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Introduction

1.1 The sugar industry, as msny other industries in
vIndia. ie»character&sgd by a high dggraa of state inter-
ventionism. At various levels, namely, the fixing of the
miningum price to& cane, levy prive of sugar, excise and
bther dﬁtias, monthly quotas for the open and controlled
markets and finally export qxiqtés_, the sta.t_e” ihtex;venes

acti%aiy in the sugar eehnamy.

t.2 With such a high degree of state intervention the
sugar economy cannot be regarded as opsrating according to

the 'traditional' laws of a free market economy. The state

in aialaes society, we must note,‘ia not a neutral arbitrator
seeking to protect the interests of all its constituents but an
‘active instrument in the hands of the ruling classes for the

" perpetuation of s class society.

1.3 Given our understanding of the state and our knowledge
about tﬁe extent of atate intervention in the sugar economy it
booomes relevant to study the n#tura of official poliocies and
their implications for the different classes that constitute

this etonomy.

1.4 Our study is restricted to the period 1967-68 to 1976-T7,
that is, the period of Partial Decontrol. We do this with a



' specific purpose in mind. For twenty years after Indepen-

~ dence the state has experimented with controls and decontrols
alternately with a view to stabilising sugar cane and sugar
production and offering the cultivators, the manufacturers

and the consumers a "fair" deal, Finally, it was belioveﬁ
that the Regime of Partial Decontrol offered the solution by
affording the manufacturer an opportunity to pay a remunerative
price for cane; making sugar available at a 'reasonable' price
to the bulk of the consumers (through the ratiom shops) and
finally assuring the industry a 'decent' rate of return from

sales on the open-market.

1.5 Surely if all these expectations were realised the
situation would be ideal. The question, therefore, is whether
or not these expectations have been realised in practice. It

{8 to answer this question that we have undertaken this study,

HMethodology and Dats
1.6 We firat examine the nature of the sugar economy.

The ¢lass character of the grower and the manufacturer is ang-
lysed and the nature of their relationship examined. Second,
wo oxamine the obJectivas « as stated, and the implications =
as observed, of the Dual Price System. Third, we discuss the
actual experience of movements in pricves, production, stocks,
exports and per capita consumption during the regime of partial

decontrol and the implications of these movements for the grower,



the manufactumr and the trader. Finally, we examine
eritically the Sugar Policy for the 1977-78 Season given
our understanding of the nature of the sugar economy. .

1.7 The data we have used are basically secondary

published data. Ve also put forward some quaﬁeitativu evi~
dence which was gathered during the field trip to New Delhi
when we held discussions with some officials in the Ministry
of’Agriculture and Irrigation. The data are baﬁed on published
government reporis; the sources are mentioned as and when they

are clted,



OF 8 ECONO

2.1 The Suger Industry in India 1s about half a
century old and is the second largest agro-based industry.
There are over 225 sugar factories which provide direct
employment to about 2.5 lakhs workers and income %0 nearly

20 million growers who cupply the sugar cane,

2.2 It is a characteristic feature of the Indian sugar

' economy that, unlike in most other sugar cane growing coun-
trioé. here cane is grown to a large extent on small and
medium sized holdings numbering about 20 million., While in
the whole of Latin America, Bast and West Indies and Southw
East Asia cane is giown on vast plantations, employing hunw
dreds of slaves at one time but now largely wage-labour dased,
in India alone one finds cane being grown on small, semi-medium
and medium sized farms. Available data relating to the years
' 1954-55 and 197071 (sse Tables 2.1 and 2.2) show that nearly
85 percent of the area undexr cane is distributed among such
noldings, (that is, in the range of 0.00 to 9.99 hectares)



while only about 15 percent is in wery large holdings of
more than 10 neotares. ¥

Operationg) Holdings

1934~
?ii’;;‘i:::i Forth East  South  Vest ?}:::h All  Type of
res) India India Indfa Indis India India holding

Below 0,60 1.42 1.84 2,67 1.63 0.00 1.34 -
Below 1.00  3.68 3.67 5.3 3.2  0.94  3.32 Marginal
1.00 to 2,00 23.36 208,19  31.56  8.1% 10,03  22.08 Small

2.00 £04.00 33.94 2125 22,46 13.83 26,02  29.55 Semi Medium
4.00 t0 10,00 20,20 30.40 18,19 37.38  45.15  31.44 Mediu
Above 10,00 18.82 16.49 22,45 35.77 17.86 13,81 Large

Total 100,00 100.00 100.00 100,00 100,00 100,00 =

Note: Rorth India = Uttar Pradesh; East India = Bihar, Orissa,
Assam, West Bengal, Manipur, Tripurs, etc., South India =
Kerala, Mysore, Coorg, Andhra, Madras; West India =
Bombay, Saurashira, Gujarat, Kutch; North-¥West India =
Rajasthan, Punjadb, Jammu and Kashmir, Delhi, Himachal
Pradesh; (Contral India, which includes Hadhya Bharat,
Hyderabad, etc., is left out of this Tabdble).

Sgurce: N.S.S, Repart Ho.74 (1954-55) on land holdings.

-1-/ There has been some change in the distribution of land holdings
between the two timo-points mentioned but the share of large
holdings has not aignificantly altered. Secondly, it must be
noted that Maharashtra and Haryana have a greater proportion
of large farmers than the rest of India, However Haryana is
not a major producer and may bs ignored. The case of Mshara-
shtra 1s important but here also large farmers account for
only 28 percent of the totsl area under cane.



Zable 2,2: Sugarcene Culif Wﬂ.ﬁ
Holdings 1970~T1 Percentages)

Mahara~ Bihar Harya- Pun~ Tamil Andhra All
stra ns Jab Fadu Pradesh India

Size-Clans

(in hectares) U+F

Bal@' 0550 658 2.’ 1‘00 f.O 009 5.' 5.2 -
Below 1.00 i?oz 603 20.8 3.4 4.6 14.3 14.6 13.7

FRd

1.00 to 2,00 19.3 10.5 14.1 7.5 10.2 19.4 17.7 16.4
2.00 to 4,00 27,2 19.5 21,5 19.0 55.0 26,5 21,9 24.6
4,90 to 10,00 26,9 3543 23.4 418 41,7 28,6 26.0 2.6
Rbove 10.00 9.6 27.3 20,2 28,3 18.5 11.2 19.8 15.7

Total 100.00 100,00 100,00 100,00 100,00 100,00 100.00 100,00

3
£

Sgurge: AlleIndia Report on Agricultural Census, 1970-Ti.
Einistry of Agriculture and Irrigation, Government of India.

2.3 It 1o true that the smallness in the size of holdings

we have referred to is only in relation to the size of sugarcane
farms in other major sugar producing countries and not to the
average size of operational holding (i.e. average area oropped

by a household) in India which itself is very small. But its
significance lies in the fact that mdividual growers cater only
to a small fraction of the needs of an average-sized factory
(with a orushing capacity of 1250 to 2000 tonnes of cane per day).
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This naturally gives the factory owner a monopsonistic

pover vis-a-vis the growers. On an average each factory

in India bﬁys.cane from & few thousend growers every day

during the crushing season., If a factory refuses to buy the
‘oane from any grower or merely keeps him waiting at the faotory
gate he can de financially ruined since the sucrose content

of cane declines rapidly and reduces the weight of the cand.g/

2.4 As far the Indusiry itself we find two types of
factories, nemly, the jJoint stock privatq and public limited
companies and the growers' co-operatives. By and large the
entire North and most of Tanmil nadu are dominated by joint
~stock oompanies set up by thaging Agencies during the 1930's
énd 1940's or by indigo planters who were forced out of their
ersivhile business due to the fall in demend for natural indigo.
In some cases even yig landlords and traders came forward to
invest in'sugar factories. Some of them had in fact induced
the cultivation of cane among growers in order to find adequate

supplies for their factoriss,

245 The phenomenon of "forced commercialisation" referred
to by some economic historians was essentially manifested in

sugarcane cultivation in U.P.zl The 8Sugar Industry Protection

31 Paynont for cane is besed on the weight of the cane at the
factory gate.

2/ See E.¥hitcombe, "Agrarian Conditions in Horthern Indla"
0.U.P, (London) (1971).



Act, vwhich was enacted in 1932, helped the industry by
shutting off the highly competitive Javanese Sugar industry
and this, coupled with the economic powerlessness of the -

grovwer, gave a £illip to profits in the industryﬁl.

2.6 After the mid-fiffies the Government made some effort,
however, to encourage the growth of growers' Co-operatives and
of Co~operative sugar factories., 4s a result the number of
 co-operative factories went up from 2 in 1950-51 o 20 in 3960-61
gnd to 96 in 1974~75. This was, ofcourse, the result of the
government's licencing policy which had explicitly stated that
in the case of the sugar industry preference shéﬁld be given to
eo—aperative factories vis-a-vis joint stock companies. The idea
was to protect the interests of the many small and medium growers.
However, what happened in actual practice needs to be examined.
In Msharashtra and Gujarat (which account for more than one half
of all co-operative factories; see Table 2.3) the Sugar Industry
Enquiry Commission (1974) found a neat integration of the big
landlord and the memufacturer in what is called a "growers'

co-poporative factory.

5/ The imposition of a protective duty on imports brought down

- the imports of sugar from 5.86 lakhs tonnes in 1931-32 to
3.89 lakh tonnss in 1932«33 and to 24,000 tonnes in 1936~37.
T1ill 1950-51 again imports of sugar never exceeded 50,000
tonnes per annum,



ZIsble 2.3t Pattern of Ownexship of Sugar Factories.
3dn Indis

State

Jomt Co-opw State State Joimk Coeop- State Potal

stock omtlve secter Total sok exratiw sector

Andhra 10 8 2 20 Orissa 1 2 - 3
Pradesh :
Bihar 28 1 1 30 Punjadb 2 4 - 6
Gujarat = 8 - 8 Raja- i 1 1 3

_ sthan
Haryana 1 2 - 3 Tamilnadu 10 8 - 18

Uttar

Kerals 1 2 - 5 prs desh 63 5 5 13
Hadhya Veat
Pradesh 5 1 - 6 Bengal 2 - - 2
Hahg-
rashtra 11 42 - 53

Karnataka 6 8 1 15 All India 141 84 10 235

Source: India Sugar Year Book, 1973-74 (I.S.K.A) New Delhi

2.7 The Report of the Sugar Industry Enquiry Commission
atates ",.... the advantages which accrue to a co-operative
factoi'y are enjoyed by a small number of cultivators only.

In some co~pperative factories there is a reluctance on the
part of the existing members to enlarge the membership of the
faotory. It is said that the co-operative factories have



- 10 =
>

become a clome preserve of a limited number of shareholders
and families". Further, the Report adds, "The cowoparative
factories in Maharashtra and Gujarat also pay high prices for
cane to their meombers whose nwmber is limited". It has also
been alleged that some growers who are members of co-operative
sugar factories buy the cane unofficially from smaller growers
at their farms and in turn sell it to the factory as their pro-
duce. This enables them to buy at a price which is less than
the statutory minimum price from small growers and sell it at
a very high price to the factory 2( In practice, therefore,
the co-operative sugar factories are controlled and run by the
big landlords or rich peasants rather than the majority of small

and medium growers,

(2.8 7o sum up, on the production side we see that in most

"j states sugar cane is cultivated on small and medium sized hol-
dings by growers who number in millions (a few thousand for each
factory)., Host factories are joint stock companies owned by
nanaging egencies or big business houses, big land owners and

\ traders é/. In some states, specially Msharashtra, where co=-

L operative factories are more dominant one has reasons to suspect

2/ "A sanple study of tho organisation of cane supplies in co-
operative factories showed that the patisrn of supplies was
inexplicable in a number of cases, It was found that there
is little rolationship between the ares under cane with a
member and the quantity of cane supplied by him..... It shows
that in some cases members of co-operative societies supplied
cane produced by others in their own names®"., .47, Report of

6/ the Sugar Industry Enquiry Compission, 1974, Govt. of India.
Some of the big business houses with investment in sugar industry
include the Birlas, Shri Rams, Singhanias, Dalmiss, Parrys,
Walchands, Hodis, ete.
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that even these are controlled by big land owners,

2,9 On tﬁe consumption side we see that sugar is consumed
largely by the upper income groups both in urban and rural

areas. The National Seample Survey Téblea on Consumer Expenw
diture show the following: . . Both in rural and urban sreas
sugar consumption is very unevenly distributed as between the
different expenditure groups; in 1961-62, as Table 2,4 shows,
1n-urban areas the hpttqn 30 percent of the population accounted
for only 16 percent of the total consumption of sugar while the
top 30 percent consumed 47 perceht of the total. In rural areas
the pattern of consumption is still more skewed--the bottom

30 percent consumed about 7.5 percent while the top 30 percent

consumed about 66 percent (Fig.! shows the lorens curves of

" sugar consumpﬁion).

Igble 2.4: Consumption of S
3593 Dgci;gs é;;—lgdia Urbgn and Eg;al 1261:§ .
Decile .  Relative. - Cumulative " Relative Cupulative
Group Share (Rural) /Share (Rural) Share (Urban) Share (Urban)
1.32 1.32 3,62 3.62
2.21 3.53 6.23 9.85
5.26 T.47 6.09 15.94
6.62 11.88 8.28 24.22
10,63 17.25 8.34 32,56
6.88 24.153 9.72 42.28
9.4Y . 33.54 10.57 52,85
12.50 46.04 14,78 67.63
18,37 64.41 21.44 89.07
35.59 100,00 10.93 100,00

vl

CW DA VN -

Source: Computed from N.S.S.Report No.200, 1961-62, (17th Round),

Tables on Consumer Expenditure.



Figure 1 also shows that consumption of sugar is less
unequal in urbsn areas ns compared to rural areas. This may
be partly due to the fact that the Public Distribution System
caters largely to urban areas (except in Kerala) thus enabling
the poorer sections to vonsume more than their counter paris

in rural areas,
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2,10 Secondly, the consumption of sugar in urban areas

is much more, in per capita terms, than in rural areas. Per
Capita consumption of Sugar in 1971 in rural areas was esti-
- mated to be about 5.35 kgs. per year and for urban areas it
was estimated to be about 15.15 igs per year -Z/ « Given the
distribution of population between rural and urban areas
(sccording to the 1971 Population Census 19.1 percent of the
population lived in urban areas while 80,9 percent lived in
rural areas) we have estimated that about 40 per cent of the
total consumption is in urban areas while 60 percent is in

rural aresas Q/n

2.1 Thirdly, we observe that per capita consumption of
sugar has fallen ovar the decade of the 'sixties. The N,5.S5,
Reports on Consumer Expenditure for 196162 and 1970-T71 show
that per capits consumption of sugar, over 'All Classes' for
a period of 30 days, hes fallen from 0.93 igs in 1961-62 %o
0.68 lga. in 1970-T1 (in urban erees).

Z/ Report of the National Commission on Agriculture, 1976,
Part III, Appendix 10.3, p.51.

He estimated this on the basis of the above per capita
consunption and population figures,

]& :
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‘“a&;s_.;5_m_2e;;_5nL&a_._a_blx_gengsanxiga~gz
Sugar 196162 and 1970-71:A1)=

»e

(4n gs)
| Year Urban Rural
1961-62 0.95 0.21
1970-74 0.68 0.24

Source: N,S,5., Report No.200, 1961~62 Part II (17th Round)
N.9.S, Draft Report No.250, 1970-71 (25¢h Round)

2.12 This f£all in consumption cannot be explained as being
due to lack of availability since the per capita net available

1lity has increased over the yaars.gl

2.13 Pinally, we must note that in rural aress it is gur
which is more commonly used both as a sweetening agent and
for cooking purposes. The consumption of gur in urban areas
(vis~a~vis rural aress) is lower because in urban areas gug

is used primarily for cooking purposes and not as a sweetening
agent,

2,14 What we have done so far is to show who grows sugar

cane, who produces sugar and who consumes it - in other words

2/ Por capits net availability increased from 5.56 lygs per year
in 1950-53 to0 5.30 lgs in 1960«63 to 6.73 s in 1970-73,
While per capita net availability has inoreased we see, from
the N.5.3, Consumer Expenditure data, that per capita con-
sumption in urban areas has fallen between 1961-62 and 1970-Ti.
This can be explained only as being due to the steep vise in
the price of sugar. The Index of Wholesale Prices rose from
103.7 in 1962 to 204 in 1972, We shall examine these trends
¢learly in a later chapter and analyse their implications,



the group interests underlying the Sugar Bconomy.

2.15 Prom as early as 1932, when the Sugar Industry
Protection Act was enacted, the industry has witnessed
State intervention at various stagea. Be it in the form of
statutory minimum prices for cane, the monthly releases of
sugar, the levy quotse for sugar, or subsidised exports of
sugar, etc., the state has actively intervened in the sugar
econom&. Even during periods of complete deconirol, as far
as trade was concerned, the govermment continued to retain
the power of releasing monthly quotas for sale on the open=

market.

2.16 | How exactly this Policy, during the regime of partial
dacontrol,’has affected thg 1ntares§s of the grower, the manu-
tgcturer and the conswumer will be discussed in following
chapters 12/ .

‘/32/ By "Partial Decontrol' is meant the regime of trade and
prices in which part of the output is sold at a fixed price
through Ration on Fair Price shops and part of it is sold
through the open-market where prices are alloved to fluctuate.
In India the regime of partial decontrol has been in operation
(in sugar) since 1967-68 (with some gaps in between). At
present ( from 1977~78 season) 60 percent of the output ias
released for sale through the Public Distribution System
while 40 percent is sold on the open-market.
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SHAPIER 2
THE REGIME OF PARTIAL DECONTROL ~ OBJECTIVES AND IMPLICATIONS

3.1 The =ugar economy in India has had a history replete with
chenges in the regimes of prices and distribution (ses Table 3.1).

b
Year Regime of Prices and NMinimum All-India Whole-
(0ct.~Sept,) Distribution Price of cane s=sale Price Index

: . per Quntl. 1952-53 = 100
. _ Snggr Guyr
1950-51 Selective Control 4.69 97 202
1951=52 Selective Control 4.69 104 146
195253 Partial Decontrol 3.52 100 100
195354 Complete Dzoontrol ‘ 3.85 96 138
1954-55 " " 5.85 105 133
1955456 " " 5.85 95 85
1956-57 '
1957-58 Complete Control - 3.85 104 105
1958-59 " L 3,85 120 125
195960 " " 4.34. 127 145
196061 n " ' 4.34 122 155
196162 Decontrol (from Sept. '61) 4.34 127 145
1962-63 Decontrol (upto Apr, '63) 4.34 127 118
196364 Complete Control 4,60 136 207
196465 " " 5.36 150 215
1965-66 " " 5436 162 169
1966-67 " » 5.68 164 187
1967-68 Partial Decontrol 7.37 177 426
196869 " " 7.37 200 480
196970 " # 7.37 199 241
197071 " " T7.57 197 204
1971«72 Decontrol from May '7T1

Yoluntary Decontrol from
Jan, '72 T37 204 300

1972-73 Partial Decontrol{from July '72) 8.00 257 414
1 97374 Partial Decontrol 8.00 270 442
1974-75 " " 8,50 296 441
1975-76 v " 8,50 -

Source: 1. Tariff Commission, Report on Cost Structure and Fair
Price Payable to the Sugar Industry, 1973.
2. AP.C., Report on Sugar Cane Price Policy for Various
Seasons from 1967-68 to 1974-75.
3. Hinistry of Pood & Agriculture, Bulletin of Food
Statistics -~ Various Issues,
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3.2 Starting from 1932, when the state intervened for

the first time in the sugar economy through the Sugar Industry
Protection Act, right through to this day various regimes of
price and distribution have been in operation. From 1957-58
till 1966-67, however, Complete Control over sugar prices and
distribution prevailed (excepting in 1961-62 and 1962-63 when

no controls existed),

35¢3 These chénges from time to time in governmental policy
have been nothing but short-term solutions to recurring crises
of either excess supply br shortage. In times of acute soarcity
the government has been intervening to check any "undue" price
rise and in times of excess production the expressed aim has
been to prevent prices from falling to unremunerative levels,

Be this as it may, the Government has not so far savolved a
long-tern policy with the explicit purpose of preventing the
continued ocourrence of periodic excess and shortsges.

Table 3.2 shows the cyclical movement of sugarcane and sugar
production (the trend over time being a rising one) end also

the movements in cane acreage. It omn be seen, in particular,
that the decade 1964-65 to 1974-75 was characterissd by upswings

in production followed by dowmswings in a fairly systematic manner.

3.4 This systematic cycle is now a theoretically recognised

and an empirically verified fact, JSeveral studies have eatablished
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that there is some sort of a 'cobweb"phenoneﬁon in the cand
acreage cycles, 1/ﬁowevar little has been done in practioce to
rectify this phenomenon. The Bugar Enquiry Commission (1965)

had recommended in it's Report that a system of buffer stooks'

in sugar be introduced so that both the "short-term instability”
and the "long run imbalances” in the growth of the industry could
be rectified wl. The Commission had identified the 'adhoc'
measures of the government as being the main hurdles in the way
of e comprehensive solution being soughﬁ to the recurring problem
of shortages and surpluses of sugar. "In fact 'adhoclsm' has
been one of the worst man-made causes of the instability faced
by the industry. In the asbsence of a well thought out compre-
ﬁanaive 1ong term policy, decisions taken in regard to prices,

production, controls and licencing have only too often been

-/ See Dharm Narain, "Impact of Price Movemeats on Areas Under

- Selected Crops in India, 1900—19?9" Ph.D. Thesis submitted
. %o the University of Delhi (1962); Dayanatha Jha and G.C.Maji ~

"Cobweb Phenomenon and Fluctmations in Sugarcane Acreage in |
North Bihar". I.J.A.E. July - September 1974; Dayanatha Jha
and G,3,.Ram «~ "Instability in Sugarcane Acreage an inter-
regional analysis" .~ ibid; P.C.Joshl, "The Sugar Cycle: A
Diagnosis", Sankhya, Vol.35, 1974.

2/ p.168-169, Report of the Sugar Enquiry Commission, 1965.
Kinistry of Pood and Agriculture, Govt., of India,
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Area under Praduction of Production

Tear Sugarcane Sugarcsane of Sugar
{in 000 acres) {in lakh tonnes) (in lakh tonnes)
1950-51 4237 548.2 11.0
195152 4792 392,3 14.7
195253 4272 490.0 12.8
195354 3485 %131.8 9,8
‘954"55 %94 560»3 1507
1955+56 4564 583.8 18.3
195657 5057 659 .4 199
1957-58 5080 669.5 19.5
195859 4803 693.5 18.9
195960 5220 T740,.2 2348
1960-61 5968 1100.0 30,2
196162 6366 1039.7 27.3
19062-63 5540 919.1 21.4
1963=64 5557 1042.3 25.7
1964~65 6432 1219.1 32.3
196566 7008 1239.9 35.:4
1966=-67 5687 928.3 21.5
196768 5057 955.0 22.5
1968-69 6257 1246.7 3546
196970 6792 1350.2 42.6
1970-T1 6462 1263.7 3T.4
197172 5907 1135.7 3.1
1972-73 6058 1248,7 8.7
1973=74 6800C 1408.1 39.5

1974-75(P) 6848 1401,9 47.9

(P) = Provisional

Source: Cowoperative Sugar Directory and Year Book (1975),
New Delhi,



influenced by competing interests." 2/

Fe5 The buffer stock policy, as envisaged by the Commission,
would have helped in reducing the adverse impact of the fluctua-
tions in cane acreage and prices on the farmer and on sugar
prices. ﬁhile the governnment has not yet given serious thought
to implementing this policy it has, from time to time, merely
responded to any impending erisis (in production) by altering
the regime of price emd distribution in sugax‘&/.

3.6 In this context we propose to examine the Regime of

Partial Decontrol introducgd in 1967-68 which remained practi-
.cally unchanged ti1l today, (excepting for one cnd e half year

in between), and sec whether or not it has in fact stabilised

the suger ecopbmyQ Partial Decortrol was eéaontially a product

of two conaiéerations which had weighed the*mnét with policy makers.

2/ Pe159, ibid. The Tariff Commission also stated, "During the
course of the public enquiry as well as through the warious
subnissions, divergent and often critical views have been
expressed on the Government's Sugar Policy. It was alleged
that frequent changes in the policy resulted in uncertainty
which affected alike the industry, the cane growers and the
consumers. It was, thersfore, urged that the governments
should evolve a long-term policy which would enable the
industry to formulate its programme of development in a
planned manner based on the price it would obtain for its
sugar” - p.64, Report of the Tariff Compissi 0!

Cost Structure and Fair Price Pgyable to the Sugar Industry.

12/ In this context we were told by Dr.S.R,Jen, formerly Chairman
of the Sugar Enquiry Commission that as far as he knew the
industry .was not very enthusiastic about the buffer stock
policy, "for its own reasons®,
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On the one hand the government wanted to assure a 'decent!

price of augar for the wocal and politically important urban
consumer (who, as we saw in Chapter One, is also a signifi-
cantly larger consumer of sugar vis-a-vis his rural counter-
part); and, on the other hand, the industry had to be assured
reasonable profits, that is, open-market prices had to be attra-
ctive (since a part of the total output is sold through the

froe market).

3.7 For example, the latter consideration weighed heavily

in 1966-67 when sugarcane acreage was very low and cane production
slumped resulting in escalation of cane priceslzl. Sugar proé
ducers were handicapped since they could not afford to pay higher
prices for cane given the control on sugar prices; this led,
therefore, to large-scale diversion of cane to gur and khandsari

{see Table 3.3).

3.8 Thus an ostensible reason was provided for doing avay
with the existing regime of Complete Control which was clearly
not serving the interests of the industry. Since Complote de-

control was not fully favoured by the government (given the need

2/ See Table 3.2; Production of sugar fell from 35.4 l.t. in
1965~-66 to 21,5 l.t, in 1966~57 and, with the introduction
of Partisl Decontrol, rose steeply back to 35.6 l.t. in
1968-69 «
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T 0 . e ]
(Percentages)
Year - For Sugar For Gur & Khandsari For Seed, Feed
and Chewing
196061 28,2 59¢4 12.5
196162 26.9 60.4 | 12,2
196263 = 22.6 65.3 12.1
1963-64 24.7 63.3 12.0
1964 =65 27.4 60.7 11.9
196667 2343 64.7 _ 12.0
196768 23.7 64.5 ' 11.8
1968-69 30.2 58.0 11.8
1969-70 3349 54.0 -, 12,1
1970-71 30.2 57.8 12.0
1971.72 27.5 60.8 119
1972-73 32.4 55.6 12.0
1973-74 30,0 5843 ' 11.7

1975-75(P)  34.5 | 53.6 11.9

(P} = Provisional

Source: Co-Operative Sugar Directory and Year Book, 1975
: (New Delhi)

to make sugar available at a ‘raaaonablef price to the urbdban
consumor) & via media solution was found in the form of Partial

Decontrol,

"399, The Agricultural Prices Commisaion aptly summed up the
new policy in these words, "?ha consumer has been provided his

basic requiremant of sugar at a fair price and yet, through the

1
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provision of a free m&rbét in the commodity, the sugar
industry has been allowed the flexidbility ~ not available

y in a regime of Complete Control « of payingfor cane a price
higher than the minimum statutory price so as to enable it
to complete with Gur and Kh‘hndaari“ya

3.10 From our diacnasion in Chapter One it should be obvious
that the first advantage (of partial decontrol) accrues mainly,
if not only, to the ‘vocal’ urban consumers who alone are covered
by the Public Distribution System, As for the second sdvantage,
i.0. the possibility of the manufacturer paying a higher price
for cane, it should be noted that this question arise=z only in
periods of acute cane shortage when gur and khandsari producers
ocan edge out the sugar factories, This is because the gur and
khandsari markets are not regulated while sugar market is =~
which means that the former can shift the burden of & higher
cane price fully on to the consumer while the latter can do

this only in respect of 35 to 40 percent of their output.

| J)B.ﬂ Howsver, it has boen shown elsewhsre l( that more
often than not cane growers supply their cane first to the sugar

[74 p+1. Report on Price Policy for Sugarcane for 197172 Season,
4,P,C. (New Delhi).

\] U Soe P,C, Joshi, "The Sugsr Cyole: A Diagnosis”, Sankhya,
Voldﬁ, 1974,



factories and then only to Gur snd Khandsari producers; there are
several reasons for this él.

3.12 It is argued that except when there is an acute
shortage of cane, the statutory minimum price of cane is inva-
riably higher than the price in the unregulated market, (i.s.
the Farm (Harvest) Price, see Table 3.4) and sugarcane grovers
try to sell as much cane as‘péaaible to the sugar mills,
Accordingly it is the off-take of cane by the factories at the
minimum price which detemmines, along with the size of the cane
crop, the amount of cane available for being crushed for making

Ul

\//;/ Some of them are: firstly, Sugar factories offer a secure
market where a minimum price is assured; secondly, most
small growers arve indebted to factories, specially in U.P.;
thirdly, in some states the Sugar Co~operatives are cone
trolled by growers; fourthly, in some places factories
have reserved areas growing cane around the faotory which
are required to supply this cane to the factory. Finally
and most importantly, the Khandsari units are small-scale
units which cannot efford to complete in the long-run with
Sugar factories and so lose out to them.
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Year Statutory Farm (Harvest)
Minimum Price Price in U.P,
1957-58 3485 3462
1958+59 .85 .64
195960 3.85 . - 3.62
1960-61 4.34 4 .05
196162 4.3%4 3.81
1962-63 4.34 3.86
196930 T.37 6.77

Rote: We are using the U.P, Harvest Price for two
reasons: One, U,P., is the most important sugar
cane and sugar producing state, Two U,P. i3 &
typical example of the Indian sugar economy
where the cane growers are easentlally smsll
or medium sized growers and the factories
wield considerable power over them,

Source: 1, Reports of the A.P.C. on Sugarcane Price
Policy, various years

2. Parm (Harvest) Prices of Principle Groups,
Directorate of Economics and Statistics,
Government of India.



'—26&'

3.13 Purther, it has been argued elsewhere g/that. "Gur
producers cannot ordinarily pay as high a price for sugare

cane as is paid dy the sugar industry. That the cane farmers
usually obtain a much better price from sugar factories also
becomes evident from the behaviour of the ratio of the price

of gur to the statutory minimum cane price, which fluctuates
rather widely from year to year, and rises to comparatively
high levels in porioddk of cane shortage. If the prices realised
by farmers did not differ much this ratio would have turned out

to be much more stable."

J.14 Hence it is difficult to believe that the grower will
reelly be offered & price higher than the statutory minimum

price (except, ofcourse, in years of acute cane shortage) by the

2{ P,C.Joshi, op«oit; it may also be noted that the co~efficient
‘ of wvariation of the Statutory Hinimum Price for cane for the
period 1950=51 to 197475 was only 30 percent, while for
open~-parket sugar prices this was 37 percent and for gur
prices it was 56 percent, This strengthens the point made
by Joshi in pAra 3.13 above.

/
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factories even shen high profits are being made by the latter
from aale of sugar on the Open-market 10/

5.15  Here it may be pertinent to note ﬁhat while the Agri-
cultural Prices Commission had hoped that under Partial Deconw-
‘trol "the minimum price for cane ..sesss in cdnjunction vith a
Judicious policy pertaining to the releases of sugar, should

go a considerable way in moderating the range of oscillations
in sugarcane acreage," -/;e £ind 1n fact that this has not been
achieved at least in the case of the area under small and pedium
holdings. Data on cane acreage show that the co-cfficient4of
variation of area, which can be taken 88 a rought measure of

oscillations invacreage, fell from 12.2 percent during the period

1~/ We do not wish to say that this is true of the entire eountry

because in states like Maharashira whers sugarcans 1s culti-
vated by big farmers who also control co-operative factories

- the grower may be getting a very good price (see Chapter 2).
But our srgument is surely true of most other states, specially
the North Indien Statés. Secondly, in this context it may

bo interesting to draw a comparison between this situation
and the one in wheat where, given the power of the big far-
mer lobby, the procurement price has in effect become &
support price, See N.Krishnajis *State Intervention and
Foodgrain Prices', Social Scientist, 30-31 Jan.-Feb. 1975,
for a detailed ldiscussion on this, The nature of the
‘minimum price', therefore, is closely linked to the nature
of the peasantry that dominates any particular crop.

tnl A.,P.C, Report on Sugarcane Price Policy for 1972-73, p.4.



1959-60 to 1966-67 ( the eight years prior to partial decon=
trol) to 9.04 percent during 1967«68 to 197475 (the eight
years under partial decontrol), for India as a whole; but this
was not the case in states like U.P, and Bihar where smallasd
medium holdings dominate, In fact in U.P. the co-efficient of
variation (for-éane acreage) has increased from 8.4 percent to
10,9 percent and in Bihar it has increased from 8.7 percent to

10.4 percent between these two time periods,

3.16 On the contrary in Maharashtra, a state dominated by
big farmers, the coefficient of variastion for pane acreage has
fallen from 14.7 percent to 13 percent in this period. Stability
in acreage thus seems to have been achieved only in areas where
the bigger cane growers dominate the scene, The "assurance of a
ninimum cane price” and the "judicious réleaae policy" have very
obviously not affected the interests of the small and medium
fermers whose economic position does not seem to have 1mpr$vod

significantly during the regime of partial decontrol.

3.17 The next question we wish to examine is whether the
rise in sugar prices during the regime of partial decontrol is

due to higher cane prices, higher cost of production or an excess

denand for sugar.
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3.18 The data on prices of cane and sugar show that
between 1967-68 and 1975~76 the minimum price of cane rose

by only 15.3 percent while the open-market price of sugar
rose by 30 percent. The latter cannot be explained away as
being due to a higher cost of production .since firstly, ths
price of cane has not risen substantially {and cane cost cone
stitutes 70 porcent of the total cost of production of augar),lg‘
secondly, the Tariff Commission Reports show that between
196667 and 197172 1% 1a only the cost of fusl and wages that
hes subatantially gone up. Both these {excluding sslaries)
would constitute only aboux 10 percent of the total cost.

l&/ The cost of production of sugar may be divided into the
following components, (Share in percentages)

1. Cane charges sreee T2.4 ‘ ;
2. Salaries and Wages evase 10,5
3« Power, Fuel and Stores ceese 2.7
4, Reopairs and maintonance,.... 3.4

5« Other Overheads sevns 247
6. Depreciation seees  DTeb
7+ Packing seens 24

it

8. Total Net Average cost '
per ch seeses 100,0

-

Source: Report of the Tariff Commission {1969) on Cost
structure of Sugar Industry and Fair Price Payable,



3419 A more recent study of cost of production of sugar 12/
has estimated this to be sbout 204.25 per quintal and the
wholesale open-market price was estimated (assuming a 12 per-
cent rate of return end including excise duty) as being Bs.353
per quintal, We believe this may be an exaggerated estimate
since the price taken for cane is the price as quoted by facto-
ries (which is above the minimum price of cane). As our earlier
analysis suggests there is no g prioxi reason to suggest that
4his price was paid. In fact it is known that factories quote
having‘?aid very high prices for cane while they actually pay
only t;§ minimum price. And given the weight of cane dyargea
in the cost of production of sugar the price of cane becomes a
'aignificant‘variable. However, oven if the above estimate were
acceptable it does not still Justify the current level of

prices an ‘the openvnarket.

3,20  Thirdly, the recovery percent of ceme has not fallen
significantly to support the view that more caene is required for

8 given quantity of sugar,

3e21 The rise in sugar prices during 1967-68 and 1974-T75
canntot also bo explained az being due to s fall in availability

12/~ 'Sugar Industry - High Cost Structure; Econ.Times 4th
Oct. 1977, p.5 .
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Recovery

- Recovory
Tear Percent Ye_u,' Percent
1965-66 9.7 197071 9.8
196667 - 949 197172 10.0
196768 9.9 197273 9.6
1968-69 ' 9.4 1975-74 9.3
1969+70 9.3 1974-75 9.9

Sources Co-operative Sugar Directory and Year Book, 1975.

or production of sugar since this has nbt been the case.

Pex capita Total aveilability has risen significantly from an
average of 7.8 s. per year during 1967-70 %o 8.5 kxs. per
yoar during 1972-T5.

(123, per anmm)

Yesr Per Capita Per Capita Per Capita Per Capite
Total Production Year Total avai- Production
‘ Availability _ ‘ lability
196768 5.4 4.4 1971-T2 8% 5.5
1968-69 7.6 6.8 1972-73 7.8 6.7
1970-T1 10.6 6.8 1974-75 9.5 8.0
-QVer

Total Availability = Production - Exports + Imports + Carry
astocks Production relates to whp‘at is produced during the Sugar

Year.
Source: Same as for Table 3.5
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We also see that per capita production has risen sudbstan-
tially from an average of 6.4 kys, per yesar for 1967-70 to
7.1 gs. per year for 1972-75 (see Table 3.6).

3.22 Finally, the available estimates of sugar consumption
suggest that there is no upward preasure on prices from the
domand side either, Thé Report of the National Commission on
Agriculture (Part III) has estimated the growth rate in per
caplta total consumer expenditure between 196869 and 197475
to be around 2,56 percent per annum. Given the expenditure
elasticity of demand for sugar as 1,65 for rural areas and
1.11 for urban areas li/the rate of growth of demand should
work out to be 4.2 percent per annum for rural areas end 2.8
peréent per annum for urban areas, or a national average of
about 3,5 percent per annum. During this period production
however increased at the rate of 5.8 percent per annum. A
purely supply and demand analysis would thus suggest that
prices should in fact have fallen, On the contrary during
this period open-market prices rose by about 10.6 percent 4in

urban areas alone and by 8.0 percent in rural and urban areas combined,

1&1 The expenditure elesticities of sugar and the annual growth
rate of per capita consumer expenditure have been taken from
Part III of the Report of the National Commission on Agricul=
ture (1976) Government of India. The annual growth rates of
production and prices have been computed from Table 3.1 and 4.1.
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3.23 Hence factors such as production or availability
or the general cost or demand cannot adequately explain the
‘price. rise of the magnitude witnessed during the period of

partial decontrol, The causal facotors seem to lie elsewhere.

3.24 . In comcluding this part of our discussion it may be
interesting to recall the nature of price movemonts in the
1950's, and contrast that with our contemporary experience.

In the 1950's, the early years after independence, when govern-
nent was seriously maintaining a control over the functioning
of the economy so as to ensure price stability, rapid growth
.and adequate availability of all essential commodities, the
novement of foodgrains and non-foodgrain prices was within
fairly reasonable limits (see Table 7). Sugar prices were

no exception to this general rule and in fact registered a

fall in the mid-50's.

3.25 From 1952-53 to 1956-57 the entire sugar output was
80ld in the open-market - under~complete decontrol - and yet
prices remained stable given fairly good supplies. But from
1967-68 to 1975~76 « & period of partial decontrol - when per
~ capita production and availability were rising, the price of



) 3 nd 3 0f Wholesales Prices -
3 @ s of C ]

o - \ ‘ Sugar and
YTear ‘Cereals Pulses Allied Products
195253 100 100 : 100
195354 89 72 {18
1954-55 68 49 85
195556 88 T7 92
195657 99 ) 83 92
195758 96 80 113
195859 - 101 108 ‘ 128
1969-70 206 248 155
1970-71 194 227 188
197172 209 284 253
1972-73 241 253 270
197574 309 454 269
1974~75 36 457 299

197576 288 348 291

Base for 1952-59 Prices is 195253 = 100
Base for 1969«76 Prices is 196162 = 100

Source: R.B,I., Bulletins, July 1960 and 1976.

sugar rose steeply. Indeed the price of many commodities
(sce Table 3.7) and in most cases they rose even during
periods of comportable supplies lé/o

3.26 Any explanation of the behaviour of sugar prices

cannot hence be based marely'cn an snalysis of the forces of

12/ See N.,Krishnaji, "Wheat Price Movements - An Analysis",
EJ.P.W, June 30, 1973 and Prabhat Patnaik, "Current
Inflation in India™, Social Scientist, Issue 30«31,
Jan-Feb. ¢ ’975 .
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supply and denand, In fact such an. analysis may be mis=
leading glven the extent of state intervention in the sugar
economy, It 15 essentisl that the full implications of eny
‘regine be first spelt out and only then ev&luatad in terms
of the movements of prices, production, relesses and exports

of ;sugér.
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4.1 The Regime of Partial decontrol came into existence

in November 1967 at a time when sugarcane and sugar produ=
ction had reached s very low trough and, consequently, cane
prices were ruling very high, Partisl decontrol, it was
thought, would, on the ons hand, help the industry in making
'reasongble’ profits from the sales on the open-market and,

on the other, allow them to pay the higher price that cane was
then commanding. And throughﬂﬁhia policy, it was hoped, the

production of sugarcane and sugar could be atepped up.

4.2 As Table I shows such a purpose was indeed served in
as much as the production of sugar went up from 22,48 lakh
tonnes in 1967-68 to 35.59 lakh tonnes in 1968-69 and 42.62
lskh tonnes in 1969-70 1/;

1/ Thereafier production stagnated till 1973~T4, the
roasons for which are discussed latfer in this chapter.
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Produ- Consum-~ Carry

QOpen Market Per Ca=-

Tear ction ption over Exports wholesale pita con-
stocks prices sumption
as on . . igs/ annum

18t Oct,

196""62 27629 - 14¢82 - k] 507
196263 21.3 - 12,56 - - 5.4
1963-64 25.73 - 3.27 - - 4.9
1964-65 32.32 - 3314 - - Se1
196566 35.41 - 8.59 - - 5.7
1966-67 21,51 25.9% 12.16 2.35 - 5.2
1967-68 22,48 22,11 S 37 1.39 331 4.3
196869 35.59 26.04 4.35% 0.79 282 4.9
1970-~T1 37.40 40,25 20,90 3,95 183 T3
1972 38.13 37.80 14,10 1.44 284 6.7
1972-73 38,75 35.11 5499 0.97 328 6.1
197374 39.48  35.19 8.64 4,15 423 6.0
1974-715 47,97 34.57 8.78 9.24 462 5.9
1975-T6(P) 42.62 - 12,94 10.21 448 6.1

36.90

(P) Provisional

Sgurce: 1.

4.3

2.

Sugar Situation, May 1977, Directorate of "
B & S, Covernment of India.(Min. of Aqvi- & dwiga o)

A.P,C. Reports on Price Policy for Sugar Cane

{Different Tears).

* This was partly caused by a steep incfease in

acreage under cane (from 5057 thousand acres in 1967-68



to 6257 thousand acres in 1968-69 and further to
6792 thousend acres in 1‘969-70. see Table 3.2), following

>the»inéreasg in the statutory ninimum cane price from . .

. B5.5.68 per.quintai 1n 196667 to B.7.37 per quintal in
1967-68, And this was a}éo‘censed partly by the fact that
non-levy sugar could be sold at a higher price on the open-

‘merket during this period. . ) '
4.4  Hovever given the fact that the regime started withi‘
high prices it was only matural that the incentive given for
increaaing:production would ultimately lead to a softening
in prices, Such a fall did oceur and open-market wholesale
prices of sugar fell from Bs.33% per quintal in 1967-68 to
.180 per guintal in 1969-70 2, |

4.5 This s not to say that the government did not intervene
in the market or in the industry during this peried, Fi{&ly,
the monthly releases of sugar continued to be controlled by

the Government; secondly, sugar exports were stepped up from
' Uy

E{- This and other wholesale prices quoted are the average of
annual average prices prevailing in the five major markets,
- namely, Bombay, Calcutts, Delhi, Kanpur and Hadras, as
given in 'Indian Sugaxr' April 1977, Journal of the Indian
Sugar Menufacturers Association (Wew Delhi).




0.79 lakh tonnes (1,%,) in 1968-69 to 3.95 lakh tonnes

in 1970-71 (inspite of the fact that intermational prices
were generally lower than domestic cost of production;

for example in 1968 the international price in the Carri-
bean and Brazilien ports was around B.30,75 per quintal
while the production cost in India was around ®.96420 per
quintal) 2/. Finally, there was a continuous accumulation
of atocks, which rose from 4.34 1.t. at the end of 1967-68
to 13,06 1.t. at the end of 1968-69 and to 20.9 l.t. at the
end of 1969~70.

4.6 Therefore much of the price fall in the earlier

period of the present regime accurred inspite of efforts made

-2/ See APC Report on Price Policy for Sugarcane for 1969«70
season for data on International Prices and Report of the
Tariff Commission on Cost Struoture and Fair Price Paya-
ble to Sugar Industry (1969) for data on cost of produ-
ction. The export of sugar is being treated here as an
tinterference' in the sugar economy because the governw
ment subsidises these exports in order to meet the differ-
ence botween international and domestic prices. If it
were not for the government subsidy the induatry could
not have exported under normal market conditions, Ve
should not however exaggerate the role of exports in
this period since exports did fall by 1971-72 to 1,44 1.t.
However, the point is, this all the more aggravated the
situation prevailing in the country, where total availa-
bility was continuously rising end, inspite of stock
accumulation, exports ete, domestic price was rapidly

falling,
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to counter it and seemed to have been almost inevitable.

To quote the APC Report on Sugarcane Price Policy for the
1972«73 season, "Despite a lower production of sugar at
37+4 l.t, in 1970-71, the magnitude of the stock with the
factories was not only proving a source of embarassment for
the authorities but, by prompting them to resort to liberal
releases of the commodity, was also making for an anomolous
situation in which the price of sugar in the frec-market
tended to drop below its controlled price.” i[

4.7 It was in this situation that the Covernment decided
to abandon partial decontrol and go in for complete decontrol.
The regime of complete decontrol lasted for just about an year
(Hay 1971 to Hay 1972) but proved io be extremely rewarding
for the industry and the traders, Open Market prices of

sugar soaml up from around &.138 per quintal in 1970-71 to.
about 2,280 per quintal in 1971-72. (& 55 per cent incrsase)
despite the fact that the production of sugar in 1971-72 was
nore than thet in 1970-71. QJuite obviously this was achieved

through restricted releases of sugar because we see { Table 4.1)

i/ It is quite possible that this was dus to a saturation of
domestic demand at the existing prices and the existing
pattern of distribution. May be it wes the case that
domestic demand could not be generated in the short run
and hence the fall in prices.
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that sugar released for internal consumption, which was

far below what was 'available' (Avallability = production
plus stocks minus exports) in each of these years, fell
from 40,25 1.t. in 1970~T1 to 37.8 l.t. in 1971~72. Conse=
quéntly ﬁer capita consumption also fell (see Table 4.1)
from 7.5 ig8. per ennum to 6.7 8. per annum betwoen these

two years,

4.8 Having resolved the crisis of over-production in

this manner the govermment roverted to the regime of Partial
Decontrol in June 1972, BLver since then production has
gﬁadually increased while releases for internal consumption
and consequently per capita consumption have remained almost
stagnant (et least t111 1974-75). The differsnces between the
two hggfgone_either into increasing exports or into stock
acounulation. The net result of this phenomenon has dbeen the

secular rise in the open<market prices of sugar 2/.

.

21 However moderats fall in prices in 1975-76 may be attri-
dbuted to two main reasons: firstly, 1974~75 had witnessed
the largest ever production of sugar which was around 47
lskh tonnes, secondly, The National Emergency which was
declared in June 1975 resulted in a general fall in prices

Shafh S5H°RESRR S WACMBRESL:. TA°In, St S50

and above per quintal.
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4:9 In this context a short discussion of. the policy

of monthly releases of sugar by the government for internal
consumption may bo useful for a clesrer understanding of the
nature of State intervention. From time to time government
has been fixing the free-sale and levy quotas for sugar
roleased for- internal consumption, Table 4.2 gives ﬁhe
ratios of these i{wo since 1967468,

. ¢ Ret L 8 Froe-sple 3
An _the Total Releases of Sugar for inteinal
{Porcentage)
Yoar 0fficially snnoune Actually obser-
e ced Ratio (Levy:Free) ved Ratio (Levy:
_ , Free
| (v (2)
1967-68 60:40 59:41
1968«69 70:30 63:37
1969~T0 70:30 67333
" 197071 : .
(0st. 1970 - Bay 1971)  60:40 | 55155
1971-72 . 60:40 64336
(July ~ Sept. 1972)
197273 70:30 67333
1974~75 65:35 ' T70:30
1975-76 65135 ’ T0:30

Source: 1. ‘'Sugar Situation' May 1977, Economics and
Statistics Advisor, Ministry of Agriculture
and Irrigation, Government of India.

2. 'Ipdian Sugar', April 1977, Journal of India
Sugar Mills Association (New Delhi),
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4,10 The levy quota is procured from the factory

either by State Covernments oxr by the Food Corporation

of India é/ « It is procurred at the levy price fixed from
time to time by the Government of India formerly on the
basis of the recommendations of the Tariff Commission and
in recent years on that of the Bureau of Industrial Costs
and Prices, The All~India weighted average of the Levy-
prices for all regions works out to about R, 168 per quintal
(axciudixig excise duty) and the pi-ice at which 1t is distri-
buted through the FPair Price Shops is presently around

Rse215 per quintal (that is, B.2.15 per kg.)

4.11 A for the free-sale quota, each factory is allowed
to sell e certain fixed quota (fhe reciprocal of the levy
quota) to authorised wholesale dealers for sale on the opene
market., The Govermment only announces the amount that can
be released for free-sale and there is no compulsion that
this amdﬁixt be in facf iiftéd. sdwhai.:‘ is sotually sold on
the free-market reflectn to a2 certain extent the existing

-6! States covered by the FCI are: A.,P,, Assam, Bihar,
Kerala, H.P.,, Heghalaya, Migoram, Orissa, U.P., W,Bengal,
Chandigarh, Delhi, J & K., Arunachal Pradesh, Andamans
and Lakshadeep; The othor States are covered by their
‘respective state Government Civil Supplies Depariments.



price situation. It should be noted however, that the
government itself has been altering the ratio from time

to time in response to changes in prices and production,

4,12 What Table 4.2 tells us is that there is nothing
sacrosanct about official quota allocations, If free-
sale gquota has always been above what was stipulated (till
1973-74) it was because in the earlier period (of falling
price) the massive stock accumulation must have forced
dealers to part with large stocks even at unremunerative
prices Z/. But in the latter period (of rising prices)

the excess sale on the open market reflects the natural
response of dealers and manufacturers to cash in on the
vory favourable prices. In 1974-75 and 1975-76 we observe
that what was sold on the open market was less than the quota
allotment, This may have been due to two reasons: firstly,
large amounts of sugar meant for intornal consumption were

diverted to foreign markets to meet the tremendous spurt in

Z/ Partly this nmey have been necessitated by the fact that
Bank credit was not easily forthcoming. Bank borrowings
as a percentage of inventories increased from 62.3 per
cent in 1967-68 to 65.8 per cent in 1968-69 and fell to
65.3 per cent in 1969~70., In other words, it remained
almost static, It was only in 1970-71 that it went up to
80 percent and we see that by then prices stabilised
(see Table 4.1) and 1?71-72 onwards the upward price
spiral started. See (R.B.I. Bulletins, July 1973,

April 1974, February 1975).
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thg export demand for sugar §/. Second}y, the fear that
priéas may fall.‘followingvthe bnmﬁer output of 1974-75,
nay hase cautioned industry and dealers thus dampening
offtake into the open market, In fact in this period
a?bék accumulation picked up once again and was at 8.78
1.t. at the beginning of 1974=T5 and 12.94 1.t. at the
beginning of 1975-76.

4.15  On the basts of the dats presented in Table 4.2

wo have argued that th&re is a divergence between what is
officially fixed as 'Free-Sale quota and what is being
actuallyhaald on the open market. Another significant
aspect of sugar aveilability on the openr and controlled
markntg which cannot be substantiated by concrete data is
the 1argé~sca1e dive:sién of levy sugar onto the opon-market

by dealers and consumers.

8/ In 1974-75 and 197576 sugar exports increased and sugar
was the largest single foreign exchange earner for India
following the acute shortage of sugar in the world econo-
ny on account of & poor cane crop in Cuba and Bragil and
& poor beet ¢rop in Burope. The world price of sugar in the
London Market went up from £100 per ton to £600 per ton in

" 1974-75., (Jce Deepak Nayyar, "India's Export performance
in the 1970'a", Economic and Political Weekly, Hay 15,
1976 for a detailed discussion of the performance of sugar
exports in the 1970's) and India used this opportunity to
expand exports by squeezing domestic consumption (as is
reflected in Cols. 2,3 end 7 of Table 4.1 above),
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4.14 In a recent statement 2/ the Unién Hinister

of State for Agriculture and Izrzgatxon admitted that

in States like U.P,, Bihar, H.P. and Rajasthan, not even

19 per cent of the sugar meant for rural areas ever reaches
them. ?urther, he observed, "Levy augar has become ons

of the biggest eourcea of corruptzon and the smount involved

19/

in the racket was B,150 orores to %.200 crores.” '«

4.15_ At much smaller levels the petty Fair Price.ehopa
traders are_equally,involyed in this racket. They buy at a
price little abova the levy price the sugar allotted to
ratian card holders who do not éiah to consume sugar but
woul@ prefer to_sell it in exchange for rice, wheat or just
cash, and seli thg sugar on the oﬁenamarket. Sometimes poor
consumers themselves sell it to households or tea ahdpa. It
vis'difficnlf to say,'hoﬁevar. to what extent the practice
pravailpiand whether it significantly alters the price

2/ Thelﬁindn; p.“., Col, 7. 26-9-1977.

a-/ In axwanaiva discussions with officials in the DErectorate
of Sugar (Govt. of India) we were t0ld of the many ways
in vhich levy sugar finds it's way into the open-nmarket.
The Officer also confessed that measures to counter this
racket have had marginal impact given the magnitude of
the problen.,
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novenents 1-1/ .

4,16  To sum up, a_ﬁar the initial unaottli'ng‘ years

of ‘1'968-69 and 1969-70 when the industry was facad with
an unprecedentsd volume of production and stocks fércing
prices down, the sugar esonomy has been con'croiled fai:ly
"efficlently" se as to maintain prices at a high level,
The movements in monthly releases and exports (not for=
getting stocks) have amply corroborsted the m«:&:ﬁasié
that, inspite of comfortable production the open-market
prices have been consistantly rising. Secondly, despite
the fact that nearly two-thirds of the total otwkpur is
sold through the Public Distribution System the open=
market dopendence of thé average urban snd rural consumer

is stLll feirly high.

‘—‘-[ A micro~level study by Leela Gulati, (Rationing in
e Peri-Urban Community, Economic and Political
Weakly Merch 12, 1977 shows that, "..one can either
surrender the sugar entitlement (on the ration card)
in part or full, to the ration shop itself (but
this 4is illegals s or draw the whole sugar ration
and then sell it im part or full (which is not
illegal) to a tes shop or @wen to some households
in the neighbourhood". BRation shops are alao know
to replace orystal sugar with Khandasari Sugar
(which is cheaper) and sell the comtlier (and more
profitable) erystal sugar on the open-market.



CHAPTER D

5.1 Aé we have seen, in chépfer 3, one of the

major achievements during the Regime of Partial Decontrol
has been the significant inorease in production over the
last decade or so. By 1976-77 sugar production reached
a record level of 48 lakh tonnes and the projection for
197778 has been put around 52 lakh tonnes 1/.

5.2 An important question arises in this context.,

1f demand for sugar is mot as easily forthcoming as is
raquired in order to absord the existing production then
how long can the open-market price of'sugar be maintained
at a level that is remunerative to the manufacturer and the
dealer? Let us first examine the present state of the sugar

econony.

5.3 This situation in 1976-T7 has been to a large extent
a repetition of an earlier experience, namely, the experience

of the early 'Seventies, In 1972-72 production was fairly

l/ tSugar Industxy - Cost Structure', Econ. Tinmes Research
Bureau, E.T. 4 Oct, 1977.
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comfortable, (at 38 lakh tonnes), while carry-over
stocks from the previous year were very high, (at 14
lakh tonnes) and exports had dwindled down from 3.95
lakh tonnes in 1970-T1 to 1.44 lakh tonnes in 1971.72,

5.4 Under these circumstances, on the one hand,
further stock accumulation would have been very difficult
glven the perishable nature of sugar and the scarce avali-
lability of credit to finance stock accumulation, and on
the other hand, export prospects were not very promising.
(This was disoussed at length in Chapter 4).

5.5  The (immediate) impact of all this was on the
price of open-market sugar which fell from Rs.282 per quine
tal in 1968«69 to B.18Q in 1969-70 and remalned at that
lgvel through 1970-71. As stated in the previous Chapter
the immediate solution sought for this orisis was to do
awvay with partial decontrol and go in for complete decon-
trol. Prices immediately firmed up and by 1971«72 prices
on the open-market were ruling around X.284 per quintal -
8 lovel that prevailed in 1968-63 when per capita consum-
ption was 4.9 igs. per annum as compared to 6.1 igs. per

anpum in 1971-72 (see Table 4.1).
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5.6  Let us contrast this with the more recent
oxfiriénce; In f976~77 production reached a confortable
peak of 48 lakh tonnes, stocks accumulated to about 13.5
lakh Sonnes and exporé‘prbnpaeta wire bleak (with inter-
national prices very low exports fell from 12 lakh tonnes
in 1976-76 to 4 lakh tonnes in 1976-77) 2/,

5.7 given such a aituation the axpcotation of a
domestic price fall was beginning to be realised and
prices fell from arvound Bs,450 in 1975-76 to about Bs.422
in 1976-~T7. Under these circumstances the solution that
the industry would have sought should become immediately

obvious to us,

5.8 RepreaentatiVas of the induat:y put forward a strong
plea in a national daily -/for the Decontrol of sugar prices
from the beginning of the 1977-78 season., Indeed the govern—
ment seemed to be well convinced by their ples beoause both
the Union Hinister of State for Agriculture and the Prime
Minister hinted that such a policy may be announced, The
former told the Andhra Pradesh Sugarcane Growers Federation

that, "The dual pricing policy for sugar would go in the new

3/ 'Co~oporative Sugar' - Editorial, p.t. (nonthly Journal
" of the H,F.C.S.F, Ltd., New Delhi,

2/ See 'Industry and Engineering', p.9. Indian Express,
2ist Sept. 1977.
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policy under fomulation,y“ and the latter stated on
the very next day that the, “Union Covernmsnt vanted o
remove all unnecessary ‘oonti-ols as *they lead to corrup~
tion'. The Centre would like to remove the control on

sugar, as the country was having enough production,’é/

5.9 | What would have been the consequences of such a
policy for the economy aa & whole and for the sugar economy
in partioular? Pirstly, the open-market price of sugar

may have fallen but_aurely‘ the levy suéar price would have
risen §/ « Secondly, given the magnitude of the priée rise Z/
the consumer Price Index would have registered a significant

sovdicoms

&' See p.1, Col.7, the Hindu, 26th Sept. 1977.

é/ One estimate put this rise at around 45 percent, that is,
from B.2.15 per Iy to B5.3.25 per Iy which is less than the
evailing open-market price in major urbdbsn markeis
see Indian Express, 21st Septe 1977, p.9)

Z/ .- An ipportant point to be noted here is that the decontrol
of sugar will have an adverse impact on the general price
level, A simple exercise should prove this. 0f every
quintal of sugar 65 lgs are sold as levy sugar &t B.2,15

er quintal while 35 igs are sold as free sugar at
i“on an average) B.4.00 per ig. which means the combined
‘price would be (B.2.15 x 0.68 + B.4 x 0,35) = 13g.2.86 per
ig. On the other hand, an estimate by the industry,
surely a conservative one, (see Economic Times, 8th Oct.
- 1977 p.1) put the uniform price that will prevail after
decontrol st Pe3.25 per iys This means there will be an
'~ immediate increase in the price of sugar by 14 percent.
As far as the C.,P.,I is concerned the relevant price of
. sugar then will not be 5,2.15 but will be B».3.25 = &
45 percent increase,
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r;ag since the price of sugar used in computing the

C.P.I is the levy sugar price and not the open-market

price. Thirdly, the lack of sny regulation on the sugar
industry would have affected the gur and khandsari units
edversely., These units which consume 70 percent of the
totel output of cane would have been faced with depressingly
low prices and therefore could not have competed with the
sugar manufacturers., I% is reported that the Miniatry of
Agrioculture glso felt that decontrol would have deprived

the farmer of a guaranteed remunerative price 2(

5410 Surely a price rise (which 1s estimated to be
about 45 percent; see footnote 7) is not weloome as far as
the govermnment is concerned. It is an appreheusion on this
front, in the context of repeated promises by the government
to bring down the prices of all essential commodities, which |
must have been the single important factor that motivated

the government's decision not to decontrol sugar prices 2/;

2/ Pe ¥ Col,2 - 5, Financial Express, 11th October, 1977.
9'/ - ibid .
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5,91 In the light of past expdriondo. it 4is difficult
to believe that this policy will or can continue for long
vithout opposition from the industry and the trade. Our
analysis thus far clearly suggests that representatives
of the sugar industry can successfully exert pressure on
the government to evolve policles consistent with théir
intoreatsitglu

‘12/ As it is wo lmow that the Cabinet itself was sharply
divided on the question of sugar policy, Just a couple
of days before the present policy was announced it was -
reported (see Economic Times, 8th Oct. 1977 p.1, col.6),
"The Union Cabinet is understood to be sharply divided
over the new sugar policy. While some of the nministers,
mostly hailing from states whers sucrose content is low
and the sugar factories, being old are less compatible,
are pressing for total decontrol, others are fervently
pleading for the continuance of the current policy. .
Most of the former bBelong to the erstwhile B.L.D, and
Jang S +» Some of the Hinisters of the former Cone
gress (0), CPD and Socialists 1like Mr.Pernandes are
at best prepared for only a marginal change in the

. present policy." The present policy, therefore, stands
on uncertain and delicate grounds,
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CONCLUSION

5.12 The suéar polioy of the government of India
during the regine of partial decontrol has clearly been

in the__intare‘sta of the industry and the trade, To some
extent the big growers, who control co-operative factories,
hevo also berefitted; but by and large the small and medium
growexrs and the consumers have not been able to seek pro-
teotion of their interests through this polioy.

15,13  in this éqntext an observation by Lenin pertaining
to Czarist Russia's sugar econony may be also relevant in
characterising the natp.ra' of Suger Policy in India today,
"esssses in the case of the Sugar Syndicate the government
controlled sugar production by introducing restrictions on
home consumption through rationing and taxing sugar sold on
the home market. In addition, the government introduced a
system of rébates on sugar exports. A3 a result, Russian

sugar was pold in London 61.3 percent cheaper than at home.
It goes without saying that it was only by means of atate-



controlled production and regulation in the interests
of the landowners ﬂ/and the sugar factory owners, or
t?’be nore precise, through sugar starvation engineered
by faotqry'owne.rs with the direct assistence of the
government, that it wes possible to squeezo the consumer

80 hard and guarantee fantastically high profits to the
sugar industry.” 13/

3-1/ This will not hold trus for India as a whole, while it

will be true as far as some of the Co-operatives are
concerned, : '

12/ Lentn, as quoted by S.L. Vygodsky; "Legin: The Great
Theoretician" (Progress Publishers), 1970, p.97.



	TH1360001
	TH1360002
	TH1360003
	TH1360004
	TH1360005
	TH1360006
	TH1360007
	TH1360008
	TH1360009
	TH1360010
	TH1360011
	TH1360012
	TH1360013
	TH1360014
	TH1360015
	TH1360016
	TH1360017
	TH1360018
	TH1360019
	TH1360020
	TH1360021
	TH1360022
	TH1360023
	TH1360024
	TH1360025
	TH1360026
	TH1360027
	TH1360028
	TH1360029
	TH1360030
	TH1360031
	TH1360032
	TH1360033
	TH1360034
	TH1360035
	TH1360036
	TH1360037
	TH1360038
	TH1360039
	TH1360040
	TH1360041
	TH1360042
	TH1360043
	TH1360044
	TH1360045
	TH1360046
	TH1360047
	TH1360048
	TH1360049
	TH1360050
	TH1360051
	TH1360052
	TH1360053
	TH1360054
	TH1360055
	TH1360056
	TH1360057
	TH1360058

