CHAPTER 5

PRICES AND PRICE POLICY

5.1 The upward tread in
March 1979 continued into the current fiscal year
until July, 1980. Since then inflationary prescures
have decelerated. The Wholesale Price Index (1970-
71=100) increased by 13.2 per cent during fiscal year
1980-81 (upto January 17, {981) as compared with
19.1 per cent during the corresponding period of
1979-80. According to ihe present trends the increase
in the wholesale prices during 1980-81 is expected to
be significantly lower than the 21.4 per cent during
1979-80 (on a point to poin: basis). Although rising
costs and international factors, particularly the rise in
crude and petroleum products prices, have continucd
to push up prices of non-food products, inflation dur-
ing 1980-81 has also been caused to a substantial
extent by a few Tood commodities and food products
whose production was adversely affected because of
the severe drought conditions which prevailed in most
parts of the country in 1979-80,

prices which began in

5.2 Control of inflation has been a major objective
of Government’s policy. The main clements of the
anti-inflationary policy arc : augmentation of aggre-
gate supply through higher production, better capacity
utilisation, imports of essential commodities in short
supply and regulated exports of those needed domesti-
cally; curbing the activities of hoarders, speculators
and blackmarketeers; and constant monitoring of
availabilities and prices of essential commodities. The
Public Distribution System has been made a perma-
nent feature of the supply management framework with
a view to ameliorating the 1mpact of inflation on
consumers, particularly the weaker sections of the
society. At the same time, the stance of monctary
policy has beeu restrictive in view of the excess liqui-
dity in the system without denying legitimate credit
requirements for productive purposes. Fiscal policy
has aimed at encouraging saving and investment and
keeping the budgetary deficiis within reasonable limits.

Inflationary Pressures in 1979-80 and 1980-81

5.3 The influtionary pressures that were triggered
off in March, 1979 continued throughout 1979-80.
The wholesale price index recorded an increase of
6.8 per cent in the first quarter and 8.7 per cent in
the second quarter of 19Y79-20. The third guoarter
witnessed a contra-scasonal increase of 2.0 per cent.
The increase was 2.6 por cent  during  the fourth
quarter of 1979-80. For the year as a whole, the
index increased from a level of 191.1 at cnd March,
1979 to 232.0 at end Murch, 1980, The increase in
the index thus was 21.4 per cent during 1979-80.

5.4 The forces underlving the inflation of 1979-80,
which were discussed in the 1979-80 Economic Survey

continued to exert pressure on prices during the first
half of 1980-81 also. However, since then therc has
been a marked decelevation. The  wholesale price
index increased by 8.2 per cent in the first quarter
and by 5.7 per cent during the secoud quarter of
1980-81. Hecwever, in the thad quarter, the general
price index declined by 3.5 per cent compared with
a rise of 2.0 per cent in the same quarter of
1979-80. The All-comrmoditics Wholesale Price Index
(1970-71=100) has increased by 13.2 per cent dur-
ing 1980-81 (upto January 17, 1981). This rise is
substantially smaller than the 19.1 per cent during
the corresponding period of 1979-30. (Table 5.1)

5.5 A combination of factors was responsible for
the continued inflation  since March 1979, These
were: increase in prices of imports, especially crude &
petroleum products and consequent increases in the
prices of certain goods and services, upward adjust-
ments in administered prices, supply constraints caused
by the inadequacies of the infrastructure and growing
liquidity in the system. The impact of these factors
was aggravated by the severe drought of 1979-80
which resulted in a decline in agricultural production
and hydel generation and generally stimulated infla-
tionary expectations.

5.6 The inflationary scene during the current year
was dominated by increases in the prices of a few
commodity groups the production of which was
adversely affected by last vear’s drought. There was
a sharp reduction in the production of cereals, pulses,
oilsceds and sugar. ‘the drought would have caused
severc hardship, particularly to the poorer sections
ol the population, but for the massive effort which
went into tackling the situation. This was made
possible by the availability of suflicient buffer stocks
of foodgrains and a well-entrenched public distribu-
tion system throughout the country. It js remark-
able that despite serious decline in food production,
the increases in the prices of cereals were contained
during 1980-81 (upto January 17, 1981) to 104
per cent as against an incrcasc of 16.9 per cent dur-
ing the corresponding period of 1979-80. It was also
possible to restrict the price increase of cdible oils to
14.4 per cent during March 29, 1980 to December 27,
1980 as against 24.3 per cent in 1979-80 with the
help of substantial imports and the increased distri-
bution of edible oils for direct conswmption through
fair price shops. Since the beginning of January
1981, however, there has been a conira-seasonal in-
crease in the prices of edible oils, mainly because of
a less than expected Aharif groundnut produection in
some areas of the country, and speculative hoarding
of oilseeds and edible  oils by certain sections ol
trade.
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TasLe 5.1
Index Numbers of Wholesale Prices
(1970-71 = 100)
T Weight | Per cent variations
(rer
cnt)  26-377 25378 31379 29-3-80  19-1-80 17-1-81(P)
27-3-76 26-3-77  25-3-718  31-3-79 31-3-79  29-3-80
(H (2) &)} €Y} &) (6) N ®

ALL COMMODITIES 100.00 +12.0 +0.3 +4.6 +21.4 +19.1 +13.2
I. Primary Articles 41.67 +20.1 +0.4 +1.4 +19.4 +18.7 +13.7
(a) Food Articles. 29.80 +-16.6 +4.0 ~—1.0 +11.3 +10.6 +13.5
Foodgrains 12.92 4104 +7.2 -—0.9 +12.5 4+13.2 +19.0
Cereals 10.74 -+9.2 —0.6 —0.6 +16.3 -+16.9 +10.4
Pulses . 2.18 +15.4 1-42.9 —1.7 Neg. 1.3 +-51.0
Fruits & Vegetables 6.13 +27.1 +9.4 -—5.9 +19.0 -4-14.3 412.1
Milk & Milk products 6.15 -+7.7 +1.6 +6.8 +3.4 —0.4 1.8.9
Fgas, Fish & Meat 1.90 +8.3 -+19.1 +5.3 +14.5 +17.8 4-11.8
Condiments & Spices 1.09 +13.7 1 4.9 -~15.7 -—21.3 --10.1 +2.8
() Won-food Articles 10.62 +36.8 —9.0 4+7.3 -14.8 13,7 +13.5
Raw Cotton 2.25 +-44 .8 ~-14,2 —6.9 +0.4 —2.8 +23.0
Raw Jute . 0.43 9.1 +5.6 ~-8.9 —4.,7 —0.9 +1.4
Qilseeds 4.20 473 .4 ~-10.9 2.4 --31 8 4-28.3 4251
(¢} Minerals . . . 1.25 -+4.5 +2.6 4-5.3 +97.5 +97.5 +15.0
Petroleum Crude & Natural Gas 0.60 6.4 41.9 4405 4120030 H120.3 +16.1
II. Fuel, Power, Light & Lubricants 8.46 4.1.4 +4.3 +3.9 20,7 +20.7 4271
Mineral Oils 4.91 +0.2 +1.5 2.8 4-20.0 -+20.0 +39.6
III. Manufactured Products 49.87 +8.3 --0.6 +7.5 +23.2 -+19.0 +9.7
Food Products . . 13.32 -+20.4 ~—13.§ +3.5 +49.3 -1.34.5 +19.4
Sugar, Khandsari & Gur . 7.24 +-5.7 ~19.7 +5.5 +73.4 +49.3 +20.5
Edible Oils 3.72 +-62.4 —6.5 +3.5 +25.9 +20.7 +21.4
Textiles . . . 11.03  +415.2 +5.4 +6.2 +13.0 +12.8 —0.4
Chemicals & Chemical Products 5.55 42,2 +1.6 +3.8 +18.2 1-17.6 +16.2
Basic Metals, Alloys & Metal Products 5.97 41.9 +3.6 4-11.6 +18.0 +17.5 +4.1
Machinery & Transport Equipment . 6.72 —1.3 +4.5 +11.0 +15.7 +14.7 +10.1

P : Provisional.

5.7 The most seriously affected commodity was
pulses, particularly gram, the production of which
during 1979-80 was 42.9 per cent lower than that in
1978-79. As a result, the prices of pulses rose by
51.0 per cent and, although they have only a weight
of 2.18 per cent in the index, contributed as much
as 8.8 per cent to the rise in the overall index during
1980-81 (upto January 17, 1981). Drought condi-
tions of the previous year cxacerbated seasonal pres-
sures during 1980-81 also. This is evident from the
significant increasc in the prices of fruits and vege-
tables ie., 12.1 per cent as comparcd with 14.3 per
cent during the last year. Their contribution to the
‘overall increase in the index was 4.6 per cent as
against 3.8 per cent in the comparable period of
1979-80 (Table 5.2).

5.8 The impact of external factors, particularly the
sharp increase in crude and petroleum product prices
is evident from the dirsct contribution of the conse-

quent increase in domestic prices of petroleum, natural
gas and mineral oils (in June 1980 and later in
January, 1981) on the general price level. The prices
of the two groups (petroleum crude & natural gas
and mineral oils) increased by 16.1 per cent and
39.6 per cent respectively during 1980-81. Though
these two groups together have a weight of 5.51 per
cent, yet their contribution to the overall rise in the
Wholesale Price Index during end March, 1980—
January 17, 1981 was 27.0 per cent as against a
contribution of 23.8 per cent during the corresponding
period of 1979-80. Apart from this direct impact
the increase in petroleum product prices also gets re-
flected in the prices of those goods and services which
use the former as inputs. It is not easy to quantify
precisely the cascading effect of the oil price increase
on the general price level, but it should be significant.
International inflation also gets imported into the
country through other major imports such as fertili-
zers, steel, cement, chemicals and chemical products,
machinery and equipment. It is not possible to in-
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TABLE 5.2

Share of certain commoditiesigroups in the overall rise in the Wholesale Price Index (197071 = 100)

Weight

Betwseen 31-3-79 Between 31-3-79 Between 29-3-80
(per cent) and 29-3-80 and 19-1-80 and 17-1-81
Commodities/groups

veage 7680 7oage 7age  JAge 7eage
change  share change share change share
in the in the in the
overall overall overall
rise rise rise
ALL COMMODITIES 100.00 +21.4 160.0 +19.1 100.0 -+13.2 100.0
(@) Administered prices . . . . . . 6.76 +42.3 21.5 +42.2 24.1 +31.8 30.6
(/) Petroleum crude & natural gas . . . 0.60 +120.3 14.6  -4-120.3 16.4 +16.1 5.8
(@7} Petroleum products . . . . . 4.91 -+20.0 6.7 +20.0 7.4 +.39.6 21.2
(iii) Fertilizers . . . . . . 1.25 2.8 0.2 +2.1 0.3 +4-32.9 3.6
(b) Sugar, Khandsari, Gur & edible oils . . . 10.96 -+57.3 24.9 +39.6 19.2 +-20.7 18.9
({) Sugar, khandsari & gur . . . . 7.24 +73.4 21.1 +49.3 15.9 +20.5 13.7
Sugar . . . . . . . 2.19) +36.4 3.1 +20.6 1.9 +25.3 3.9
Khandsari . . . . . (0.49) +-89.8 1.7 +56.5 1.4 +19.0 1.0
Gur . . . . . . . (4.56) -+-88.7 16.3 +-61.7 12.6 +18.9 8.8
(if) Edible oils . . . . . . 3.72 +25.9 3.8 -+20.7 3.3 +21.4 5.2
(¢) Seasonal Items . . . . . . 31.30 +14.4 18.4 +12.7 18.3 -+16.2 1.6
(f) Cereals . . . . . . . 10.74 +16.3 6.7 +16.9 7.9 +10.4 6.5
(it} Pulses . . . . . . . 2.18 Neg. . +1.3 0.3 +51.0 8.8
(iii) Fruits & vegetables . . . . . 6.13 4+19.0 4.4 +14.3 3.8 412.1 4.6
(iv) Milk & milk products . . . . 6.15 +3.4 0.8 —0.4 —0.3 +8.9 2.9
(v) Eges, fish & meat . . . . . 1.90 +14.5 1.5 +17.8 1.9 4-11.8 2.0
(vi) Oilseeds . . . . . . . 4.20 +31.8 5.0 -+26.3 4.7 +25.1 6.8
+14.0 8.4 +5.1 18.9

@) All Other Commedities . 50.98 +14.4 35.2

sulate the economy frgm such effects. The inter-
national environment in rezard to oil supplies and
prices remains quite uncertain. The pressures on
prices have been cxacerbated by the continued prob-
lems in Assam and the war between Iraq and Iran
which compelled some purchase of oil and oil pro-
ducts from the spot market at relatively high prices.

5.9 Some key commodities such as steel, cement,
coal, fertilizers, aluminium, electricity, whose prices are
administered account for about one-fifth of the total
weight in the wholesale price index. In the context
of continued inflationary pressures both at home and
abroad, administered prices cannot be kept out of
tune with other prices without heavy economic cost
to the nation. Appropriatc price adjustments are
also necessary for the efficient functioning of these
industries. The long delayed but inescapable upward
adjustment in these prices alsc contributed to the in-
crease in the general price level. During 1980-81
also, prices of certain administercd commodities have
had to be raised. Notable among these were the
increases in the prices of levy sugar, rice, coarse grains,
petroleum crude, its products and fertilizers, =~ The
contribution of the increase in administered prices of
petroleum crude, petroleum products and fertilizers
to the overall rise in the all commodities price index

during 1980-81 (upto January 17,1981) is estimated
at 30.6 per cent. Since then, the administered prices
of coal had also to be raised by Rs. 26.84 per tonne
for coal produced by Coal India Limited, that of steel
by 20 per cent and of pig iron by Rs. 400 per tonre.

5.10 It is not possihle to quantify the precise
impact of the demand factor on the price increase.
The economy witnessed a significant increase in de-
ficit financing until 1979-80." The budgetary deficit
of the Central and State Governments during 1976-77
was Rs. 134 crores. It was Rs. 1016 crores in 1977-
78, Rs. 631 crores in 1978-79 and Rs. 2687 crores
in 1979-80. There was considerable accumulation of
foreign exchange reserves during these years. Money
supply with the public increased by an average of
15.5 per cent during the 3 years 1977-78, 1978-79
and 1979-80. As a result, substantial excess liqui-
dity continued to be gencrated. Its impact was not
inflationary during 1977-78 and 1978-79 mainly be-
cause of the good agricultural production, substantial
buffer stocks of foodgrains and easy availability of
supplies nceded by the economy which tended to
dampen speculative  expectations and discouraged
speculative inventory building in sensitive commodi-
ties. However, shortages in certain sensitive commo-
dities due to low agricultural production revived
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dormant expectations which  werc aided by cxcess and food products. Ordinarily the consumer price
liquidity. During 1980-81 the decelcration in the index should be the indicator of inflation in the coun-
inflationary pressures may have been, to a certain try. However, in view of the longer time lag in pub-
extent, the result of the slower cxpansion of money lication of consumer price indices, the wholesale price
supply. The expansion ia the broadly defined t;mncy index is being used as a measure of inflation.

supply i.e., aggrepate monetary sesources (M;) has .

begg )some;vhagtork%wer than iny1979~8f). Although. Policy Developments

actual budgetary deficit for 1980-81 is likely to be 5.12 On the demand side, the stance of monetary
larger than that indicated in the budget estimate, its and credit policies has been restrictive though care has
expansionary impact may have been partly mitigated been taken to meet the legitimate reguirements for pro-
by the fall in foreign exchange assets of banks because ductive purposes. The introduction of the Special
of a draw down in foreign cxchange reserves, Bearer Bonds is also intended to have a deflationary

effect. On the supply side, the emphasis has

Consumer Prices been on maximising production and availability of

5.11 The increase in wholesale prices is reflected in mass consumption goods, with supplementation through
the retail prices with a time lag but the movement in imports where necessary. At the same time, while
the two indices tend. to be in similar direction, although ensuring that support/procurement prices of agricul-
thre increase in the Consumer Price Index has been tural commodities should be remunerative for farmers,
observed to be lower than that of the Wholesale Price care was taken not tc exacerbate inflationary pres-
Index. This is mainly because of the difference in sures, Buffer stocking of foodgrains and revitalisa-
the coverage of the twa indices. The Consumer Price tion of the public distribution system continued to re-
Index for Industrial Workers (1960=100) increased main major elements of the stabilisation policy in the
by 8.5 per cent during 1979-80. During the currcnt economy. In adjusting administered prices, care was
fimancial year, the index has increased from 373 in taken to see that their impact on weaker sections of

March 1980 to 408 in December 1980 for which latest society was. reduced to the extent feasible.
data are available, In relative terms the Index has \

increased by 9.4 per cent as against 12.7 per cent dur- Agricultural Prices

ing the corresponding period last year (April to De- 5.13 The price support operation of agricultural
cember). This increase was slightly lower than  the commodities is summarised in Table 5.3, It is intend-
increase: of 10.1 per cent in the wholesale price index ed to ensure remunerative prices to farmers and to
during the comparable period. As expected, the main establish a structure. of relative prices which achieves
somrce of increase in the consumer price was food a desirable cropping pattern.

TABLE 5.3

Minimum Support{ Procurement Prices of Agriculturel Commadities
(Rs. per quintal)

Marketing Year*

Commodity
1976-77 1977-78 1978-79  1979-80 1980-81

1. Wheat(Procurement. price) . . . . . . . . . 105 110 112.50 115 117
2. Paddy ~do- . . . . . . . . . 74 77 85 95 105%%
3. Coarse-grains —-do- . . . . . . . . . 74 74 85 95 105
4, Barley (Minimum support price) . . . . . . . 65 65 67 . .

5. Gram ~do- . . . . . . . . . . 90 95 125 140 145
6. Arhar ~do~ . . . . . . . . . .. .. 155 165 190
7. Moong . ~do- . . . . . . . . . . .. .. 165 175 200
8 Urad ~do- . . . . . . . . . . . . .. 175 200
9. Mustard ~do- . . . . . . . . . . .. .. 225 245 L.
10. Groundnut ~do— . . . . . . . . . . 149 160 175 190 206
11. Sunflower seed -do- . . . . . . . . . . 150 165 175 175 185
12. Soyabean ~do- . . . . . . . . . . .. 145 175 175 1837
13. Cotton (320 F) (Kapas) -Co-. . . . . . . . . .. 255 255 275 304
14. Sugarcane (Statutory Minimum price) . . . . . . . 8.50 8.50 10.09 12.59 13

15. Jute (W-5 grade) -do- . . . . . . . . . 136 141 150 155 160
*Marketing year (April-March) for wheat, gram, barley and mustard, (July-Juns) for Jute; (Sept.—Aug.) for cotton and (Nov.—Oct.)
for paddy and other Aharif crops.
**Rg, 109 for fine variety and Rs. 113 for superfine variety,
st Not announced.
1Rs. 198-for yellow variety.
S$/74 M of Fin/80—5



5.14 In view of the rise in the prices of fertilizers,
petrol and diesel it was decided to raise the procure-
ment price by Rs. 10 to Rs. 105 per quintal for com-
mon variety of paddy and coarse grains. A premium
of Rs. 4 and Rs. 8 per quintal was allowed tor the
fine and superfine varieties of paddy respectively over
and above the lavel fixed for the common variety. In
regard to pulscs, the Government accepted the Agri-
cultural Prices Commission’s (APC) recommendation
and raised the support price by Rs. 25 to Rs. 190 for
arhar and for moong and wurad also by Rs. 25 (o
Rs. 200 per quintal for the current year. For wheat
the APC has recommended piocurement price of
Rs. 127 per quintal for the current season as against
Rs. 117 last scason.  The Government fizs yet to take
a decision in the matter.

5.15 The thrust of the policy for oilseeds has been
to encourage import substitution by raising domestic
production. This is also necessary with a view to
saving substantial foreign exchange currently being
spent on imports of edible oils. On the recommends-
tions of the APC, the minimum support price for fair
average quality of groundnut-in-shell has been raised
by Rs. 16 to 206 per quintal for the 1980-81 season.
The support price for sunflower and soyabean (black
variety) has been fixed at Rs. 183 per quintal, as
against Rs. 175 per quintal in the previous year;
for yellow variety of soyabean, the price has been
fixed at Rs. 198 for the current scason. The National
Agricultaral  Co-operative  Marketing  Federation
(NAFED) has been cntrusted with the job of corrying
out these support operations.

5.16 The statuto:y minimum price of sugarcane for
1980-81 season has also  been raised on the recvm-
mendation of the APC by 50 paise to Rs, 13.00 per
quintal on top of a 25 per cent increase in the previous
year for a basic recovery of 8.5 per cent subject to a
proportional premium for eve'v 0.1 per cent increase
in recovery above that level. As a consequence, the
issue price of levy sugar was also raised by 65 paise
to Rs. 3.50 per kg. However, State Governments have
raised the sugarcane price by a much bigger margin
than was accepted by the Central Government.

5.17 For W-5 grade of jute in Assam, the statutory
minimum price has been fixed at Rs. 160 per guinfai
for 1980-81 season as against Rs. 155 last seasor.
Minimum support price of cotton (kapas) for fair aver-
age quali'y of 320 F/414-F/J-34 variety has been rais-
ed by Rs. 29 to Rs. 304 per quintal for the 1980-81
season. It may, however, be mentioned that while for
jute the aforesaid price has provided support in prac-
tice, the market prices of kapas have ruled much higher
than the support price, despite a good crop during the
current season. This was mainly the result of the
large scale purchases made by the public sector agen-
cies at market prices.

5.18 To pravide relief to the onion growers of Maha-
rashtra the Government of Maharashtra arranged for
the purchasc of 25 thousand tonnes of onions at prices
ranging from Rs. 50 to R< 75 per quintal in the cur-
rent season. NAFED had also been asked to buy
another 25 thousand tonnes,
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5.19 Besides ensuring remunerative prices to farmers,
the Government has also endeavoured to maintain con-
sumer prices stable at reasonable level. However, in
view of persistent upward revision in  procure-
ment prices of foodgrains, the issue prices to consu-
mers cannot bz kept unaltered without significant in-
crease in subsidies, which in lurn, get reflected in
budgeiary deficits with their inflationary implications.
The issuc price of rice which had not been changed
since 1975-76, had, therefore, to be raised by Rs. 15
per guintal and that of coarse grains by Rs, 10 per
quintal to avoid additional subsidy burden on the pub-
lic excheguer.

Indastrial Prices

5.20 The upward revisions in the prices of petro-
lenm and petroleum products during 1980-81  were
inescapable on account of the steep escalation in inter-
national oil prices and the disruption in petroleum pro-
duction in Assam which increased the country’s de-
pendence on oil imports. The Iran-Iraq war also
compelled limited resort to the spot market for crude.
The upward revision of petroleum product prices was
essential to maintain the viability of the domestic pet-
roleum industry. An increase of 65 paise per litre in
the basic prices of petroi, high speed diesel and light
diesel, and of Rs. 1.10 per litre for lubricants was
effected in June 1980; these prices were further 1in-
crcased by 37 paise and 35 paise per litre respectively
effective from-January 13, 1981. " The latest price re-
vision has been cxtended to. kerosenc (+10 paise
per litre) and cooking gas (4Rs. 5.03 for a 15 ke
cylinder),

5.21 Naphtha based fertilizer units were also affect-
ed by the increase in the prices of petroleum products.
With cffect {rom Junz 8, 1980 per tonne selling prices
of fertilizers were increased from Rs. 1450 to Rs. 2000
for urea, from Rs. 220} to Rs. 3050 for diammonium
phosphate and from R-. 805 to Rx. 1100 for potash.
In terms of nutrients of N, P, Oy and K, the price
increase worked out to Rs. 1.20, Rs. 1.38 and Rs. 0.50
per kg. respectively. However, the preseatly available
subsidies at 25 per cent and 33.33 per cent to small
and marginal farmers respectively in drought affected
areas werc allowed to continue for the current year.

5.22 Price revision of drugs has been engaging the
Government’s attention for a long time.  In the mean-
while, the input costs have risen considerably.
Therefore, on the basis of recommendations of the
Bureau of Industrial Costs and Prices (BICP), it was
decided to allow upward adjustment in the prices of
bulk drugs and formuiations. As of mid-January 1981
the prices of about 90 bulk drugs and 60 formulations
including 34 leader formulations have been revised.
These increases are, however, cxpected to have only
a marginal impact on consumer prices.

5.23 Aluminium prices were raised in July 1980 to
neuiralise the effect of increase in power tariff rates
and higher prices of imported aluminium. The prices
of non-ferrous metals are reviewed and fixed periodi-
cally in the light of prevailing prices in the internation-
al markets. For cement a three tier system of reten-
tion price continned. To compensate producers for



escalations in the cost of essential inputs like coal,
freight, power tariff, stores and spaies and wages, the
Government allowed an  increase of Rs. 13.65 per
tonne in the retention price of cement from May 3,
1980. However, the price of cement to the consu-
mers has since then been kept unchanged, as the mes-
dence is being absorbed in the Cement Regulation
Account. The cxisting subsidy of 5 paise a unit of
power to cement factories operating thermal plauts, in
addition to 31 paise per unit for factories using cap-
tive diesel scts during the period of power cut was con-
tinued. It was also decided to subsidize the movenient
of coal by road to cement factories over distances in
excess of 100 km. from the collieries.

5.24 Due to persistent increase in input costs, the
price of white printing paper was raised from Rs. 3000
to Rs. 3500 per tonne, an increase of about 17 per
cent, with effect from November 12, 1980. Simuita-
neously, price control over cream wove and cream
laid paper was removed.

5.25 Efforts were also made to persuade industries
to reduce the prices of certain industrial products on
which tax reliefs had been provided or where unjusti-
fied increase in prices had taken place. As a result,
leading manufacturers voluntarily reduced the prices
of certain items such as tooth-paste, toilet soap and
tyres and tubes. The price cuts ranged between 4 and
5 per cent for tooth-paste and between 2.5 and 3.5
per cent for toilet and washing soaps. The prices cf
tyres and tubes for passenger cars and scooters wese
reduced by 3 per cent comprising 2 per cent at the ex-
factory point and 1 per cent at the retail level.

The Public Distribution System

5.26 The Government decided in early 1980 to make
the public distribution system a permanent feature ot
the cconomy and an integral part of the price stabili-
sation policy.

5.27 Stocks of foodgraing amounted to 21.40 million
tonnes at end July 1979. On account of lower pro-
curement and higher offtake, the stocks had declined
to 11.85 million tonnes at the end of December 1980.
The buffer stocks and effective management of public
distribution system greatly helped in keeping the price
tise in foodgrains under check during 1980-81 despitc
the severc drought of 1979-80.

5.28 The procurcment in 1979-80 was adversely
affected by the drought. ‘T'be procurement of rice dur-
ing the period October to  December 1980 at 3.5
million tonnes, was significantly higher than 2.37
million tonnes procured during the corresponding
period of 1979-80. The procurement of wheat was
lower at 5.85 million tonnes dwing the period April to
September 1980 as against 8.50 million tonnes in the
corresponding period of 1979-80.

5.29 The offtake of foodgrains from public distri-
bution svstem started incressing from April 1980 due
to shrinkage in the averall availability of foodgrains
during 1979-80. During the first 9 months of 1920-81
(upto December 1980) the offtake of rice increased to
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4.34 million tonnes and that of wheat to 5.90 million
tonnes as against 3.28 million tonneg and 5.14 million
tonnes respectively during the corresponding period of
1979-80. As a result of lower procurement, increased
offtake of wheat for public distribution and for Nation-
al Rural Employment Programme snd repayment of
Russian wheat loan, the stock of wheat had declined
to 5.0 million tonnes by the end of December 1980
compared with 8.4 million tonnes at the end of De-
cember 1979. These stocks would be sufficient to
mest the requirements of the Public Distribution Sys-
tem and the National Rural Employment Programine
before the next wheat procurement
starts.  Steps have, however, been taken to conserve
wheat stocks at a reasonable level by allocating more
rice from the Central pool for both public distribution
and the National Rural Employment Programme.

5.30 The scheme of controlled cloth is contractual
rather than obligatory under which 400 million square
metres of mill-made cloth is being distributed through
the retail outlets. The estimated production of Janata
cloth in the handloom sector during 1980-81 is about
275 million square metres and is also meant for distri-
bution through retail outlets. A provision for subsidy
of the order of Rs. 76 crcres to be given to National
Consumers® Co-operative Federation (NCCF) has been
made during 1980-81 for distribution of subsidised
mill-made controlled cloth for neutralising the increase
in the ex-mill prices of controlled cloth. For the hand-
loom sector there is a separate subsidy provision of
Rs. 30 crores.

5.31 The supply position of sugar deteriorated since
the crushing season of 1979-80 as sugar output came
down substantially due to lower production of sugar-
cane. Monthly releases could be maintained only by
running down the carryover stock substantially from

20.8 lakh tonnes at cnd September 1979 to 6.2 lakh

tonnes at end September 1980. The Government re-
sorted to import of 2 lakh tonnes of sugar for aug-
menting the availability of sugar. Public distribution
system was, however, stretched to the maximum to
distribute 65 per cent of the total production at a fixed
price under the dual pricing policy which was re-intro-
duced in December 1979. Stringemt stock limits on
traders in sugar and khandsari were imposed to aug-
ment supplies. In response to the voluntary offer by
sugar factories to sell non-levy sugar at Rs. 4.50 per
kg. ex-factorv from 1st September 1980 to 15th
Novem’ber, 1980, non-levy sugar was also distributed
by various State Governments through their public
distribution networks at fixed price ranging from
Rs. 6.00 to Rs. 6.50 per kg.

5.32 In the current sugar season, commencing from
October 1980, the supply position of sugar has im-
proved. By the end of December 1980, sugar pro-
duction reached 14.15 lakh tonnes as against 10.57
lakh tonnes during the corresponding period of 1979,
showing an increase of 33.9 per cent. In fact, this is
the highest production during the last five vears that
has been achiceved in the first three months of the crop
season.  As a result, sugar stocks have increased from
2.7 lakh tonnes at end October 1980 to a little less



than 10 fakh tonnes at end December 1980. This in-
crease has been mainly the result of better production
of sugarcane and various measures taken by the Gov-
ernment aimed at : increasing sugarcane supply to
sugar factories by preventing diversion of sugarcane to
khandsari units which were not allowed to start crushing
operations before January 1, 1981 and providing in-
centives by way of excise rebate for early crushing to
sugar factories and enhancement of compounded levy
of excise duty on khandsari units. The excise rebate
for excess production of sugar in the months of Octo-
ber and November 1980 was fixed at Rs. 43.60 per
quintal for free sale sugar and Rs. 18.50 per quinial
for the levy sugar. Incentives have also been provid-
ed for creating additional crushing capacity on a prio-
rity basis and modernisation and expansion of existing
factories.

5.33 Tor uugmenting domestic edible oils -and stabi-
lising prices, import of edible oils of about 10 lakh
tonnes was made during 1980-81 through the State
Trading Corporation (STC). The imported edible oils
are meant for both vanaspati industry as well as for
direct consumption through the public distribution
system. During the oil year ending 31st October
1980, about 3.5 lakh tonnes of imported oils were lift-
ed by different States for the public distribution sys-
tem. Generally, the prices for consumers ranged from
Rs. 8.25 to Rs, 8.50 per kg, for rapeseed oil, and
Rs, 8.25 per kg. for RB.D. Palm oil/Palmolein with
marginal additions to cover costs due to local taxes
and other overheads, With a view to making more
imported oil available for direct consumption through
fair price shops, the supply of imported eil to the
vanaspati industry was reduced from 95 per cent to
70 per cent with effect from January 1, 1981,

5.34 The public distribution system has shewn re-
markable resilience and strength in the face of severe
strains. As of now, it is handling about 11 to 12
million tonnes of foodgrains, 3.32 million tonnes of
sugar, 3.5 lakh tonnes of imported edible oils, 400
million sq. metres of controlled cloth, 3 million tonnes
of soft coke and 3.5 million tonnes of kerosene annual-
ly. Besides, it has distributed 416 tonnes of toilet
soap, 1258 tonnes of tea and match-boxes of the value
of Rs. 34 lakhs since July 1979. The spatial cover-
age of the public distribution system has also expand-
¢d. In December 1980, there were about 2.75 lakh
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outlets of which 2.20 Jakh were in rural areas and 0.55
lakb in urban centres. During 1980, 40,000 new
fair price shops have been opened, most of them in the
rural areas. The policy of entrusting the fair price
shops to co-operatives with a view to progressively re-
ducing the role of piivate trade in the public distribu-
tion system is being vigorously pursued. Several states
have also established State Civil Supplies Corporations
to handle the distribution of essential commodities
under the public distribution system.

5.35 In a vast country like ours because of various
factors such as transport bottlenecks and other -infras-
tructural problems, some localised shortages do ‘mate-
rialise. The situation requires constant review and
monitoring of the availability and prices of essential
commodities. For this purpose, regular machinery has
been established at the Centre .and has proved sfiec-
tive in correcting the localised imbalances guickly. It
is necessary that such a machinery is streethened and
expanded.

Outlook

5.36 The trends in the wholesale prices show that
there has been an abatement in inflationary pressuges
in the economy. The rate of inflation during 1980-81
should be significantly Iower than that ducing 1979-80.
The prospects of a substantial increase .in foodgrains
production, higher production of sugarcane and a good
ciop of cotton should, with some time lag, have a
salutary effect on prices. While higher agricultural
production would generate more demand for consumer
goods, better supply of agricultural raw materials
should result in higher production of such goods. Of
late, there have been noticeable improvements in power
generation and .coal production and also in movement
of goods by the railways. Production of key indus-
trics has shown impressive gains. All these develop-
ments are expected .to ameliorate inflationary pressures.
However, the situation, though improved, continues to
be difficult. Both international factors and domestic
pressures for higher incomes and wages and sectoral
prices will not make the task of price stabilisation -easy.
However, the trend of improvement noticed ‘during the
second ‘half of 1980-81 has to be sustained, and
moderation of inflation will continue to be the major
objective of economic policy. In particular, the en-
deavour will be to minimise the burden of adjustments
on the weaker sections of society.



