 

control over prices with a view to making essential products 

available to consumers at reasonable prices, is now 

exercised over just a few cornnodi ties. In fact, for most 
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aqric:ultural products, price control has now taken on 

the character of price support policies. 

Prices of cement have been controlled since 1942 

except during 1966-67, when it was decontrolled briefly. 

Under the system of price controls, the retention price 

(payable to the manufacturer) .and a uniform freight-on-rail 

(f.o.r.) price are fixed by the qovernment. 

Reqardinq the f.o.r. price·, by equalizinq railway 

freight charges on the movement of cement, the f.o.r. price 

was kept at the same level at all destinations. But, until 

1974, no such equalization was undertaken in respect of 

the procurement of raw materials. consequently, production 

costs of cement varied from unit to unit, dependinq on the 

nearness of the plant to the source of raw materials, though 

the price payable for the product was the same for all units. 

The difference in power tariffs in various states, 

and in some cases even within the state8, 1 . and differences 

in the rate of the mineral rights tax levied on limestone 

(whose burden varied from 45 paise to Rs. 20.25 per tonne 

of cement in 1978) further intensified cost differences 

amonqst cement plants. A study conducted by the NCAER2found 

that the cost of limestone varied from Rs. 4.50 to Rs. 3l.SO 

per tonne of cement in 1969-70, and from Rs. 8.90 to Rs. 74.80 

per tonne of cement in 1975-76.(See Tables3.3 and 3.4). 

1. See Table 3.1.· 
2. NCAER,(1978). 
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Tahle.i•l 

Unitwisc Po"'·er Rates In Different States 

State Unit Poll'cr rate in pmse per KWh 

-----------------
!975-76 /969-70 

----

Andhra l. 21.60 7.30 

2. 19.90 7.30 

3. 

4. 21.50 7.00 

5. 19.70 6.60 

6. 18.20 9.40 

Bihar 7. 16.40 7.10 

8. 24.30 10.20 
9. 21·80 8.50 

10. 23.00 9.50 
11. 23.20 9.60 

12. 21.20 12.10 
13. 1 1.10 10.70 

Gujarat 14. 26.20 10.10 

15. 26.40 12.40 

16. 20.00 8.50 

17. 22.10 11.60 

18. 23.60 11.90 

Haryana 19. 16.80 7.90 

20. 31.20 9.()() 

Karnataka 21. 13.50 6.40 

22. 13.70 6.40 
13. 11.00 6.00 
24 .. 10.00 6.10 

Madhya Pradesh 25. 23.70 14.30 
26. 17.30 9.20 
27. 16.70 8.80 
28. 20.00 12.00 
29. 21.60 N.A. 

Orissa 30. 19.20 N.A. 
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Table3·1 ( ~) 

Statt' Unit Power rat~ in paise per KWh 

1975-76 1969-70 

Maharashtra 31. 17.00 18.80 

32. 25.20 10.10 

Rajasthan 33. 16.10 19.90 

34. 27.30 12.40 

Tamil Nadu 35. 19.80 7.80 

36. 19.20 • 
37. 19.70 6.70 

38. 19.10 6.70 

39. 19.70 6.70 

40. 17.80 N.A. 

WEIGHTEn AVERAGE 20.50 8.80 

• Not in production. 

N.A. - Data not available. 

SouRCE:- Data collected by the NCAER. 



Table 3 .. 2:, 

Distance Between the Lim('stonc Sources and Cement Plants 

No. of factories 

Total no. of sources 

Di.Hancc i11 kms. 

1- 20 

21-40 
41- 50 

51-- 60 
61- 70 
71-- so 
81 - 90 

91- -100 

I 01- II 0 

111---120 

121- -130 

131 200 
AbO\c 20C 

-----
North 

8 

14 

II 

3 

Zones 

Ea't West Sour h 

9 11 20 

17 20 42 

7 10 27 

5 4 10 

2 2 

3 

Total 

··---- --

48 

93 

55 

22 
5 

4 

2 

SoURcs:- Govt. of India: Report on the Comprehrnsive Review of the Cement 

Jnd11.1try, Tariff Commis~ion, 1974. 
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Table 3·l 
Ualtwlse Break-up of Raw Material Cost, 1969-70 

(Rs. per tonne) 

Unit Limt•ston~ Gyspum Slag Othtr raw Total raw 
mattrials matuial 

1. 23.10 2.70 25.80 

2. 31.&0 3.00 34.80 
3. 27.00 4.9() 31.90 
4. 24.20 2.90 1.00 28.10 

5. 19.70 3.20 1.40 24.30 
6. 13.00 3.30 0.10 16.40 
7. 4.50 1.60 1.10 7.20 
8. N.A. N.A. N.A. N.A. N.A. 
9. 23.4Q 3_.~ 0.10 27.40 

to. 19.80 3.90 o.so 24.50 

II. 11.70 2.40 1.50 15.60 

12. 20.10 2.00 22.10 

13. 6.20 2.90 11.40 20.10 

14. 19.60 1.70 6.20 27.50 

15. 11.40 300 o.to 14.50 

16. N.A. 'N.A. N.A. N.A. N~A. 

17. 17.80 -130 0.40 22.50 

IP. 22.70 2.00 0-10 15.10 

!9. 10.10 2.80 12.30 15.20 

20. 15.10 2.80 17.90 

21. 7.60 3.80 0.40 11.80 

22. 6.50 4.40 010 11.00 

23. 5.60 3.00 1.40 1000 

24. J7.80 2.30 1.80 21.90 

25. 8.80 2.10 J. 70 12.60 

26. 16.60 5.80 3.60 . 26.00 

27. 17.60 3.80 0.60 22.00 

28. 12.30 4.40 3.00 19.70 

29. 6.80 4.80 2.60 14.20 

30. 6.70 t.60 0.30 8.60 

31. 7.70 5.00 2.50 15.20 

32. 29.10 4.70 1.60 1.40 36.80 

33. 30.00 3.60 1.20 34.80 

34. 18.90 3.10 1.80 2.50 26.30 

35. 22.90 3.60 3.40 29.90 

36. 15.70 3.00 0.70 19.40 

37. 25.20 5.40 1.30 31.90 

38. 11.80 5.30 10.20 27.30 

39. 12.60 2.90 0.80 0.70 17.00 

40. N.A. N.A. N.A. N.A. N.A. 

41. 6.00 S.60 11.80 23.40 

WBIOHTED 
AVI!llAOB /5./0 3.50 /.20 /.50 2/.)0 

SOURc.E - NCAER (197S) " ~ :t~ 
_..vv-, I~ -~ ~ ~~~"· 
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Table ~If-
Unltwlse Break-up of Raw Material Cost, 1975-76 

(Rs. per tonne) 

Unit Lim~stone Gypsum Slag Oth~r raw Total raw 
materials material 

]. 56.80 5.10 61.90 

2. 74.80 6.40 81.20 

3. 65.90 8.90 2.30 77.10 

4. 33.?0 2.00 17.80 53.50 

5. 44.90 4.30 1.30 50.50 
6. 31.00 5.30 0.80 37.10 

7. 11.30 1.50 1.70 14.50 

8. 31.60 3.60 0.80 36.00 

9. 39.60 8.30 47.9() 

tO. 40.90 6.80 47.70 

11. 20.30 4.70 3.10 2e.1o 

12. 33.10 3.10 1.00 37.20 

13. 14.00 3.80 22.30 40.10 

14. 35.40 2.50 2.80 40.70 

15. 25.50 5.90 0.9() 32.30 

16. 21.70 5.80 27.50 

17. 28.50 5.20 0.10 33.80 

18. 25.00 6.30 3.10 34.40-

19. 38.10 3.10 0.50 41.70 

20. 24.20 5.00 4.20 0.20 33.40 

21. 14.60 7.10 1.80 23.50 

22. 13.90 0.80 2.10 24.80 

23. 9.00 2.90 5.10 17.00 

24. 40.10 3.20 2.40 45.70 

25. 15.80 2.40 4.40 22.60 

26. 24.70 2.90 4.20 31.80 

27. 22.40 7.60 1:40 31.40 

28. 21.20 4.20 2.70 28.10 



Table3•4 (cot\ed) 
(Rs. per tonne) 

-· ··-- --·--

Unit Limestone Gypsum Slag Other raw Total raw 
materials mat trial 

29. 11.60 6.40 2.40 20.40 

30. 14.30 3.30 1.20 18.80 

31. 19.50 7.50 {.60 28.60 

32. 56.90 6.20 6.90 1.60 71.60 
33. 60.10 6.00 3.00 ).80 70.90 
34. 32.70 7.30 5.90 4..90 50.80 
35. 35.60 6.30 5.90 5.20 53.20 
36. 35.30 7.00 8.50 0-20 51.00 
37. 37.00 7.90 6.60 1.30 52.80 

38. 28.00 6.70 21.40 0.10 56.20 
39. 27.00 6.40 16.90 0.80 51.90 

40. 41.60 6.10 0.90 0.70 49.30 -

41. 8.90 9.80 26.60 45.30 

WBIOHTBD 

AVERAOB 25.80 6.60 1.70 3.70 37.80 

.ScuRc.E.: NGA£R (lct7~ '' ~ 

~r~-~ ~ 
)) 

~~s. 
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Freight equalization on the cement transported and 

fixed retention prices allowed to the manufacturers on the 

naked cement produced naturally induced the entrepreneurs 

to minimize the cost _of production of cement (so as to 

maximize the profit margin) w1 thout any regard to the cost 

of ~ansporting the cement produced to the consuming centres.-

This inevitably led to the location of cement plants 

in areas near limestone deposits,. (See Table 3.2~ as the cost 

of transporting limestone constituted one of the largest 

i terns of the cost of cement manufacture. Therefore, there 

has tended to be a locational concentration of the cement 

industry in the South and West, Where most of the good 

quality limestone is found (See Table 3. 5). Since a larqe 

part(over 40%) of the market for cement has been in the 

North, East and North-East (See Table 3.6) this has imposed 

an avoidable burden on the country's transportation system. 

The regional imbalance has become increasingly 

pronounced over the years. For instance, the West and the 

South which together accounted for 55.2% of the industry's 

total capacity in 1960, accounted for 65.48% in 1970 and 66.2% 

in 1980, and are expected to account for 67.32% of the total 

capac! ty anticipated by 1990, if the presently approved and 

contemplated schemes fruitify. 
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TABLE 3.5 

RegionWise Distribution of Installed caoaci ty in the Cement Induat;y,19SQ-S1 to 1983=83. m 

( " ) 
1950-51 1955-56 1960-61 1965-66 197<>-71 1975-76 1980-81 1982-83 

(1) (2) (3) (4) (5) (6) (7) (8) 

REGION 

NORTH 14.3 22.3 22.1 21.0 17.6 17.5 17.4 15.7 

EASr 27.4 25.6 22.7 19.9 16.9 17.6 16.4 5.4 

WEST 23.1 22.5 21.3 26.4 28.6 29.3 31.3 45.5 

SOUTH 35.2 29.6 33.9 32.7 36.9 35.6 34.9 33.3 

1'0TAL 100 100 100 100. 100 100 100 100 

sOURCEa (1) Tariff Commission Reports for columns (1) to (4). 

( 2) "Cement Production and Despatches" for columns (5) to (8). 
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TABLE 3.6 

Regionwise Consumption of Cement 1971-80. 

( " ) 
YEAR NORTH sou·m ALL INDIA 

1971 28.3 16.4 27.3 28.1 100 

1975 29.0 19.9 25.9 . 25.2 100 

1980 25.3 19.8 26.9 29.9 100 

( ) 
SOURCE: Cement Production and Despatches (1981 ) • 
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Before 1966, the basis for fixing prices varied from 

the • cost plus• principle for individual plants to a uniform 

base price with additional provisions of higher prices to 

cover the costs of the high cost plants. Cement prices were 

briefly decontrolled from January 1966 to January 1968. 

A uniform price system prevailed from April 1969 to May 1979. 

This was followed by a 3-tier price system in 1979, with . · 

different retentio_n prices being fixed for low, medium and 

high cost units. 

In 1982, ·cement was partially decontrolled, and a 

dual pricing system was introduced for the first time, whereby 

66.6% of the installed capacity for existing units and 5~fo of 

the installed capac! ty for new and sick units (later reduced 

to 65 and 45" respectively in 1984, and 60% and 40% respectively 

in 1985) was to be sold to the government as levy cement, at 

a controlled common retention price, while the remaining 

output could be sold in the open market. The retention 

price or the leyt price itself was based on a uniform price 

system with specified premia for certain plants. 

But.>price and distribution controls can only be 

justified as short run measures of dealing with shortages. 

In the long run, the only reasonable answer to short supplies 

lies in stepping up production in every possible way within 

the framework of national priorities. An attempt to encourage 

greater production prompted the government to announce a 12% 

return on networth to all existing units in 1977. 
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In 1979, the govemment accepted the recorrmendations 

of the Lavraj Kumar Corrmittee, especially that of a special 

price for new units and expansions, assuring them a 12% 

post tax return, too. Even more important, the Cornrni ttee 

recommended. an automatic and periodical escalation in price 

to compensate for increases in the costs of selected inputs 

which were beyond the control of the cement industry, on the 

basis of riqid consumption norms, and this was accepted by 

the government. 

This triggered off a remarkable bout of investment 

activity on the part of entrepreneurs, including large, 

professional houses like Larsen & Toubro, and Coromandel 

Fertilizers, who were entering the cement industry for the 
first time. 

As a result, no less than 25 million tonnes ·of 

additional capacity (which was even more than the then 

existing capac! ty) got committed, many of the plants concerned 

being of 0.5 to 1 million tonnes capacity, based on the most 

modern technology. They were also phased in such a manner 

that about 4 to 5 million tonnes would materialise every 

year, spread over 5 to 6 years. 

This assured prospect of continued growth set the 

stage for the next radical change in government policy - nanely, 

partial decontrol, which was adopted in February 1982. 
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The new policy of partial decontrol involved a uniform 

price for both existing and new units. The problems that 

such an approach could give rise to were recognised, and 

these were sought to be moderated by prescribing a lower 

levy quota for new and sick units. 

The new prioe policy was reinforced by a liberal policy 

in regard to industrial licensing. MRTP/FERA canpanies were 

freely allowed to obtain industrial licences. 

The enthusiastic response of the industry to the 

new policy package can be seen fran the capacity installation 

during the Sixth Plan period. and the projects which are in 

the pipe line for the Seventh Plan. 
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TABLE 3.7 

Capacity installed during the 5-Year Plans_. 

5 Year Plans 
I 

I 
(1951-56) 

II 
(1956-61) 

III 
(1961-66) 

IV 
(1969-74) 

v 
(1974-79) 

VI 
(1980-85) 

VII 
(1985-90) 

Target 

5.3 

16.0 

15.o 

23.5 

43.0 

62.0 

SOURCE: •ACe• s Data on Cement Industry•. 

(Million tonnes) 

Achievement 

5.0 

12.0 

19.8 

22.6 

44.0 
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TABLE 3.8 -
Production of Cement during the Five Year Plans. 

(Million tonnes) 

5 Year Plan Target Achievement 

I 4.8 4.6 
(1951-56) 

II 13.0 8.0 
(1956-61) 

III 13.0 10.8 
(1961-66} 

IV 18.0 14.7 
(1969-74) 

v 20.8 19.5 
(1974-79) 

VI 34.5 30.5 
(198o-85) 

VII 49.0 
(1985-90) 

SOURCE: MACC's Data on Cement IndustryM. 
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Having discussed the impact of price controls on 

the producers of cement, the following section of this 

chapter is concerned with considering their impact on 

the market for cement as a whole. 

Price controls are normally introduced {a) to 

protect the interests of consumers (b) to ensure an 

adequate supply of raw materials and intennediate inputs 

to 'priority' sectors as reasonable prices, {c) to prevent 

or mitigate inflation- in the face of scarcity of 

products with strong forward linkages. 
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As far as protecting the interests of consumers is 

concerned, the commodities subjected to price and distribution 

controls have generally been either those in respect of which 

the government and public sector undertakings are the major 

end-users, e.g. cement, or items of •mass consumption•, e.g. 

sugar. 

However, while the government may be able to ensure 

that it is able to obtain the commodity concerned at the 

controlled price, as far as the general public is concerned, 

it would be extremely unrealistic to presume that a government 

can, simply by issuing a statutory notification, prevent the 

price of any product from rising above the prescribed level. 

Producers, traders, and most of all, consumers, know that 

statutory price controls can be circumvented in various ways. 

For the consumer, price control rarely means that 

supplies are available at controlled prices. Very often, 

he finds that no supplies are available except to those 

who are prepared to find ways and means of paying more 

than the controlled price. The extent to which the black 

market price exceeds the controlled price would depend upon 

the elasticities of demand and supply, and, most inportant, 

the administrative efficiency of the government in 

implementing the controls. Cement is the most obvious 

exeul\)le of an essential commodity where price and distribution 

controls resulted in scarcities and blacK marketing. 
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In addition to a lack of administrative efficiency 

in implementing controls, one major problem seems to lie 

in the fact that price controls, which are basically an 

instrument for dealing with tenporary shortages have, in 

India, been used as long-teDn measures. 

The short run (i.e. a period of unchanged capacity) 

can conveniently be used for controllinq prices on an 

average variable cost basis because, well established 

industries continue to carry on with their production plans 

even if they cannot cover their fixed costs in the short 

run, and because big companies maintain large inventories 

of raw materials and finished products ~ich they can 

utilize to meet the add! tional demand generated by the 

imposition of price controls. 

However, in the long run, perpetuation of price controls 

would provide an incentive to resources being diverted into 

industries which are not controlled. 

If price controls are meant to protect the consumers 

of essential goods, we have to ensure that production 

increases, because in the long run you cannot protect them 

if output does not expand. 

Therefore, price controls may need to be coq>lemented 

by other measures to ensure the growth of the industry. 
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Alternatively~ the controlled price must be renumerative 

enough to stimulate further production of the good in question. 

This would be much more helpful to consumers than a price 

which has a ne(lJ'ative impact on the growth of output. 

While pursuing a policy of keeping administered prices 

profitable, however, care should be taken to see that prices 

are not hiqh on account of inefficiency. If prices are 

fixed on a 'cost-plus• basis in a market sheltered from 

foreign competition~ producers will not want to lower costs 

because that would mean a reduction in the controlled price 

and not necessarily a better return to them. (This has already 

been witnessed in the ease of the Indian cement industry). 

Blanket protection provided against imports would also reduce 

the incentive to lower costs. 

As far as administering prices for essential commodities 

in short supply is concerned, it may be wiser to adopt a 

system of dual pricing where the State agrees to provide a 

reasonable profit margin to producers, while simultaneously 

trying to protect the more vulnerable sections of' the 

society or the priority sectors of the economy against 

excessive rise in priees~through subsidies (though, of 

course, even the dual pricing method does have its own 

drawbacks) • 

However, if the system of dual pricing involves 

part! al decontrol, so that a part of the output can be sold 
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in the open market then, in an oligopolistic industry, 

there is always the danger that a tendency toward 

• cartelization may arise, as has happened in the case of 

the Indian cement industry. 

The part! al decontrol of cement towards the end of 

February 1982 was a replacement of government control not 

by the free forces of the market, but by the organized 

monopolistic collusive powers of the cement manufacturers 

in the form of the Cement Manufacturers• Association (CMA). 

The 01A 'divided' the country into six zones and • fixed• the 

price of • free sale' cement between Rs. 65 and Rs. 68 per 

bag, i.e. between Rs. 1,300 and Rs. 1,360 per tonne- over 

four times the prices for levy canent. 

The new retention price for levy cement itself 

had been fixed at a much higher level than what obtained earlier. 

(!'!Q!!: The retention price for cement from May !, _1981 

to February 28, 1982 was fixed as follow~: 

for existing units: 

Rs. 233.39 per tonne for low cost units. 

Rs. 253.39 per tonne for medium cost units. 

Rs. 268.39 per tonne for high cost units. 

and : M~ -344.39 per tonne for expansions/new unitiS. 
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The retention price fixed for levy cement at the end of 

February 1982 was: 

Rs. 335 per tonne for OPC (Ordinary Portland Cement) and 

Rs. 320 per tonne for PPC (~ortland Pozzolana Cement) 

It was suggested that the black market prices of 

cement (at Rs. 2000 per tonne, i.e. about Rs. 100 per bag) 

were even higher than the prices, fixed by the CMA, and that, 

therefore, the new policy would divert resources away from 

the traders and into the hands of the manu£ acturers, leading 

to higher and more productive investment. 

But, firstly, what was the assurance that the massive 

amount of resources thus made available to manufacturers 

would be used for the stated objectives only, and, more 

important, was it really fair to • tax• the consumers so 

heavily in order to raise funds for capacity expansion? 

After all, a similar attempt at the 'decontrol' of 

prices and distribution of cement made in January 1966, had 

failed to bring about the desired results, because the 

regulation of prices and distribution had been taken over 

by the Cement Allocation and Co-ordinating Organization 

(CACO) set up by the cement manufacturers. And eventually, 

the government had reimposed controls with effect from 

January 1, 1968. 



Details of Retention· Price 
admissible to the Cement Industry from 1.11.1961 

Period Retention Price per tonne of cement Remarks 

t.11.1961to31.5.1963 As. 69.50172.50175.00 

-a. 1.6.1963 to 30.6.1964 ns. 72 25175.25177.75 

3. 1.7.196-tto 31.5.1965 As. 73.50176.50/79.00 Three T1er Pnce System 

4. 1.6. 196Sto 31.12.1966 As. 77.50180.50183.00 

5. J.\.l967to 15.4.1969 As. 90.50193.50196.00 

6. 16.4.196() :o 14.9.1973 ns. 100 

1. 15',9.197a to 1.8.1974 As. 110.00 

8. 2.8.197-ltb 14.9.1974 As 13420 

9. 15.9.1974to30~9.19is· As.139.t5 Uniform Pricing System 

10. 1.10.197510 30.6.1976 As. 157.75 

11. 1.7.1976 to 31.10.1976 As. 161.40 

12. 1.11.1976 to 30.9.19n As. 159.55 

13. 1.10.1977 to 2.7.1978 As. 161.12 

14. 3.7.197810 6.12.1978 As. 165.82 

15. 7.12.1978 to 2.5.1979 As. 168.91 

16. 3.5.197910 2.5.1980 As. 1851205/220 Three T1or Price System 
17. 3.5. 1980 10 2.5. 1901 As. 198 651219.651233.65 
18. 3.5.198110 27.2.1982 ns. 233.39125:3.39/268.39 

19. 28.2.19821017.7.1984 As. 335.00 OPC Uniform Pncing System 
' As. 320.00 PPC 

20. 18.7.1984 to 14.12.1986 Rs. 375.00 OPC 
As. 360.00 PFC 

21. From 15.12.1986 As. 399.50 OPC 
Rs. 384.50 PP(~ 
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The question of to what extent the decontrol of 

1982 really did achieve its desired objectives is discussed 

in the following chapter. 
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CHAPTER~ 

CAPACITY UTILIZATION AND INV£;STMENI' BEHAVIOUR 

'l'he study of capacity utilization is a relatively 

recent phenomenon. until the 1950's the neo-classical 

economists either ignored the concept completely, or regarded 

the level of capacity utilization as being exogeneously 

determined. It was only Keynes (at the macro-level) and 

Chamberlain {at the micro-level) who first explicitly 

considered the possibility of excess capacity. 

over the last three decades, the concept of excess 

capacity has attracted a great deal of attention amongst 

economists of the third world countries striving for rapid 

industrial gro\vth in the face of scarcity of <;:api tal. This 

is because, underutilization of capacity in a particular 

industry not only iw.plies an uneconomic use of the capital 

.,..Jhich has been invested, but also raises the a::>st of produc

tion and loHers the rate of profit on the capital employed 

which, in turn, generates disincentives for the expansion 

of existing firms and setting up of new ones. Furthermore, 

the lower level of output in the industry concerned can 

create very serious problems for those industries in which it 

is required as an input. For instance, underutilization of 

capacity in the cement industry .... ~uld directly have an adverse 

impact on investment in construction activity in a situation of 
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excess derr-and for cement. 

Before proceeding any further with the discussion 

of excess capacity, it is imperative to state explicitly 

what exactly one means by the tenr. ~capacity", since this 

concept has been used in at least three different ways 

so far. 

In a corr.petitive industry, the capacity of a firm 

is ·regarded as the level of output corresponding to the 

minimum point on the long run average cost curve. 

Another concept involves induced investment, 

where some version of the accelerator principle is 

utilized to explain investment behaviour. In this reST)ect, 

it involves specifying a lev.el of output which, if exceeded, 

would signal the need for additional investment in plant 

and equipment. 1 

The third concept of capacity, which is the one 

most commonlv used in the developing economies, a11d v1hich 

has been adopted in this dissertation, is the technical or 

----------------------------------------------------· -----
1. (a) Phillips, A- "Measuring Industrial capacity and 

capacity utilization in Under developed countriesH 
(1970). 

(b) K.B. Das - "Cement Industrv of India" 
(1987). 
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engineering capacity. The technical concept, in turn, 

has several variants - such as, licensed capacity, designed 

capacity, installed capacity or attainable capacity. 

Installed capacity refers to the maximum possible 

level of output that can be produced by a plant on-' a regular 

basis, under normal working conditions specified at the time 

of installation~·{normal working conditions, here, refers:--

to the number of working days in a year, the number of 

shifts per working day, the number of hours in a shift, 

output per hour & per shift, etc.). 

However, as Morris solomon2 has pointed out, the 

very concept of installed capacity itself is a flexible one. 

Because, in many cases, production can be increased by 

installing balancing equipment and machinery without changing 

the declared capacity, or by contracting out a particular 

process Where the capacity of uhat processing activity 

is a limiting factor. 

This arises because of variations in the optJJmum 

production capacities in successive processes. If the output 

mix or the quality of the products can be varied, it might 

2. "Better Plant Utilization for India - A Blue print 
for Action". 
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lead to changes in the level of utilization of a given 

capacity. 

Attainable or achievable capacity refers to the 

optimum level of output possible per unit of time, which 

the management !eels _the plant is capable of producing 

over a long period of time under the given normal operating 

circumstances ( that is, the number of shifts normally 

worked, the normal duration of time required for repairs 

and maintenance, etc.). 

Attainable capacity would equal the installed 

capacity only in the event of a complete absence of any 

input constraints and th2 presence of ideal operating 

conditions. 

Whether one adopts the concept of installed or 

attainable capacity, practical difficulties arise in 

reporting the capacity figures for an industry as a whole 

which is comprised of a large number of units which are 

working on different shift bases. In such a case, some 

amount of arbitrariness is inevitable in assessing whether an 

industry is working on a one or two or three shift basis. 

For instance, in an industry where some units are 

working on a two shift and others on a three shift basis, 

there would be some critical number of units or percentage 
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of the total capacity in that particular industry which 

should be working for ehree ( or two ) shifts before the . 

industry .is stated to be working on three ( or two ) shifts. 

( Rarely does one find any reference to an industry working 

on a fractional shift basis, eg. ~ ahi_fts). 

A similar problem arises in the classification of 

individual units by the number of shifts worked per day. 

Again, one would have to decide for how many days 

in a month the industry should work on thr~e shifts 

before it is identified as a three shift industry. If 

the number of units working on three shifts is less than 

that, the capacity figures would be shown on a two shift 

basis, even though some units are actually working on 

three shifts. 

Conversely, the entire industry would be reported 

to be working on three shifts if the number of units .. 

or percentage of capacity exceeds the critical limit, 

even though some units may still be working only two shifts 

a day. 

The production figures, however, would reflect the 

total actual level of production in the industry, and so 

we would get an inaccurate estimate of the extent of 

capacity utili~ation. 
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Again, if we take our data from a source where 

the capacity figures relate to the end of the year, while 

the production data are for the year, as a whole (which is 

very often the case ), we would get an over-estimate of 

the extent'.-.6f '::the underutilization of capacity (unless the 

entire expanSiOn Of Capacity takes place On the I-

first working day of each year, which, of course, is 

e~remely unliltely) • 

These limitations have to be kept in mind while 

making any analysis of the estimates of capacity and 

capacity utilization. 

The Cement Manufacturers• Association (CMA) has 

represented that in assessing the capacity of cement 

plants, the licensed or installed capacity should be 

accepted as the capacity for cost estimation pucposes. 

However, there is no rationaL~ for fixing the 

capacity of the cement plant at its licensed capacity, 

since it is not necessary that a cement manufacturer 

will install the level of capacity which has been licensed, 

as can be seen from the available data on licensed and 

installed capacity (see Table 4.1). 
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Besides, the actual level of output which a plant 

can produce also depends on the quantity and qu:ality of the 

raw rr.aterials available, and not just the installed capacity. 

TABLE 4.1 

Annual Licensed and Installed capacity 
in the cerrent ·Industry (Companywise)in 
1975. 

Name of Companv 

1. The A.c.c. Ltd. 

2. Dalrr.ia Dadri 

3. Saurashtra 

4. u.P. State cement 

Corporation-

Churk 
Dalla 

s. Ammasandra 
(Mysore cements Ltd.) 

6. Jaipur Udyog Ltd. 

(in lakh tonnes) 

Licensed Capacit~ Installed Capacit~ 

68.79 67.99 

2.39 1.93 

8.63 8.00 

4.75 

4.32 

4.00 

10.00 

4.80 

4.00 

4.32 

8.55 

Source of ~te: Statistics corr.piled by the Cement 
Manufacturers' Association. 
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Furthennore. as the 1981 BICP Comnittee pointed out. 

taking the "installed capacity"-· as per the original 

manufacturer• s rating- may militate against the older units 

whose kiln capacity may have deteriorated over the years. 

Ideally speaking. therefore, the capacity of a plant 

should be defined in tenns of the ouj;put ltilich it can produce, 

given the quality of raw materials and availability of 

infrastructural facilities. the normal duration of time 

required for routine repairs and maintenance." number of 

shifts normally worked, length of ·each shift and number of 

working days in a year. Taking account of all the relevant 

aspects and constraints, the 1978 BICP Committee fixed the 

level of achievable capacity at 85% of the installed capacity. 

The two High Level Committees set up by the BICP 

to study the cement indus~ry in 1978 and 1981 respectively, 

assessed the annual capac! ty of each kiln on the basis of 

the best daily kiln capacity achieved over the previous 

five years, and three years, respectively. Capacity was 

assessed first in terms of clinker capacl ty, which was then 

translated into capacity for cement production. 

The 1978 High Level conmittee based its assessment 

of capacity on the best daily kiln capacity achieved, 
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taking the previous five years into consideration. Capacity 

was assessed first in terms of clinker capac! ty, which was 

then translated into capacity for cement production. 

Since the quality of coal has deteriorated since then, 

the_,198l_,COmmi,ttee decided to consider the period 1978-1979 _, 

to 1980-81 for studying the performance 2evel of cement plants 

in terms of outJ:JUt• 

Data on the anount of clinker produced in each kiln 

over the period was collected. Assuming 330 working days in 

the year, annual kiln capacity was derived by multiplying 

the best of the three annually achieved hourly kiln output 

by 7920 (i.e. 24 hours x 330 days). 

Capac! ty was worked out for each kiln in a plant 

(and the total was taken as the achievable capacity of the 

plant). In assuming 330 d~s, provision for a down-time 

of 35 days for normal maintenance wrk had been allowed,. 

because the two BICP Committees estimated that on an average, 

the do~time arising from reasons beyond the control of the 

management was about 35 days a year, for the cement industry 

as a whole. 
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However, the validity of such an approach, where 

annual capacity is estimated on the basis of the best capacity 

achieved over a period of time, is open to question in an 

oligopot.istic: industry where excess· capacity may deliberately 

be maintained with the intention of deterring entry. 

C.oming now, to the question of capacity utilization, 

one has to :accept the fact that at the macro level, some amount 

of excess capacity in the industrial sector has to be reckoned 

with even if planning and execution of industrial progranmes 

is perfect, because of the difficulties involved in complete 

synchronization of inter-industry demands. 

At the micro level also, hundred percent capacity 

utilization, even in the tirst shift, for an industry as a 

whole, would be a very rare phenomenon. Some units might 

achieve it for a couple of years, but to maintain it 

continously over a number of years is practically impossible, 

because so many conditions have to be fulfill.ed continously 

before one can run a plant to production capacity and quite 

often, it is just not possible to obtain al-J:.:~bese conditions 

simultaneously. 

Besides, in deciding what level of capacity he would 

like to install in a new industrial unit, an entreprenur 

would generally taken into account not only the immediate 
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level of demand, but also the demand expected in the 

next say, five or ten years. He would, therefore, tend 

to start a new industr;al unit with capacity considerably 

in excess of the irrmediate demand. · 

Even when no excess capacity has been preplanne4i . 

in a new--unit, teething troubles may some times ma:ke some 

level of underutilization inevitable in a new unit in the 

period irrmediately following the comnissioning of the unit. 

Again, sometimes there are periodical breakdowns 

in the plants which can not be entirely avoided. Besides, 

plants do have to be closed down periodically for repairs. 

Due to the above reasons, even with~an average level 

of efficiency, it may not be possible to reach a level of 

capacity utilization above 9~~ 

Of course, many of the factors caus.ing underutilization 

of capacity, such as strikes and lockouts, power failures, 

shortage of raw materials and infrastructural constraints 

can be avoided through l::>etter planning. By developing a 

much more comprehensive system of projections for demand 

and supplies, the policy makers certainly can keep the 

problem of excess capacity within manageable proportions. 

3. 11 C apaci ty Utilization in the Manufacturing sector" 
- Commerce Research Bureau, 1970. 
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The level of capacity utilization depends on the 

number of stream days ( the actual number of days the plant 

is on line ) and the level of output achieved during those 

days. 

The number of stream days is affected by plant shut 

downs due to-'various reasons such aS' mechanical trouble, 

·breakdown of equipment, shortage or timely nonavailability 

of inputs, etc. 

The level of output produced during the period when 

the plant is on line may be less than the daily rated 

capacity because of the low processing efficiency of the 
' 

plants, and because some amount of output is lost every time 

a plant is started up after shut down. For, there would 

be a time gap of 4 to 24 hours between the coming on line 

of the plant and the emergence of the final output, the 

length of this gap depending on the technology chosen and 

the duration of the shut down. 

To sum up, therefore, the level of utilization of 
I 

installed capacity depends on the number of strean days, 

the processing efficiency of the various equipments, the 

frequency and dura1::ion of power shut downs, the avaialability 

of the other infrastructural facilities and inputs, and of 

course, on the size and age pattern of the industry. 
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Another possible reason for the maintenance of excess 

capacity could be inadequate demand, but this was not 

applicable for the Indian Cement Industry. 

In this chapter, an attempt has been made to offer an 

explanation of the downward trend in the capacity utiliution 
---< '-: : 

ratio of the cement industry as a whole, and of the observed 

inter-firm differences in the level of capacity utilization. 

Table 4.2 and graph 4.1 displaying the level of 

capacity utilization in the cement industry as a Whole 

over the period 1951-52 to 1986-87, show a distinctly ~,. ~· 

declining trend over the entire period. While the capacity 

utilization ratio ( output as a percentage of the average 

installed capacity during the year being considered ) was 

substantially above 90~ almost throughout the 1950's, and 

remained at a satisfactory level of 85 to 90~ during the 

1960's, it has been below 85% (the BICP's estimate of 

attainable capacity, taking into account all the relevant 

constraints ) since then, and, in fact, has been consistantly 

below 75~ since 1980. The average level of capacity 

utilization for the period 1980· to 1984 was only 71.5~. 

Ever since the cement industry was brought under 

price and distribu~ion controls during the second world war, 

cement manufacturers have repeatedly complained about the 

. shortage of raw materials and inadequacy of infrastructural 
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TABLE 4.2 

Capacity Utilization in the Cement 
Industry, 1951-52 to 1984.a5 
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Year Capacity Utilization 
as percentage of Ave-

... rage Installed Capa-
city for the year 

1971-72 77 

1972-73 79 

1973-74 74 

1974-75 .74 

1975-76 82 

1976-77 88 

1977-78 88 

1978-79 86 

1979-80 73 

1980-81 67 

1981-82 72 

1982-83 68 

1983-84 73 

1984-85 74 

Sourcea 1951-52 to 1967-68- Ace's data on Cement Industry. 

1968-69 - 1984-85 - "Cement Data Book 1984,. 
published by the office of the Development 
Commissioner for the Cement Industry. 

- It is possible that the estimates of capacity 
utilization for 1951-52 to 1967-68 (Source-ACe) 
may have an upward bias, as the ACC' s estimates 
of capacity utilization for the period 1968-69 
to 1984-85 obtained from the ACC' s"Data on cement 
Industry• are higher than the estimates obtained 
from the Cement Data Book. See Table 4.3. 



Year 

1968-69 

1969-70 

1970-71 

1971-72 

1972-73 

1973-74 

1974-75 

1975-76 

1976-77 

1977-78 

1978-79 

1979-80 

1980.-81 

1981-82 

1982-83 

1983-84 

1984-85 

75 

TABIE 4.3 

Capacity Utilization as percentage 
of Installed capacity. 

ACC estimates 

87.4 

89.0 

85.7 

81.2 

79.6 

74.6 

74.4 

84.0 

87.9 

89.0 

87.0 

74.9 

73.2 

79.6 

77.7 

79.2 

79.4 

Cement Data Book 
estimates 

82 

86 

82 

77 

79 

74 

74' 

8~ 

88 

88 

86 

73 

67 

72 

68 

73 

7-' 

SOURCE& (1) ACC' a Data on cement :Industry. 

(2)~nt Data Book' 1984•. 
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TABLE 4.4 

Capacity Installed in the Cement 
Industry, 1951-52 to 1984-85. 

Year· 

(mi Ilion Tonnes) 

------··--
Instarled Capacity at 
year end 

----------·---------·~--·----

1951-52 3.8 

1952-53 4.0 

1953-54 4.4 

1954-55 4.6 

1955-56 5.0 

1956-57 5.8 

1957-58 7.0 

1958-59 7.9 

1959-60 8.5 

1960-61 9.3-

1961-62 9.5 

1962-63 10.0 

1963-64 10.5 

1964-65 11.2 

1965-66 12.0 

1966-67 12.6 

1967-68 13.8 

1968-69 15.0 

1969-70 16.0 
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M---- ---~· 

Year Installed Capacity 
at year end 

---...#'~ 

1970-71 17.6 

1971-72 19.5 

1972-73 19.7 

1973-74 19.7 

1974-75 20.0 

1975-76 21.1 

1976-77 21.6 

1977-78 21.9 

1978-79 22.6 

1979-80 24.3 

1980-81 27 .o 

1981-82 29.3 

1982-83 33.2 

1983-84 36.9 

1984-85 42.8 

~£!.1 ICC's Data on Cement Industry· (1986). 
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facilities. It is not denied that the infrastructural 

facilities available in the country leave a lot t6 be 

desired but, if the secular decline in capacity utilization was 

-ent:.irely: .O!" ,even mainly due to any persistent constraints 

being faced by the industry- on either the supply or demand 

side~ tbep one ~uld have expected the rate of capacity-., 

expansion to gradually taper off, or at least, slow down 

significantly. However, what surprises one is the fact 

that inspite of the almost continuous increase in the level 

of unutilized capacity available, more and more capacity 

was being installed thrqughout this period ( see Table 4.4 ) • 

One wond~rs why an industry which already has a substantial 

amount of underutilized capacity should seek to expand its 

capacity even further without first attempting to utilize 

its excess capacity, and, in fact, \\"hy so much excess 

capacity was being maintained in the 'first place, when there 

was so much of excess demand for cement in the domestic market. 

This paradoxical situation can not be explained away 

merely by claiming that the increase in installed capacity 

was due to.the entry of new firms into the industry for, 

although several new firms were set up during this period, 

many of the existing firms also expanded their capacity 

considerably. For instance, the Cement Corporation of India 

( CCI) which was established in 1970, had expanded its capacity 

to 34 times the origin.a~l level by 1984, the u.P. state Cement 
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Corporation had increased its capacity to more than five 

times the 1966 level by 1984 ( see Table 4.5 )e The Birla 

Jute Manufacturing Company had increased its capacity to 

four times the 1966 level, by 1984. In absolute·terms, the 

largest increase in capacity of 38.47 iakh tonnes was recorded 

If the excess capacity was entirely due to low profit

ability and/or shortage of raw materials and infrastructural 

facilities, as _has been repeatedly claimed by the cement 

manufacturers, then how would one account for - firstly, 

the entry of so many new firms into the industry which, 

logically speaking, should have, therefore, invested their 
.. 

funds in more profitable industrtes for, virtually all these 

firms \':ere ones for whom cement was a major, if not the 

principal product, and secondly, the expansion of capacity 

by existing firms, who ought to have been aware of the 

scarity of raw materials and lack of infrastructural 

facilities. Why would these firms expand their cap_acity 

at all if they felt that it was not possible for them to produce 

more output .. ? 

If the excess capacity was neither due to supply nor 

due to demand constraints, then it obviously must have been 

maintained deliberately. In an oligopoly, firms do maintain 

excess c~acity intentionally in order to deter entry. The 



80 

TABLE 4,5 

Rated Capacity of same firms 

( in lakh tonnes ) 

1966 1972 1978 1984 

ACC 46.9 67.3 70.1 85.3 

CCI 2. 5 6.0 27.5 

U.P.State Cement Corporation 4.8 8.8 8,8 25.5 

Birla Jute Manufacturing 5.6 9.8 15.8 22.2 

India Cements Ltd. 8.2 15.1 15.1 15.1 

J K Cem~nt Works 3.0 13.4 

Lars·~n & Toubro 11.1 

:-lysore Cements Ltd. 2.0 4.3 5.1 10.4 

Narmada 10.0 

J aipur 7.5 10.2 8.6 9.9 

ramil Nadu 4.0 4 .• 0 9.0 

Kesora"ll 2.0 4.5 9.0 

Saurashtra 5.3 8.6 8.0 8.6 

Shree Diqvijay 6.4 8.4 8.4 8.4 

Century 7.5 

Maihar 8.0 

Coromandel· 7.5 

Andhra 1.9 2.4 2.4 7.4 

Rohtas 3.2 3.2 5.9 6.2 

Panyan 1.7 3.8 5.3 5,3 

Dalmia (Bharat) 4.2 1.9 4.0 5.2 

Madras 1.9 1.9 4.0 5.2 

Kalyanpur 1.5 3.5 3.5 4.8 

Chettined 4.0 4,0 4.0 

SOURCEs Data obtained from the Cea1ent Manufacturers' 
Association, 
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entry of new firms into the cement industry;..· during this 

period does not necessarily imply that entry deterrence was 

not attempted or was not successful, because in a situation 

of increasing demand, where the demand curve shifts outwards 

( as it seems to have done for cement, see Table 4.6 ) the 

existing £inns may tolerate some level of entry before resum-
. -----: .. -~ --': 

ing their entry deterring activity. 

Even more important than entry deterrence, however, 

it is contended that the expansion of capacity along with 

its underutilization reflected a policy of deliberately 

maintaining excess capacity in a situation of excess demand 

in order to pressurise the government to adopt a more liberal 

and more profit yielding policy towards the cement industry 
> 

since retention prices for cement were fixed on a •cost plus• 

basis. 

The plausability of this can be seen from the fact 

that even after the government assured a minimum 14% return on 

capital <Qrnployed to the cement units, and later, a more 

renunerative net post-tax return of 12% on networth for new 

units, and the levy quota was successively reduced from 100% 

of.actual output to 5~/o of actual output for existing units 

and 30% for new and sick units, there has been no improvement 

in the level of capacity utilization. Though each step 

towards the liberalization of price and distribution controls 

was followed by an increase in the capacity installed, there 



Year 

(1) 

1978-79 

1979-80 

1980-81 

1981-82 

1982-83 

1983-84 

1984-85 

TABLE 4L.§ 

Demand for Cem~ 

Demand for 
cement 

(million 
tonnes) 

Index number 
of wholesale 
price of 
cement. 
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Index nanber 
of wholesale 
prices 

. (all 
commodities) 

(Base: 1970-71 • 100 ) 

(2) (3) (4) 

24.0 197 185.8 

25.9 229 217.6 

28.0 233 257.3 

30.2 270 281.3 

32.6 365 288.7 

35.3 422 316.0 

37.0 464 338.4 

SOURCE: Column 1: •ACe' s Data on Cement Industry•. 

Columns 2 & 3, - Economic Survey 1984-85. 

The figures for column 1 are quoted from the booklet 
-nata on the Cement Industry• published annually by 
the ACe. The method by which the demand for cement 
was estimated was not stated. 
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was no comparable increase in production, with the result 

that capacity utilization actually declined. 

The graph showing ~he .relationship between ~ profitabil-! 

ity and; 'the. addit16rlal, capacity installed in each year/ 

capacity utilization also shows that "increase in capac! ty 

installed• bears a strong positive relationship to profit-

. ability with a lag•of one year, Whereas the level of 

capacity utilization bears no systemetic relation to 

profitability. 

If the leading firms in the cement industry did 

maintain excess capacity as a strategy of entry deterrence 

and such a strategy were successful, one would expect 

to find a positive relationship between firm size and 

profitability, and finn size and excess capacity, where 

firm size is measured in terms of both market share and 

capacity installed. 

And, if the firm~ are grouped together according 

to size ( in terms of rated capacity ) as has been done 

in Table 4.7, it can be seen that the highest level of 

underutilized capacity ( amounting to an average of almost 

27.50% ) was maintained by the firms in the largest size 

group, i.e. above 800 tonnes. 



T~ 4.7 

Degree of Underutilization of capacity (on the Basis of<the 
size of the plants • 

,I, 

T'A8LE: 4~7 

Size of units 1971 1972 
(1ooo tonneSf 

1973 1974 1975 1976 1977' 1978 1979 1980 Average 

. 

0-100 15.10 26.70 22.60 7.50 8.60 2.60 2.24 -0.30 2.37 22.78 19.58 

____ h ___ 

101-200 8.70 8.10 13.60 6.90 3.60 -3.00 10.68 12.10" 23.04 22.74 10.55 

201..-.350 11.40 18.60 27.10 29.30 24.00 12.20 18.51 6.14 31.33 31.00 21.16 

351~500 27 .so 18.90 26.20 31.50 17.90 8.90 11.97 8.04 21.22 35.43 20.73 

t 
··-----~- ---· 

501-800 18.00 11.20 12.70 21.70 14.40 4.60 3.14 14.2( 19.81 24.10 14.39 

-·-· 
800 8c above 30.20 20.40 33.97 33.80 33.40 -24.00 15.47 16.20 27.17 39.42 27.41 

----
TOTAL 23.68 20.26 24.19 27.96 2;3\.45 12.74 11.43 11.47 22.88 30.28 20.64 

SOURCE: Computed from various issues of •cement Production and Despatches• • -- (J) .. 
~ : Underutilized Capacity = ( 1 - OUt)2Ut ) X 100 Installed capaErty 
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It is also significant to note that there ~as 
practically no exPansion of capacity in any of the sick 

units over the entire period• e~cePt for Jaipur Udyog 

Ltd· In fact• 1n rranv of them• the rated capacitY actually 

declined. 
Therefore the possibilitY of the leading fit'!!'.S in 

the cement industry deliberately rraintaining e~cess 
capacity in order to deter enttY certainly can not be 

ruled out. 
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CHAPTER-S 

SICK UNITS 

In 1982, 1S .. units were identified as "sick" by 

the BICP and, on its recommendations, were granted certain 

concessions in the form of fiscal reliefs by way of a reduction 
--< 

.in the excise duty and other reliefs by way of further 

reduction in the tevy quota. Further studies were conducted 

by the BICP in 1983-84 and 1984-85, and the sickness 

concessionSwere continued for these units. 

Of the 15 units identified, 5 belonged to the A.c.c., 

2 to the U .P. state Cement Corporation Ltd., 2 to Tamil 

Nadu Cements, and 1 each to the_cement corporation of India, 

India cements, Jaipur Udyo9 Ltd., Kalyanpur Lime and 

cement works, Sone valley Portland cement COmpany Ltd., and 

Visvesvaraya Iron and Steel Ltd. 

The BICP assessed the total capacity of these 15 

sick units at 5.864 million tonnes in its 1983-84 and 

1984-85 studies. That would amount to about 15;88% of ·.the total 

capacity of the cement industry in 1983-84 and 13.69% in 

1984-85, as total installed capacity in the cement industry 

had expanded from 36.9 to 42.8 ~illion tonnes between 

1983-84 and 1984-85. 

Out of 'the 15 units classified as "sick" by the BICP, 

the following 12 have been selected for the purpose of this 

study;-
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1· Lakheri (ACC) 

2· Dwarka (ACC) 

3. Khalari (ACC) 

4. Sevalia (ACC) 

s. Sindri (ACC) 

6. Churk (U.P.State Cement Corporation Ltd.) 

7. Dalla (U .P.State Cement Corporation Ltd.) 

8. Charkhi-Dadri (CCI) 

9. Jaipur Udyog Ltd. 

1o. Shankarnagar (India cements Ltd.) 

11. Alangulam (Tamil Nadu Cements) 

12. Ariyalur (Tamil Nadu cements) 

out of the 12 sick units considered, only 3 units 

(ACC-Sindri, and to some extent, CCI-charkhi Dadri and the 

Jaipur Udyog Ltd.) seem to have genuine reasons for being 

sick' in the sense that the underutilization of capacity 

could be largely attributed to factors beyond the control 

of the management. 

For instance, ACC 's plant at Sindri, a "'et process 

plant with 3 kilns installed during 1955 to 1958, \'las 

designed for·loo% use of calcium carbonate sludge as a source of 

limestone,which was the waste product of the FCI's fertilizer 

plant located at Sindri itself, just one kilometre away. 
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However, sludge is now no longer available, as FCI 

has changed its process of production. Therefore, the 

cement plant now has to use slag1 instead, even though it 

is not designed to grind limestone. 

To make matters worse, the source~ of limestone 

deposits are located very far ofL~and---it has to obtain 65% 

of its limestone from a distance of· 144 Kms, and the 

remaining 35% of its limestone from a distance of 181 Kms. 

The BICP has assessed the capacity of the plant at 

2. 66 1 akh tonnes of PSC (Portland Blast FUrnace Slag cement) .• 

HOwever, due to limitation in raw mill capacity (which was 

not designed to grind limestone) the clinker capacity 

available frorr: this plant is only 0.93 lakh tonnes per annum. 

The remaining clinker is ,therefore, acquired fror:-: the ACC plant 

situated at Khalari (district Hazaribagh in Eihar) • 'l'he Jaipur 

Udyog plant has 4 wet process kilns installed between 1953 and 

1959. One of the major causes for underutilization~its capacity 

is power shortage. 

It cannot be denied that to some extent, proper 

management can overcome the problems created by power shortages. 

For instance, in many areas the seasons of power cuts can 

generally be forecast, and good management practice can 

obviate the problems of acute power shortage by planning 

routine plant maintenance at such times. 
---------------------·----------------------
!.Sludge is a kind of mud, whereas slag is in the form of 

hard pellets, which have to be crushed. 
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TABLE 5.J. 

Los~ of cWJent nrgW.!~!on gue tQ PQ~r cut~/;fai 1 ure~. 

l2Zi 1975 

!. Dwarka 5 2 

2.!<halati .. 2 

3. Lakhe:ti 5 

4. sevalia 

5. Sindri 15 13 

6. !IN PUR 101 41 

7. Churk 42 33 

8. Del-1a 115 43 

9. Sankarnagar 

10. Charkhi Dadri 

11. Al angulam 80 

1 2. Ar i y a lur 

S0URCE: "Cerrent Production and Despatches" 
1974l75;el;e2Js3:a4. 

L :N-~ 

(1 000 tonnes) 

1981 !2§1. 1983 1984 

7 13 6 6 

Nt N' 

25 27 3 

4 3 1 

4 5 4 1 

366 379 220 171 

25 -6 19 68 

42 13 9 84 

343 10 

32 9 29 

29 62 169 2 

13 90 
' 

97 26 



TABLE ~ 

CAPTIVE POWER AND l:TS__gQ,NSUMPI'ION IN THE CEl-IENI' INDUSTRY • 

..... 
'. ... Captiy~ £Qwer ~Qn§UWQtipn (KWH) 

1,978-79 1979-80 1980-81 

1. Jaipur Udyog 3,46,67,000 21551 26,000 21 26,.66, 000 

2. Churk 300 9,000 1,300 

3. Sevalia 2,66,80,000 1,86,50,000 91,70,000 

* % Q f !e.Qta1 consumption 

l978-:Z9 

40.77 

0.0006 

100.00 

1979-SQ 

36.45 

o. 022 

82.16 

1980-81 

50.07 

0.003 

60.29 

4. l<halari 2,03,70,000 2,02,60,000 1,31,50,000 100.00 100.00 100. co 

s. Dwarka 

6. Bhupendr a 

7. · Lakheri 

8. Bagalkot 
Udyog Ltd. 

30,50,000 22,80,000 9,70,000 

70,000 9,10, oco 10,000 

3 118,50,000 2,02,50,000 1,46,80,000 

9,000. 6,000 3,000 

8.39 

0.15 2.47 

90.41 99.21 

0.039 o. 052 

*Total power consumption = Power consumed from S.E.B. + power consumed from 
· own generation from captive power plant. .~ 

Sour~~: BICP Comrr~ttee Report, 1981. 

0.04 

72.09 
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Further, the High Level committee set up by the BICP in 

1981 found that in general, if a cement plant has stand-by 

power generation capacity for some 25-30% of its total 

po\-Jer requirements) it can insure itself almost totally 

against power cuts and power shut downs. 

However, as cari'be seen from ~able s~~the duration 

of power cuts/failures faced by the Jaipur Udyog plant seem 

to have been exceptionally long. 

Even thQugh its captive power generation capacity has 

been quite high (even exceeding SO% in certain years), it 

has not been enough to compensate for the po~~r cuts and 

failures. 

The charkhi oadri plant was set up in 1938 in Haryana, 

with a single semi dry process kiln based on nearby 

deposits of lime Kankar in ~bhindergarh district. Subsequently, 

one kiln was added in 1958. This was the first plant to 

shift away from the traditional, high fuel consuming wet 

' process. 

One of the major bottle necks faced by .this plant is 

deterioration in the quality of the Kankar, requiring the 

addition of sweetener to the extent of 60%. The use of sweetener 

adds to the cost of production. Also, due to the deterioration 

in the quality ~f the Kankar, high grade limestone now has 

to be purchased from Katputli in Rajasthan at a distance 

of 150 Kms •. 

1. See ~on paqe 92 .. '9'3~ 
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NOTEs Cement can be manufactured by two methods- the Wet -
Process technology, which has now become obsolete due 

to 1 ts greater consumption of fuel, and the modern 

Dry Process technoloqy~ which is relatively more 

economical. 

The rotary kiln, a huqe steel cylinder, is the 

principal part of the cement manufacturing plant. 

Lined with refractory briCks and mounted on steel 

rollers at a slight angle, the kiln, driven by a 

motor, rotates slowly at about one revolution per 

minute. 

In the wet process technology, crushed limestone, 

clay and water, in carefully defined proportions, are 

fed into grinding mills from where the mixture issues 

as a thick, creany substance known as • slurry' • 

The slurry is fed into the upper end of the kiln, 

while pulverised coal or oil is fired under high 

pressure into the lower end. While the slurry is in the 

kiln it is first dried, then calcined and finally cintered 

to a temparature which is maintained at about 2, 700 <7. 

During this process, the materials undergo a complete 

chemical transformation. What was slurry emerges from 

the discharge end of the kiln as , hard pellets known as 

"clinker". 
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In the dry process, limestone and clay are fed 

into a grinding mill into which hot air is also passed. 

The materials are heat-dried thoroughly and then reduced 

to a fine powder known as raw meal. After the raw meal 

has been thoroughly mixed with the aid of hot, canpressed 

gases, it ultimately enters a short rotary kiln of 

conventional desi;n to be burnt into clinker. 

The clinker, whether obtained by the wet or d_ry 

process, is allowed tO cool and is then fed into grinding 
' 

mills where, along with a small quantity of gypsum, it 

is reduced to a very fine powder which we call cement. 

The dry process eliminates the wasteful aspect of 

the wet process technology - a large anount of fuel being 

burnt merely to evaporate the water, and has become 

increasingly popular since the late 1950's. 



At both Jaipur Udyog Ltd. and Charkhi Dadri, high 

down time on maintenance due to agei~g was one of the major 

causes of underutilization of capacity. 

In fact, in 7 out of the remaining 9 units, dOwn time 

due to ageing of the plant apd break-down maintenance was 

_? major, if nQt the rnos~ important reason for underutilization 

of capacity. 

While, logically speaking, one may expect to find a 

positive relationship between down time and the age of 

the plant, this does not seem to be the case when we 

examine the data available. 

For instance, the unit at Dalla established as 

recently as 1972-73, and the Alangulam unit established in 

1970, both show a high down tirr.e of plant and machinery due 

to break-down maintenance. This obviously reflects 

inefficient management, more than anything elsel 

Further, a study conducted by the BICP in 1981 

finds that "as a result of better rr.aintenance, even the 

down tirr.e required for plants does not show any significant 

correlation, with the age of the plant". (BICP Corrrnittee 

Report, page 77, 1981). 

Again, the fact that both Dalla and Alangulam units 

were set up with kilns based on the obsqlete, high fuel 

consuming, wet process technology at a time when practically 

the entire cement industry had decided to adopt the relatively 
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more efficient, lower cost, fuel-saving dry process 

technology, obviously indicates bad decision making. 

Most of the units have attributed a very substantial 

proportion of underutilization of capacity to poor quality 

of limestone, long leads and, therefore, timely non availab

ility of limestone -and coal, and power shortages. 

However, poor quality of limestone and/or its 

timely non availability cannot be accepted as ~alid 

excuses.:. for underutilization of capacity. For, limestone 

being ~most irrportant raw material, it has been generally 

accepted that nearness to limestone deposits of a reason

able quality should be ~main consideration in setting up 

of cement pla~ts. 

As far as non availability of coal and the lack of 

a steady supply of power are concerned, there is no 

do~t that these two factors do have an adverse effect on 

capacity utilization and, are, to son'e extent, beyond 

the control of the plant's management. But, at the same 

time, it is true that proper mana9ement can obviate this 

problem to some extent. 

For instance, routine plant maintenance can be 

undertaken when coal stocks begin to run low, so that 

coal stocks can be built up while plant maintenance 

operations are in swing. 
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And, in fact, details of the average and minimum 

coal stocks (at any point of time) as indicated by different 

plants, do seem to suggest ~ that plant shut-downs due 

to the so-called "external •• factors have been exaggerated and 

could have been obviated. 

The 1981 BICP c6mrrittee found that' while many units 

reported a very significant loss of production of cerrent due to 

inadequate coal supply, one particular unit was able to 

report zero loss of production because of coal shortage, mer~y 

by timing routine repairs and maintenance and operational 

shut-down to synchronise with low coal stocks. 

Regarding power supply, in many areas the seasons of 

power cuts are generally predictable, and good managerrent can 

obviate the problem of acute power shortage by planning routine 

plant maintenance at such times. 

Many units have also atterrpted to either have captive 

power generation for their entire requirements of power or to 

have stand-by power generation capacity to meet the minimal 

requirements of power so as to avoid loss of production ,_. 

or damage to equipment arising from thermal shocks. 

Thus, we see that sickness in the cement industry 

could be attributed largely to firstly, managerial inefficiency, 

and secondly, to inadequate investment in repairs and maintenance. 
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Annual Installed Capacity of some of the Sick Units 
in the Cement Industry (1970-84). 

(in tonnes) 

Name of Co/Factory 

121Q ~ ~ 
ACC 

1. Dwarka 340,320 340,000 276,996 

2. Khalari 101,590 102,000 109,152 

3. Lakheri 365,710 356,000 322,464 

4. Sevalia 203,180 203,000 215,004 

5. Sindri 304,760 305,000 305,004 

CCI 

6. Charkhi -Dadri 239,000 174,000 

7. J aiQur Ud~og 818,000 1000,000 990,000 

~· 
Tamil Nadu Cements 

8 • Al anqul am 200,000 400,000 400,000 

~.State Cement Corporatgm 

9. Churk 474,670 .475,000 475,000 

SOURCE:Data obtained fran the CMA. 
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While the forrr:er factor could be accidental, the latter, 

i.e. the fact t~~se units did not even bother to carry out 

sufficient repairs and maintain the capacity that had initially 

been installed} could also reflect part of an overall oligopolistic 

strategy whereby certain units (mainly wet process ones) are. 

deliberately allo"wed to suffer losses over time or fall sick, 

-<so that sickness benefits can be-'obtained from the government. 

This view is supported by the fact that even a company 

like the ACC deliberately allowed some of its plants to remain 

sick (these were all wet process plants) ~ben the sickness 

could have easily been averted/cured by modernizing the plants 

and converting them to dry process units. 

(It is significant to note that out of the 12 sick units 

considered, 10 were based on the obsolete, high-cost, wet process 

method of manufacture. Also note that the sickness benefits 

received by these units from the governrr:ent '"er~ not necessarily 

utilized within the unit. For instance, the plant at Dalla 

received a sickness benefit of Rs. 5.52 crores during the period 

1982-83 to 1985-86, but, the study conducted by the BICP Cow~ittee 

in 1985 found that the unit had incurred hardly any expenditure 

on plant and machinery during this period). 

This oligopolistic strategy would be especially relevant, 

given the overall context of price controls and the retention 

price scheme - for, here we have another example of the effects 

of the interaction between government intervention and 

oligopolistic firms. 

1. See Table 5.3. 
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TABLE 5.4 

Factors Affecting Production 1981-84 (in 1000 tQnn._W 

Name of Mechanical Shortage of coal, Shortage of wagons 
Compa."ly /Factory trouble raw material ,power 

~l ~ 
l983 

_ill_ Pl 
1981 1982 1984 1981 1982 1983 1984 1981 1982 1983 1984 

1. Dwarka (AC<;:) 3 22 3 5 112 13 7 6 6 5 11 

2. Khalari (ACC) 3 9 5 17 N N 

3. Lakheri(ACC) 10 11 9 - I 64 30 3 3 

4. Sevalia (ACC) 9 19 6 4 3 1 

5. Sindri {ACC) 35 139 107 4 120 N N 

6. Charkhi Dadri 46 10 _,.9 3 48 9 29 
(CCI) 

7. Sankarnagar NA NA 67 107 NA NA 343 NA NA 10 
(India cements) 

8. Jaipur Udyo_g Ltd. 84 75 111 171 380 379 220 171 5 N 
(Sawairradhopur) 

9. Ariyalur 
(Tan:il Nadu 

88 47 118 124 13 90 97 27 33 2 8 

cements) 



(t) 

10. Alangulam 14 10 3 
(Tarril Nadu 

cements) 

ll.Churk 52 235 159 
(U.PoState · 
eerren t corp o- . 
ration) 

12.Dalla 236 346 279 
(U ~P.State 
Cerrent Corpo-
ration) 

NO'I'E: N - negligil:?le 

NA- Not available 

(.2.) (3) 

11 67 62 169 20 

138 79 6 70 76 

245 42 13 9 84 19 

SOURCE: Data obtained fraa the office of the Cement Controller of India. 
'!' 
! 

1 



Name of co/Plant 
-------------

1. Dwarka 

2. Khal ari 

3. Lakheri 

4. Sevalia 

5. Si!1dri 

6. Charkhi-Dadri 

TABLE 5,5 

Cost of Pr~uction_,2f Cement in some of the Sick Units_ 
1 

gos.t_~_t'l•T!'.t_Q..f_~~ent ___ ------·---------~------
(Rs. ) 

1982-83 1984-8.2_ 

532.67 NA 

454.31 499.37 NA 

445.95 466 .. 67 NA 

459.82 5 59. 67 NA 

422.91 478.76 N·A 

439 .. 32 437.95 481.49 

* Ex - WOrks costs of sales excluding interest and bonus. 

NA - Not available. 

1 :t4'1'-r Million Tonnes. 
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NarD§ of Co/Plant 
Rs. 

!!lQia cerrents OPC PPC Q.PC f.> PC 

7. Sankarnagar 437 398 535 484 

506 466 621 566 

8. Ja1pur Udyog Ltd. 421.57 464 .. 47 (OPC) 
' 391.45 428.44 (PPC) · 

Tamil Nadu ~~ent Ltd~TANCEM) 

9. Ariyalur 368 431 

434 509 

356 409 

420 487 

** RSC = Railway Sleeper cerr.ent. 

§~- ordinary Portland Cement. 

,-p~- Portland Pozzolana Cement. 

J..984-8~ 

** OPC PPC RS£ 
551 490 739 naked cerr.ent 

678 586 870 packed cerr.ent 

535 ) 
OPC cost for naked cerej 

675 ~ cost 1..,rith ba9s 

505 

~ PPC cost for naked cerr.en 

645 cost with bags 



~!I!L.Q!So /Pl ~ Ca~t :Qer _ M.T. Qf cement 
Rs. 

J:.W-83 1983-84 1984-85 

385 495 530 >oPe Naked cement 10. Alangulam 

~ 448 570 657 ~-'lith bags 

357 465 495 )PPC Naked cerrent 

4;.20 541 622 ~ With bags 

U.P. State ~emen:t ~orEQ;r;:a;t:i~Hl 

11. Churk 381 456 524 Naked cercent 

439 529 637 Packed 

12. Dalla 482 521 613 Naked cerrent 

536 586 740 Packed 

SOURCE_: Report of the BICP Committee on Sick Units in the Cement Industry(1985). 
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APPENDIX TO OiAPI'ER 5 __ P~ 



Narre of Co/Plant 

~ 

r * Capaci~y 
(in lakh 
tonnes 
per annurr.) 

(2) 

Nurrber 
of 
kilns 

(3) 

Type of 
process 

105 

TABLE 5.6 

SICK UNITS 

Year of 
installation 

(5) 

1. ·Dwarka 3.81 4 wet 1933 to 1965 

2. 

3. 

4. 

Khalari 1 Wet 1936 ~. 

Lakheri 3 wet 1931 & 1951 

Sevalia 2.64 2 \·let 1951- 1952 

* Capaci.ty as estimated by the BICP Conmittee 
on Sick Units io .. the Cement Indust.ry(l985). 

Capacity 
utilization 

(%) 

Reasons for sickness 

(6) 

1981-82 
1982-83 
1983-84 

1981-82 
1982-83 
1983-84 
1984-85 

1981-82 
1982-83 
1983-84 
1984-85 

1981-82 
1982-83 
1983-84 
1984-85 

(7) 
-------------

64-.00X Very old age of the plant •.. 
68.74% 
67.09% 

89.2~ 
94.1'"' 
96. 70X. 
71.8ox 

75.54% 
75.30~ 
84.01~ 
86.80X 

83.50~ 
82. 20~ 
76.20-' 
91.80% 

Age of plant, 
High cost of limestone.because the 
lirrestone ·available of poor quality 
and the deposits are scattered. 

Age of plant. 

The limestone ne~ds b~neficiation and 
\-IOWld require coal of 20-22% a-sh 
content as against the a~ailable 
24-26% ash content. Also, the plant is 
an old one. 

Contd ....• 



(1) 't2 ). (3) 

5. Sindri 2. 66 3 
(of FSC at 
the grind-
ing stage)" 

££!_ 

1.9¢ 6. Charkhi-
Dadri 

In!J'Iia Cen;ents 

7. Sankarnagar 8.73 

(closure of 1 kiln 
on l-1o-83 due to 
ageing and deter
ioration in 
perforrrance) 

2 

5 

(4) (5) ---
Wet 1955-1958 

Send.- 1938-& 1958 
dry 

Wet 1949-1970 

(6) 

1982-83 
1983-84 
1984-85 

1982-83 
1983-84 
1984-85 

73.00% 
84.00% 
78. 00>-' 

62.00% 
68.00% 
88.00% 

(7' 
-~--

---- -----
Serious raw rr.aterial con3trainCThis plant 
was designed for 100~ use of Calciurr Carbonat 
sludge which was the waste product of FCI I. 
Sindri. But sludge is now no longer availaUe 
as the FCI, Sindri, has changed its process 
of production. 

The clinker required to grind the eenen 
is 1. 24 lakh tonnes, but the clinker capacity 
available from this plant is onlvi.0.93 lakh 
tonnes per annum. 

High down time due to age of the plant; 
deterioration in Y4nkar qualitv requiring 
sweetener to the extent of 60>-'; absence of 
a kankar drier; long leads in respect of 
limestone and coal • 

. ~ 

LoH capac! ty utilization in the pas. t ha~ 
been due to deterioration ir. the performance 
of kilns installed in 1949 & 1956idue to age n 
tirrel y non-availability of lirnestc:rne and coal. 

i 

i 

c;;ontd •••• 



s 
" 

----- h) (2) ~3~----ar- {5 ~ (6) (7) 
------------------ --
e. ~~~£_Udf9g Ltd. 7.47 4 Wet 1953-1959 1981-82 64.50% ~:rwer shortage. 

1982-83 62. 00",4 High down time on maintenance due to ageing. 
1983-84 74.10% Existing limestone quarry is depleted and a 

new one is being opened up. 

Tarril Nadu ~ement~ 

9. Alangulam 4.23 2 Wet 1970 1982-83 65.60'-' High down time of plant and machinery due to 
1983-84 56.80% break-down maintenance. Raw material problems, 
1984-85 79.50% espectially timely non-availability of coal due 

to long lead and power cuts. Also, the limestone 
deposit has high over burden (overbutden to. 1ore 
ratio, 2.83$1) and mining is mainly manr~:.~al :and 
selected to obtain the requir,ed quality.· 'l'his 
adds to the cost of liwestone raising. 

10. Ariyalur 5.14 2 Dry 1979 1982-83 48.00% The plant has been operating at a low capacity 
1983-84 59. 00"1. ·utilization since inception due to the high~: 
1984-85 55. 00:{ hygroscppic and clayish nature of the limestone. 

Down-ti~re o£ the mill due to power cuts ranging 
from 2 to 16% during the period 1981-82 to 
1984-85. 



----------------------(1) ( ') 

U.P.State Cement 
C2rporatiQD== 

11. Churk 

12. Dalla 

4.80 4 
(for cement) · 

3o82 
(for clinker) 

4.00 2 
LTPA for 
cerrent & 

3o56 LTPA 
for clinker 

(4) 

Wet 

wet 

(5) 

2 in 1954 

2' in 1962 

1972-1973 

(6) 

1982-83 
1903-84 
1984-85 

1982-83 
1983-84 
1984-85 

c~et,t 
1982-83 
1983-84 
1984-85 

Clinker 
19a2=83 
1983-84 
1984-85 

SOURCEs Report of the BICP COmnittee on Sick Units in the 
Cement Industry (1985). 

48. OC"Io 
44. COY. 
39.00:4 

89.COX. 
8o.oo" 
73.00'-' 

11. 00"" 
21.0~ 
20.0021 

80.00%' 
65.0~ 
53.0~ 

(7) 

-----------------------------------------------

Lower capacity uti1ization for cetrent because the 
plant is grinding only part of the clinker produced 
and nearly 54~ of the clinker is transferred to the 
corr:pany • s grinding unit at Chunar to trake PSC. 

Low capacity utilization for clinker was rrainly due 

. \ 

to high stoppage hours on break-down rraintenance and 
deterioration of production rate due to age of plant. 
Also, high stoppage hours due to power cuts particularly 
in 1984-85 (to the extent of 1~). 

The plant is grinding only part of. the clinker in its 
own cement mills, about 70% being sent to the 
Company's Chunar grinQing plant. Reasons for under
utilization of Jd.ln capacity are mainly down-til[:e due 
to rraintenance and shortage of raw,.materials. 

NOTE: 'l'his unit received sickness benefit of 
---- about Rs. 5.52 crores during the period 

1982-83 to 1985-86, but the company incurred 
no substantial capital expenditure on plant 
and machinery during this period. 
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{1) DWARKA {ACC) 

This plant hcrl received a sickness benefit of 

Rs. 4.8 crores between 1981-82 and 1983-84, and spent 

Rs. 4.69 crores on modernization and replacement 

schemes. 

This is one of the very few sick units whose 

{>roposed investment progranme for the period 1985-86 

to 1989-90 would actually lead an increase in cement 

production (by 1.67 lakh tonnes per annum). 

{ 2) l<HALARI 

Reasons for sickness -

(a) Age of the plant 

{ACC) 

(b) High cost of limestone. The limestone available 

is of poor quality, and has to be enriched by 

beneficiation through the flotation process, due 

to which the average consumption of limestone per 

tonne of· clinker is about 2.54 tonnes, against the 

normal consumption of about 1.6 tonnes per tonne 

of clinker. Also, the limestone deposits are scattered, 

and the raising of limestone is entirely manual. 
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Comments: 

Since limestone is the most important raw material, and 

constitutes the largest single element of cost, nearness to 

limestone deposits is qenerally ~ main consideration in 

setting up of cement plants and so, if the quality af the 

limestone available is not good enough, or the cost of 

raising limestone is hiqh because tihe deposits are scattered, 

then this obviously reflects ·inefficient planning more than 

any thing else, because the quality of the limestone 

available and tl:le cost of raising it should have been taken 

into account in deciding where to set up the plant. 

The 1984 BICP Committee on sick units also noted that 

although this unit had received a sickness benefit of 

Rs. 1.90 crores during the period 1982-82 to 1983-84, 

no major scheme had been taken up for modernization of 

the plant. 

(3) LAJ<HE.RI (ACC) 

This plant had received a sickness benefit of about 

Rs. 5.08 crores during the period 1981-82 to 1983-84, and 

has spent about Rs. 4.75 crores on major repairs and 

rehabilitation, which resulted in a ~improvement in 

capacity utilization. 
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(4) SEVALIA (.ACC) 

The main reasons for the sickness of this plant are 

firstly, that the limestone (brought from a lead of 12 Kms.) 

needs benefic! ation and would require coal of 20% to 22% 

ash content, as against the actual availability of coal with 

24% to 26% ash content and secondly, the age of the plant. 

Here again, as in the case of the plant at Xhalari, the 

inappropriate quality of the limestone reflects very poor 

decision making more than anything else. 

(5) SINDRI (ACC) 

As has been discussed earlier in this ch~ter, this 

plant seems to have a genuine reason for being 1 sick •, as 

it was designed for 100% use of Calcium Carbonate sludge as 

a source of limestone, which was a waste product o:f the F"CI 1 s 

fertilizer plant located at· Sindri, and the sludge was no 

longer available, the FCI having changed its process of 

production. 
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(6) CHARKHI-DADRI (CCI) 

This plant hc;vi attributed its sickness to high 

gown-time due to the age of the plant, deterioration in 

the quality of the kankar available and long leads in 

resp~ of limestone and coal which contributed to the 

higher cost of production. 

As far as the decline in the qual! ty of the kankar 

available was concerned, this was a qenuine constraint 

beyond the control of the management of the plant. For, 

the deterioration in kankar quality required the addition 

of sweetener to the extent of 60~ and the sweetening process 

had not yet been stabilized, Sdfecting nodule formation 

and consequently the kiln feed and the rate of production. 

The absence of a kankar drier also affected the rate of 

production. 

(7) SANKARNAGAR (INDIA CEMENTS) 

Low capacity utilization of this plant in the past 

has been attributed mainly to deterioration in the perfonnance 

of the kilns installed in 194.9 and 1956 due to ageing, and 

timely non-availability of limestone (more than 60% of its 

requirements are purchased) and coal (long lead distance of 

1800 Kms.) and high fuel conSUlllJtion due to the wet process 

of production. 
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Here again, timely non-availability of ltmestone is 

not ~ genuine bottleneck. This problem can be easily sorted 

out through better management. And, if fuel consumption is 

high because of the wet process of production, then the 

plant should have undertaken a modernization programne to 

convert the production process to a dry one, as so many 

other units have done. 

It is interesting to note that this company received 

a sickness benefit of Rs. 12.22 crores from 1981-82 to 

November 1984. As against this benefit, the investment 

expenditure on modernization, replacements, etc. during 

1:981-82 to 1984-85 was only d. Rs. 2.62 crores and that, 

~oo, only on miscellaneous replacements of plant and 

machinery to simply maintain the production level. 

Its investment plans for 1985-86 to 1989-90 iovolve an 

investment expenditure of Rs. 20.35 crores- mainly on 

replacement of machinery -to ~aintain the current 

level of production. 

( 8) J AIPUR UDYOG L'I'D. 

This plant has been sick almost continuously ever 

since its inception in 1953, despite the fact that it qets 

95 .. 5" of its limestone from its own quarry. 
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·rhe BICP Cormd ttee of 1984 found that its future 

progranrne of investment for the period 1985-86 to 1989-90 

involved only replacements to maintain the level of 

production and would not result in any increase in the 

capacity of the plant. 

~er, as has been pointed out earlier in this 

chapter, this plant does seem to have a genuine problem in 

that the power cuts faoed by it have been exceptionally high. 

Refer to Table 5.1. 

(9) ALANGULAM (TAMIL NAOU CEMENT CORPORATION) 

This •plant has 2 wet process kilns installed in 

1970, and attributed its low level of capacity utilization 

mainly to a high down time of the plant and machinery due 

to break-down maintenance. 

But, firstly, if the plant was installed as recently 

as 1970, by which time almost all the cement companies had 

adopted the dry process of production for at least the new 

plants (if not the older ones), then the insta lation of a 

wet process plant was obviously a bad decision. 

And, secondly, a plant which had been installed as 

recently as 1970 should not be suffering from such frequent 
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break-downs. It obviously implies that the maintenance 

was inefficient. 

(10) AR.IYALUR (TAMIL NADU CEMENT CORFORATION) 

This plant has two dry process kilns installed in 1979. 

Its low capacity utilization was attributed to the very hiqh 

moisture content of limestone. 

Again, since nearness to limestone deposits is ~ 

main consideration in setting up of cement plants, ~~ .. 

if the quality of limestone is inappropriate, then obviously 

this tmplies inefficient decision makding because, the quality 

of the limestone available should have been taken into account 

in deciding where to set up the plant. 

Aqain, between 1982-83 and 1984-85 the company has 

spent Rs. 2.50 crores (as against the sickness benefit of 

Rs. 2.13 crores received during 1984-85 only), on this plant 

towards miscellaneous replacements of plant and equipment, ~ 

minor improvements to plant and quarry development. But, ~ 

major problem of moisture in the limestone available !!!!La!!!§ 

unsolved and is adversely affecting the plant• s operations. 
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(11) CHURK (U.P.STATE CEMENT CORPCRATION) 

This is a wet process plant with four kilns, two 

of 'Which wer-= installed in 1954 and the other two in 1962. 

The capacity utilization of this plant declined from 

_, a low level of &8% in 1982-83 to an even -lower level of """ 

in 1983-84, and further to 39% in 1984-85, because the plant 

was grinding only part of the clinker produced, and nearly 

54" of the clinker was being transferred to the company• s 

grinding unit at Chunar to make PSC (Portland Slag Cement). 

The down-time due to break-down maintenance was very 

high because of the age of the plant. This plant· had also 

faced a lot of power cuts since 1984-85. 

However, the company has initiated a progranrne to 

completely modernize the plant. It proposes to scrap all 

the wet process kilns and replace them with a single dry 

kiln of 1500 TPD. The BICP Canmittee (1984) estimated that 

continuation of the sickness benefit for three years would 

enable the company to achieve its plans ~odernization. 
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(12) DALLA (U.P. STATE CEMENT CORPORATION) 

This plant has two wet process kilns installed in 

1972-73. Here again, the installation of wet process units 

·at a time when the rest of the cement industry had switched 

over to the modern dry process technology was obviously a 

reflection of poor decision making. 

Its capacity utilization was 11% in 1982-83, 21% in 

1983-84 and 20% in 1984-85, because the plant was grinding 

only part of the clinker in its own cement mills, about 70% 

being sent to the company's Chunar grinding plant. 

The reasons given for underutilization of its kiln 

capacity were mainly down-time due to maintenance and 

shortage of raw materials. However, the plant• s age 

(13 years) cannot fully explain the excessive down-time. 

(l'he company has not furnisJled o::>mplete details against 

the BICP questionnaire). 

The unit had received a sickness benefit of about 

Rs. 5.52 crores during 1982-83 to 1985-86, but during this 

period the company bed ~ incurred any substantial capital 

expenditure on plant and machinery. However, it was found 

that in view of the plant• s modernization programne which 

is likely to cost substantially, sickness benefit for three 
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more years would see this plant through, by which time 

its plans for modernization were expected to be decided 

upon·and initiated. 
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CHAPl'ER-6 

CONCLUSION 

We have seen that by the 1930's economists had 

realized that oligopoly i.e. domination of the market 

by a few large, strategically interdependent firms was a 

situation more likely to occur than monopoly. The 

market concen:tx:at!on typical of oligopoly was likely to 

arise/be enhanced by the existence of economies of scale 

in production and marketing and the natural existence 

of or deliberate creation of barriers ·to entry - such as 

excess capacity, product differentiation, etc. 

The market power of individual firms under oligopOly 

implies that price theory loses a great deal of the 

si~plicity and determinateness which it possesses in dealing 

with perfectly competitive markets, where !~personal 

market forces are the most powerful factor. Situations 

of economic warfare, aggressive price policies, non-price 

competition, etc. can only be tackled within a frarr.e ,vork 

of game theory. 

Unlike monopOly, where security against competitors 

is implicit in the definition itself, and perfect competition, 

where the individual competitor is powerless to safe-

guard his position, the desire for secure profits should 

be given as much importance as the profit maximization 
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motive in attempting to predict/understand the behaviour 

of oligopolists, especially in view of the fact that the 

two objectives may often be conflicting. 

Prices under oligopoly tend:,. to be more or less 

rigidly maintained, since the price-cost margin is "' 

arrived at by the oligopolists after such a -great deal 

of careful planning- prices must be low enough to deter 

potential entrants, yet high enough to not provoke price

cutting by competitors, low enough to maintain the 

loyalty -'Of the customers, yet high enough to ... -. 

cover costs. Adjystments to changes in the external 

environment_;,particularly demand and costs, therefore, 

tend to be made through changes in the quality of the 

product, credit and discount £acilities offered, salesmanship, 

etc, as far as possible, rather than through price changes. 

rhe typical firm under oligopoly would tend to be 

of a larger than 11optimum" size- because a larger size 

denotes greater strength in terms of the ability to survive 

price wars, and would tend tn re-invest a~_larger proportion 

of its profi~within the firm even in the eyent of higher 

yields being obtainable elsewhere, as compared to firms 

operating in any other kind of market structure. The firm 

would also tend to incur a,larger expenditure on advertising 

and is more likely to go in for a higher degree of vertical 
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integration or, at least, interlocking of directorates 

and shareholdings. 

To reiterate, the behavioural pattern of a firm 

operating under oligopoly is dictated by not only the 

profit maximization motive, but also by the anticipated 

future behaviour of its rival firms- normally by the 

desire to·avoid provoking a price war, but, also at times, 

by a deliberate or even a sub-consious desire to provoke 

we· 
' Again, we saw in the first chapter how, unlike 

monopoly and perfect competition, oligopolistic industries 

are characterised by barriers to entry- which may be in the 

form of economies of scale in production and marketing, 

absolute co~t advantage of already established firms, product 

differentiation and legal barriers to entry imposed by the 

law for various reasons. Economies of scale in production 

imply a larger initial expenditure and greater risk 

(particularly if the elasticity of demand is low) for 

potential entrants to the industr~. .. Economies of scale 

may be either "real 11 - in the form of technical, managerial 

or labour economies, or .. pecuniary"- when purchase of inputs 

in bulk can lower the prices at which they are available or 

when higher l,evels of production lead to lower advertising 

and/or lower transport costs per uni~ of output. 
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The absolute cost advantage possessed by firms 

already established in the industry may impose a very strong 

barrier to entry if the potential entrant is a relatively 

new firm -the older firms may have acc<1uired knowledge of 

superior production techniques through past experience, 

and may even possess patent rights over' them~ may have obtained 

control over particular inputs required for production, may 

have easier G.C!cess to. funds- both internal and external, 

and may be able to ~erate at lower costs due to vertical 

integration of the production process. But, of course1 as 

has been pointed out earlier, a completely new firm entering 

an oligopolistic industry would also possess a definite 

advantage over existing finns, in terms of being able to plan 

its plant 'de novo' (from scratch) and adopt the most up-to

date method~ of production, and being absolutely free to choose 

the location of its plant and its distribution channels. 

Finally, we savJ that the most important barrier to 

entry is that of product differentiation, because buyers develop 

. preferences for particular existing brands of the good in 

questiot),,.and to entice them away, the new firm · must either 

be extremely innovative in.which case the very existence 

of product differentiation can act as an encouragement, 

rather than a deterDant to entcy_ or extremely efficient-

so that it can offer the product at significantly lower 

prices than existing firms. 
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Proceeding, then ,to inv.e.stment decisions, we saw that 

while the volume of net investment that · a finn would like to 

undertake in the form of net addition to installed capacity 

\'Iould depend on the projjected level of future demand relative 

to its current capacity (of which some idea can be obtained from 

the current level of capacity utilization provided there is no 
~ 

constraint on the supply side), as well as technical considerations. 

such as economies of scale , the amount of gross· and net 

investment it can actually undertake would also depend on its 

ability to generate investment funds-- from both internal and 

external sources. 

In the Indian context, the thc;ory of oligopoly as 

originall~{ formulated, would have to be modified slightly, 

because in India, as in Japan and south Korea, individual units 

in oligopolistic industries are Very often only part of a large 

business house, for instance, the Tatas, Birlas, etc. 

The theory of oligopoly had been formulated on the 

assumption that prices are allowed to be deteL~ined by the free mark~~ 
forces, \•!hereas in the Indian cement industry, prices and 

distribution \<.'ere compl~tely cont;rolled by t11e government (except 

from January 1966 to January 1968) until December 1982, and 

partially controlled after that. Despite the regime of price 

and distribution controls, however, we see that most of the 

predictions made by economic theory regarding the behaviour of 

firms in an oligopolistic industry- such as the maintenance 

of excess capacity, product differentiation, extensive. advertising 

expenditure, and collusion between firms did hold good for the 
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Indian cement industry. Price wars among the cement manufacturers 

in the 1920's led to the formation of the cement Marketing company 

of India in 1930, to promote the sale and distribution of cement 

at regulated prices. In 1936, 11 out of the 12 existing companies 

merged together to form the Associated Cement Companies {ACC), 

which now consists of over 18 companies. 
-: --: 

When the oa1mia- Jain group entered the field in 1937, 

and a price war broke out again, this time between the ACC and 

the Dalmia-Jain group, the two companies eventually set up a 

joint selling organisation which would fix prices, and distribute 

total sales betwen the two companies on a mutually agreed basis. 

In 1961, the Cement Manufacturers' Association (Cfv'IA) was 

set up "to encourage friendly co-operation and unanimity among 
1 

cement producers". When the price and distribution of cement were 

decontrolled fo~ two years- from January 1, 1966 to January 1,1968 

the cement manufacturers set up the Cement Allocation and 

Co-ordinating Organ! zation (CACO) to "regulate" the prices and 

distribution of cement. The decontrol of cement in Februarv 1982, 

was not a rep~acement of government control by that of the market 

but, rather, replacement by the organized monopolistic collusive 

power of the cement manufacturers in the form of the Cement 

Manufacturers• Association which took over the function of 

·~nitoring" the prices and distribution of cement. 

1. ttr'he Cement Industry in India 1914-1964 11 published by the 
Cement Manufacturers' Association in 1964. 
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In the chapter on price controls, it was contended that 

fixing of prices on a 1 cost.-plus• basis in a market which vms 

not exposed to foreign competition encouraged inefficiency~in 

the sense that producers had no incentive to lower costs, 

because that would mean a reduction in th~ controlled price -<and 

not a better return to them. Also, 'that the policy of dual 

pricing alon~ with partial decontrol adopted in February 1982 

encouraged the tendency towaids cartelization. Instead of 

permitting the free sale of an increasingly larger part of the 
' 1\ . 

total output of an essential commodity (being produced by an 

oligopolistic industry) Which was already in short supply, it 

would have been wiser for the government to adopt a system of 

dual pricing where the State would provide a reasonable profit 

margin to producers, while simultaneously trying to protect the 

more vulnerable sections of society or the priority sectors of 

the economy against an excessive rise in prices, for instance, by 

providing subsidies to certain groups. 

The partial decontrol of cement in 1982 was ~ a 

replacement of government control by the free forces of the 

market but rather, the replacement of one pri.ce regulating agency 

(the State) by another in the form of the Cement Manufacturers• 

Association, and it is rather unfortunate that ~he.~ monopolistic 

collusion of the cement manufacturers in such an organized 

manner should have taken place with the saaCU;:i.on and, apparently, 

·approval of the government. 
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In the chapter on !Capacity Utilization and Investment 

Behaviour• we saw how the very concept of •capacity" can be 

interpreted in various different ways, depending on which 

definition of capacity we choose to adopt. Accordingly, 

one -can obtain various different es~mates of capacity 

utilization, depending on how we choose to measure capacity. 

Ideally speaking, the capacity of a plant should be 

measured in terms of its •attainable• capacity, i.e., the 

output which it can produce given the quality of raw 

materials and availability of infrastructural facilities

the normal duration of time required for routine repairs 
I 

and maintenance, the number of shifts normally worked, 

the length of each shift and the number of working days 

per year. 

Since cement is a continuous process industry, we 

have chosen to measure the attainable capacity assuming 

three eight-hourly shifts a day, with 330 working days per 

year, allowing for a provision of a down-time of 35 days 

a year for nonnal maintenance work. This is in consonance 

with various studies conducted by the BICP. 

In that chapter, an attempt was made to offer an 

explanation for the downward trend in the capacity 

utilization ratio of the cement industry as a whole and 

of the observed 
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inter-firm differences in the level of capacity utilization. 

We saw ~hat)although the level of capacity utilization 

declined from an average of above 90% during the 1950's to ~ 

level of 85% to 90% during the 1960's and has since then been 

consistently,below the level of 85% recommend by the BICP in 

its various~studies, being only 71.5% for the period 198G~to 

1984, t.he leyel of installed capacity increased considerably 

during the entire period. 

The increase in installed capacity was not only due to 

the entry of new firms into the industry, but also due to a 

considerable expansion of capacity by ·some of the existing 

firrrs. FOr instance, the cement corporation of India, which 

was established in 1970, had expanded its capacity to 34 times 

the initial level by 1984. 

If the unutilized capacity could be attributed entirely l 
to low profitability and a. shortage of raw materials and infra-· 

structural facilitie~ as has been repeatedly claimed by the 

cement manufacturers then, it was asked, how would one account 

for - firstly, the entry of so many new firms into the industry! 

which, logically speaking, should have, therefore, invested 

their funds in more profitable industries, for virtually all 

these firms were ones for whom cement was a major, if not the 

primary product, and, secondly, the expansion of capacity by 

existing firms, who ought to have been aware of the scarcity 

of raw materials and infra-structural facilities. 
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If the excess capacity was neither due to supply nor due 

to demand constraints, then it was obviously being maintained 

deliberately. This was partly to deter entry, but mainly, it is 

contended that the continuous expansion 'of capacity simultaneously 

with an almost steady increase in the level of underutilized 

capacity available reflected a policy of deliberately maintaining 

excess capacity in a situation of excess demand in order to 

pressurise the government (through social and political pressure 

and by pushing up the average fixed cost-- since retention prices 

in the cement industry were fixed on a 'cost plus• basis) to 

adopt a more liberal and more profitable policv towards the cement 

industry. This view was supported by the graph shm..;ing the 

relationship between profitability and capacity installed/utilized 

which showed that while capacity installed showed a very definite 

positive relationship with profitability, with a time lag of 

one year, the level of capacity utilized displayed absolutely 

no relationship to profitability. 

Furthermore, in Table 4.l it was shown t'hat if firms are 

grouped together according to size, the highest level of under

utilized capacity (arrounting to an average of almost 27.50%) 

was rraintained by the firms in the largest size group, i.e., 

above 800 tonnes. 

In the chapter on sick units we saw that sickness was 

mainly due to managerial inefficiency as well as the lack of 

any gross (let alone net) investment in certain units. (This in 
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turn, could be associated with overall oligopolistic strategies 

which go beyond unit-specific considerations). 

In the ultimate analysis we see, therefore, that even 

within a regime of price and distribution controls, the 

objectives pursued by the leading firms in the Indian cement 

industry have been more or less in consonance with those 

predicted by oligopoly theory, though the ~~used to achieve 
~ 

these objectives have been different. n 



130 

BIBLIOGRAPHY 

1. lC.C, (1986) 11ACC' s Data on the Cement Industry•, Bombay. 

2. Ahluwalia, I.J., (1985) Industrial Growth in India, 

St8CJ11atLcm since the Mid-Sixties1 New Delhi1 

Oxford University Press. 

3. Baqchi, A.K., (1972) Private Investment in Indi~ 

1900-391 Canbridge University Press, London. 

4. Bain, J .s. (1956) Barriers to New Competition, 

Harvard University Press. 

s. (1954) 11Economies of Scale, Concentration and 

Conditions of Entry in 20 Manufacturing Industries 111 

American Economic Review, Vol. 64. 

6. Berle, A4A., and Means, G., (1932) The Modern 

Corporation and Private Property; New York. 

7. BICP (1985) Report on the Sick Units in the Cement 

Industry. 

s. BICP (1981) Report of the Committee on the Development 

of the Cement Industry Vol. II New Delhi. 

9. Cement Manufacturers• Association (1986) Statistics 

on the Indian Cement Industry, Bomblf/. 



131 

10. Cement Manufacturers• Association, (1964) 

•The Cement Industry in India 1914-1916•, Bcmbay. 

11. Commerce Research Bureau,. (1970) "Capacity 

Utilization in the Manufacturing Sector•, Banbay. 

12. Cn#l'$\ W.L., (1939), Corporate Size and Earni09 

Power, Cambridge. 

13. Das, K.B., (1987) Cement Industry of IndiaJ New 

Delhi. 

14. Desai, Ashok v ., (1983) -Technology and Market 

structure under Government Requlat!on, A case 

study of Indian Textile Industry"; Econanic and 

Political Weekly, Jan. 291 Bombay. 

15. Dixit, A., (1980) •Role of Investment in Entry 

Deterrence•, Economic Journal, Vol. 90. 

16. Economic Times - Various Issues. 

17. Fazzari, S.M., and Mott, T.L., (1986-87) -rhe 

Investment Theories of Kalecki and Keynes: An 

Emperical Study of Firm Data, 1970-1982"; Journal 

.of Post Keynesian Economics, Vol. IX No. 2. 

18. Fellner, w., (1949) Competition anong the Few, 

New York. 



132 

19. Financial Express- V·arious Issues. 

20. Government of India, (1979) Report of the Committee 

on Controls and SUbsidies, New Delhi. 

21. Governuent of India, (1985) Economic Survey 1984-85, 

Delhi. 

22. Government of India. (1966 to 1983) Cement Production 

and Despatches' Delhi, Annual Issues from 1966 to 

1983. 

23. Government of India, (1984) Cement Data Book 1984, 

Delhi. 

24. Hay, A.H., and Morris, D.J., (1979) Industrial 

Economics, Theory and Evidence, Oxford University 

Press, New York. 

25. Indian Tariff Board, (1925) •Report on Cement•, 

Calcutta. 

26. Jha, L.K., (1985) Growth, Inflation and other 

Issues, New Delhi. 

27. Kaldor, Nicholas, (1935) ~!Market Imperfection and 

Excess Capacity•, Ec:onomica, Vol. II. 

28. Koutsyiannis, A., (1979} Modern Micro-economics, 

(2nd edition), London. 



133 

29. Munshi, M.C., (1948) Industrial Profits in India 

(1936-44), New Delhi. 

30. N.C.A.E.R., (1978) Cement Industry in India

problems and prospects1 New Delhi. 

31. ,Nourse, E.A., (1941) 11The Meaning of Price Policy•, ' 

The Quarterly Journal of Economics, February. 

32. Pattnaik, P., (1966) •Expansion inspite of excess 

capacity - a possible explanation•, The Economic: 

Weekly,· october 29r Bombay. 

33. Phillips, A., (1970) 11Measuring Industrial Capacity 

and Capacity Utilisation in Less developed countries•, 

Industrial and Productivity Bulletin, No. 15, UNIDO, 

Vienna. 

34. Poddar, v., (1962) -cement Industry•, Vol. II 

Dalmianagar. 

35. "·-- (1966) ''Cement Industry", Vol. III Dalmianagar. 

36. Rothschild, K. \'7., (1947) "Price Theory and Oligopoly•, 

The Economic: Journal, Vol. LVII. 

37, Scherer, F.M., (1970) Industrial Structure and 

Harket performance, Chicago. 



,-, ...... 

134 

38. Spence, A.M., (1977) •Entry Capacity, Investment 

and Oligopolistic Pricing•, Bell Journal of 

Economics, Vol. a. 

39. Tariff Commission (1974), Report on the Comprehensive 

Review of The cement Industry and Revision of fair 

ex-'WOrks Price7 Delhi. 

41. 

The Times Research Foundation (1982) Price Controls 

in the Indian Economyt · New Delhi. 

Ulton, M.~, (1970) Industrial Concentration, 

Penguin, Middlesex. 

42. Waterson, Michael, (1984) Economic Theory of the 

Industry7 Ccrnbridge University Press, Caubridge. 


	TH25470001
	TH25470002
	TH25470003
	TH25470004
	TH25470005
	TH25470006
	TH25470007
	TH25470008
	TH25470009
	TH25470010
	TH25470011
	TH25470012
	TH25470013
	TH25470014
	TH25470015
	TH25470016
	TH25470017
	TH25470018
	TH25470019
	TH25470020
	TH25470021
	TH25470022
	TH25470023
	TH25470024
	TH25470025
	TH25470026
	TH25470027
	TH25470028
	TH25470029
	TH25470030
	TH25470031
	TH25470032
	TH25470033
	TH25470034
	TH25470035
	TH25470036
	TH25470037
	TH25470038
	TH25470039
	TH25470040
	TH25470041
	TH25470042
	TH25470043
	TH25470044
	TH25470045
	TH25470046
	TH25470047
	TH25470048
	TH25470049
	TH25470050
	TH25470051
	TH25470052
	TH25470053
	TH25470054
	TH25470055
	TH25470056
	TH25470057
	TH25470058
	TH25470059
	TH25470060
	TH25470061
	TH25470062
	TH25470063
	TH25470064
	TH25470065
	TH25470066
	TH25470067
	TH25470068
	TH25470069
	TH25470070
	TH25470071
	TH25470072
	TH25470073
	TH25470074
	TH25470075
	TH25470076
	TH25470077
	TH25470078
	TH25470079
	TH25470080
	TH25470081
	TH25470082
	TH25470083
	TH25470084
	TH25470085
	TH25470086
	TH25470087
	TH25470088
	TH25470089
	TH25470090
	TH25470091
	TH25470092
	TH25470093
	TH25470094
	TH25470095
	TH25470096
	TH25470097
	TH25470098
	TH25470099
	TH25470100
	TH25470101
	TH25470102
	TH25470103
	TH25470104
	TH25470105
	TH25470106
	TH25470107
	TH25470108
	TH25470109
	TH25470110
	TH25470111
	TH25470112
	TH25470113
	TH25470114
	TH25470115
	TH25470116
	TH25470117
	TH25470118
	TH25470119
	TH25470120
	TH25470121
	TH25470122
	TH25470123
	TH25470124
	TH25470125
	TH25470126
	TH25470127
	TH25470128
	TH25470129
	TH25470130
	TH25470131
	TH25470132
	TH25470133
	TH25470134
	TH25470135
	TH25470136
	TH25470137
	TH25470138
	TH25470139
	TH25470140
	TH25470141
	TH25470142
	TH25470143
	TH25470144
	TH25470145
	TH25470146
	TH25470147
	TH25470148
	TH25470149

