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CHAPTER I

INTRODUCTION

1. This Committee was set up by the Government of India in the
Ministry of Commerce and Indusiry, under Resolution No. A.E.Ind.
1(%1) /59, dated 8th April, 1959 with the following terms of
reference:—

(a) To review the progress of the automobile industry and
automobile ancillary industries and recommend measures
to increase the indigenous content of the different vehicles
fn the shortest possible time, keeping in view the targets
and schedules envisaged in 1956, when the manufacturing
programmes of the different producers were approved;

(b) To recommend measures to be taken to reduce the cost to
the consumer of different vehicles (car, jeep and truck)
under manufacture by the automobile industry and sug-
gest the most appropriate pattern of organisation of the
future expansion of the industry to ensure low-cost pro-
duction;

(c) To examine the feasibility of producing a low-cost passen-
ger car within the price range of Rs. 5,000 to Rs. 7,000
including within the scope of such examination not only
schemes previously presented to Government, but also
other models of cars that have been developed in different
countries and suggest ways and means of manufacturing
such a car in the country;

(d) To recommend targets of production of different types of
vehicles for the Third Five Year Plan; and

(e) To indicate the financial implications including foreign
exchange, of development programmes that might be
suggested under (a), (b) and (c) above.

2.1. By their letter No. AEInd 1(11) /59, dated 24.th Aprilz 1958,
the Government of India desired that “in their studies relating to
the mfanufacture of trucks, the Committee should bear in thind the
growing surplus of motor spirit that is likely to arise over the next
seven years and the need for diminishing rather than increasing this

surplus”.

929 The constitution of the Committee was as stated below:—
Chairman :

1. Shri L. K, Tha, 1.C.S. . . . . Additional Secretary, Ministry
' of C. & L

Members :

2. Rr. Adm, Daya Shanker Director-General of Ordnance

PFactories.



Meémbers
3, Dr. . K, Muranjan « . .+ . Member, Tariff Commission.

4 Dr. B, D, Kalelkar . . . . . Senior Industrial Adviser, Mi»
x&s'try of C, & 1., Development
ing,

§. Prof. B. N. Das Gupta . . ’ . Chartered Accountant, Calcutta,
6, Shri D, D. Suri. LAS. . . . . Dc'gutayl' gecretary, Ministry of

v. Shri M. M., Gupta . . . . . Dy. Transport Commissioner,
U. P. Government,

8, Shri V. K. R, Menon, I.C.S., (appointed by: Director, International Labour
Min. of C, & I. Notification No. A.E. Ind. 1 (11)/  Office (India Branch), New
$9, dated 16th July, 1959.) Delhi,

Secretary’:
9. Shri V. P, S. Menon . . . . . Industrial Adviser (Engg.), Mi-
rvxé.s_try of C, & 1., Devclopment
ing.

3.1. Prior to the appointment of ;,?is Committee there had been
a number of studies and enquiries ipto the potentials and problems
of the automobile industry. The first was in 1945 when a Panel on
Automobiles and Tractors was constituted to make recommendations
on developing the manufacture of automobiles and tractors in India.
The panel submitted its report in 1947. The principal recommenda-
tions of the panel related to adjustments in import duties. The panel
favoured the adoption of the principle of a graduated differential in
the customs duty levied on wvarious individual components, the
differential depending on the time required to establish manufacture
in India. The panel also recommended that raw materials, certain
forgings, castings, etc., as well as the machinery and capital equip-
ment required by automobile manufacturers should be allowed to be
imported free of customs duty. No specific action appears to have
been taken on these recommendations. However, in the Industrial
Policy Resolution of April 1948, automobiles and tractors were classi-
fied amongst industries which would be subject to regulation and
control by the Central Government. In the following year, Govern-
ment decided that import of motor vehicles should be allowed only
in C K.D. condition and that further increase in assembly capacity
beyond what was in existence prior to 1948 was not to be encougaged.
From 1st April, 1950, customs duty on certain parts which were being
manufactured in the country and which were likely to be manufac-
tured in the course of the next few years was raised pending an
enquiry into the question of grant of protection and assistance to the
industry.

3.2, In June, 1950 Government appointed an Automobile Expert
Committee to examine the position in regard to the inclusion of
particular parts of automobiles in categories bearing different rates of
import duty and make recommendations for their reclassification.
The revised classification as recommended by the Committee was
accepted and given effect to in March, 1951,
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3.3. By their Resolution of 29th March 1952, Government asked the
Tariff Commission to undertake an enquiry into the automobile
industry and to make recommendations relating to its development
and protection. The Commission was helped in its task by an expert
from West Germany, Mr, Vorwig. The Tariff Commission submitted
its report to Government in April 1953. Along with it, Government
also received the report of Mr. Vorwig which was later published.
Mr.-Vorwig’s report brought out in gear terms what an automobile
manufacturer must do in order to be considered a manufacturer and
not an assembler. It also emphasised the importance of securing a
large volume of production without which the cost of production was
likely to be high, The Commission recommended that in order to
lower the costs of production in the country, demand should be
concentrated on a few firms who undertook basic manufacture accord-
ing to an approved time-table. The Commission recommended a
scheme of progressive manufacture of components during the next
5 years for four types of passenger cars and four types of commercial
vehicles which were considered necessary to meet the country’s
requirements. As regards import duties, the Commission recom-
mended a flat rate of duty on all components. Governmenf accepted
the main recommendations of the Commission with a few modifica-
tions. As a result, some of the firms which were engaged in pure
assembly work and were not interested in manufacturing closed their
operations in India and the remaining firms got specific programmes
of manufacture approved by Government. As regards import duties
Government took the view that a flat rate of duty on all components
might not be conducive to the manufacture of new components, and
this recommendation was, therefore, not implemented.

3.4. By a Resolution dated the 6th August, 1955, the Government
of India in the Ministry of Commerce and Industry, had asked the
Tariff Commission to enquire into and recommend the fair ex-works
and selling prices of the automobiles under indigenous development
and to indicate how such prices should be revised as the different
phased manufacturing programmes made progress. The Commission
made a comprehensive review of the industry since the time of its
first report in 1953 and submitted its report on 6th October 1956. On
the main question of automobile prices the Commission found that
the margins between the current net dealer prices and the ex-works
costs of the cars and trucks produced by the approyed manufac-
turers were not, in general, excessive. The Commission also felt that
a rigid system of price control was likely to have adverse repercus-
sions on the development of the industry and, therefore, recom-
mended that the interests of the consumer could be adequately safe-
guarded if the manufacturers were left free to vary prices at their
discretion and periodic investigations were held into their costs and
profits to ensure that their obligation not to charge excessive prices
was actually fulfilled by them. ‘L

3.5. Apart from the enquiries referred to above, there have been
other enquiries having a bearing on the automobile industry. These
related mainly to the development of the road transport industry
as distinct from the automobile industry and covered issues such as
the levels of taxation and the part which the road transport system
should play in augmenting the transport facilities in the country.

363 C&I—2
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4.1. The various enquiries to which we have referred to above
were occasioned by the conditions and problems prevailing at the
time each enquiry was made. The enquiries in 1945 and in 1950
were in the main concerned with the problem of adjustments in
tariffs to provide a suitable base for the development of the
automobile industry. The first Tariff Commission enquiry was
undertaken when Government had made up their mind that some-
thing more positive was necessary to facilitate and accelerate the
development of the automobile industry in the country. The report
which the Tariff Commission then submitted, apart from making
specific recommendations on individual points, had made a broad
distinction between the production of commercial vehicles and
passenger cars. In respect of the former, the Commission had
emphasised the urgency of attaining self-sufficiency both from
strategic as well as economic considerations. In regard to passenger
cars, the Commission had appreciated that, with the limited volume
of demand, costs, if the entire vehicle was to be made in India, were
likely to be high and there was a danger of a vicious circle being
set up whereby low demand led to higher costs and higher costs
caused a further shrinking in demand. Accordingly, the Commission
had taken the view that the development of the production of
certain components such as body panels, need not be pressed forward
with undue haste. The second Tariff Commission enquiry was at a
time when the prices of Indian-made cars had already risen substan-
tially and Government wanted to be satisfied that there was no
profiteering on the part of the industry. The conclusion of the
Tariff Commission was that the industry had not been selling its
vehicles at inflated prices when its costs were taken into account.
The Commission had felt that consumer’s interests would be
adequately safeguarded by laying down certain principles relating
to ex-factory prices and the margins to be allowed to dealers and
that without any forgnal price control the consumer would be able
to get vehicles at prices which' were fair in relation to domestic
costs, The assumption underlying this recommendation of the Tariff
Commission, of course, was that there would be no dearth of vehicles
and as in the past the demand would be below the capacity of the
industry to meet it. In other words, there would continue to be a
reasonable amount of competition between the producers of vehicles
in India and the market would continue to be a buyer’'s market.

4.2, The situation has, however, undergone a radical change since
the Tariff Commission report. The shortage of foreign exchange
made it necessary for Government to reduce the expenditure of
foreign exchange on the import of these components which were not
being produced by the Indian industry. Government decided that
such foreign exchange as it was possible to release should be used
by each firm for the production of that vehicle which consumed the
lesser amount of foreign exchange per unit. This meant that instead
of six models of passenger cars of varied sizes being available to
the consumer only three models were left in regular production.
Among the cars whose production was thus suspended were two
which were in the more expensive range (Dodge and Standard
Vanguard cars) and one which was in the cheapest range (the Baby
Hindustan). Even so, the total production went down, This fall in
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production coincided with an upward surge in demand both for
passenger cars and for commercial vehicles. Orders booked with the
dealers—all of which were not necessarily—indicated that a customer
would have to wait for 12 to 24 months before getting the delivery
of a car. In this situation not only was it not possible to do without
price control and to leave the manufacturer (or dealer) free to vary
prices, but it became necessary to introduce a Control Order under
which manufacturers and dealers were required to deliver the
wehicles in the order of registration and without discrimination.

5.1. When our Committee was set up, there was widespread
«<omplaint from the consumers about the inadequate supply of
vehicles, entailing prolonged periods of waiting. There were also
complaints about prices partly to the effect that vehicles were
changing hands at prices which were far above those fixed by
‘Government and partly that the prices, particularly for passenger
cars, were such as to deny to an income group which should otherwise
‘be owning cars the opportunity to do so.'

52. At their first meeting on. 4th May, 1959, the Commiitee
-decided to invite the views, through questionnaires, of automobile
and ancillary . manufacturing = units, fleet owners, distributors,
importers, entrepreneurs who had shown interest in the development
of cheap cars and such other parties as are associated with the
automobile industry. Two Sub-Committees, one consisting of
Dr. B. D. Kalelkar, Rr. Adm. Daya Shanker and Shri M. M. Gupta
and the other consisting of Shri D, D. Suri, Dr. S. K. Muranjan and
Prof. B. N. Das Gupta, were made responsible for the preparation
and issuance of questionnaires dealing with the technical aspect of
the Committee’s work and the targets of production and other related
problems respectively. A list of those to whom questionnaires were
issued and those from whom replies or memoranda were received
is given in {ppendix L

5.3. The Chief Cost Accounts Officer, Government of India in the
Ministry of Finance, examined the data relating to the costs of
production® of vehicles produced by Hindustan Motors, Tata Loco-
motive & Engineering Co. Ltd., Premier Automobiles, Mahindra &
Mahindra Ltd., Ashok Leylands and Standard Motor Products of
India Ltd., as well as of diesel engines produced by Simpson & Co.
Ltd., and Automobile Products of India Ltd.

54. Public enquiries into the industry were held at Madras,
Bombay, Calcutta and Delhi on Tth August, 19th August, Tth
‘September and 23rd September, respectively.

5.5. Discussions were held with the representatives of various
organisations and individuals connected with the automobile industry
and also with such other entrepreneurs who have shown interest
in the indigenous development of a car in the price range of Rs. 5,000
to Rs. 7,000,

5.6. A list of persons who attended the discussions is given in
Appendix II.



6

6.1. The Committee had felt that in view of the great deal of
interest which there was in the country on the subject of the:
production of a small car and as the final decision in the matter
anyhow rested with Government, it would be an advantage to submit.
an interim report dealing mainly with that question. Accordingly,
an interim report had been submifted to Government in October,
1959. This is our final report. In order to facilitate the reading of
the report as a whole, we have tried to make this a self-contained
and complete report in itself rather than a supplement to the interim.
report. Accordingly, much of the matter in this report is a repro-
duction of what had already been stated in our interim report.  We
have, however, made additions and alterations and also added new
sections and chapters to the earlier report so as to cover the entire
field of enquiry which was remitted to us.

6.2. The recommendations which we make in this report are:
primarily addressed to Government, We have, therefore, not thought
it fit, except on a few points, to discuss our views and ideas with.
the representatives’ of the industry in order to ascertain their
reactions. We, however, attach importance to such consultation
with the industry before a final view is taken by the Government.
We accordingly recommend that after a preliminary examination of
our report such of our recommendations as appear to be prima facie
acceptable should be put by Government to the industry as a whole
or to the sections of the industry which are primarily concerned and:
their reactions and comments obtained before final decisions are-
taken,



CHAPTER II
SOME GENERAL OBSERVATIONS

Our enquiry began at a time when there was a great deal of
consumer resentment against the industry. This was not altogether
a new or sudden development. Ever since the automobile industry
was given formal protection, tHe consumer had complained on one
score or another. Initially the complaint was about the restriction
of choice which was inherent in the shutting out of imports of built-
up vehicles. Coupled with this there were complaints apout the
quality of the indigenous vehicle. Later the dissatisfaction was more
acutely expressed about the increased prices at which vehicles were
available. Then came complaints about the prices charged being
higher than those officially fixed. And on top of it all this was the
grievance that vehicles were just not available, except after periods
of prolonged waiting.

2. While we are not concerned with the apportioning of blame,
we feel it desirable to analyse the different causes which have
contributed to the clamour of complaints which is commonly heard.
The basic factors which play a role are the following:—

‘a) The policy of protection.

(b) The availability of foreign exchange.
(¢) The level of taxation.

(d) The performance of the industry.

3. It is inherent in the grant of protection to any industry that
‘the consumer should be called upon to bear the extra burden. In
the case of some industries the burden may be small and short-lived.
In others, it may be heavier and more chronic in character. So far
as the automobile industry is concerned, it was known right from
‘the beginning that manufacture in India was likely to be more
expensive and involve considerable sacrifices on the part of con-
sumer. Units producing less than 10,000 vehicles a year could never
offer the same kind of prices, the same variety of choice and the
same improvement in design that vehicles imported from firms
‘which produce vehicles in hundreds of thousands.

4. It was mainly on these considerations that the Tariff Com-
mission in its first report on the automobile industry which resulted
in the formal grant of protection to the industry had laid great
emphasis on development along certain lines. It had pointed out
that priority should be given to the manufacture of transport
wehicles—trucks and buses—both for the reason that it was important
to achieve self-sufficiency in them and because the demand for them
was likely to rise to higher levels. In regard to passenger cars, the
Tariff Commission had even discouraged the production of certain

7
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types of components like body panels which require very substantial
investment and whose cost of production would be terribly high
unless the demand increases considerably.

5. Nevertheless in retrospect and having regard to the restrictions
on the expenditure of foreign exchange which have now become so
important, it is possible to say that if this industry had not been
protected and developed, there would have been a far greater
shortage of passenger cars in the country than is actually the case.
If during the difficult period in regard to the foreign exchange in
the early post-war years the consumer in a country like the United
Kingdom which was itself a major producer of automobiles had to
wait for years before getting delivery of a new car, there is little
reason to expect that without an industry in the country the consumer
would have fared better than he does today.

6. We feel therefore convinced that even from the point of view
of the consumer the basic decision to grant protection to the industry
was a sound one, This policy if it was to succeed had necessarily
to place several restrictions on the consumer’s freedom of choice and
the price which he was called upon to pay. In trying to develop
a domestic industry when the demand was so small that some of
the biggest manufacturers in the world who already had their
assembly plants in the country chose to withdraw altogether from
India rather than undertake the manufacture of the vehicle, it was
inevitable that the protection should be of a much higher degree
than many other indystries need. In order to nurture this industry
in conditions which were far from favourable, not only protection
from imports was needed, but also some restrictions on the free
play of internal competition—particularly when even in internal
competition a varying element of competition from imports was in-
volved, because some vehicles had a higher proportion of imported
components than others, Government, therefore, chose the policy
of letting different firms to develop dissimilar vehicles so that for
each type of vehicle the demand was concentrated rather than shar-
ed by different units. Even so practically every vehicle had a fairly
close competitor in the country, In order that the producer who
depended more on imports of components did not offer unfair com-
petition to the one which had made greater progress, it was decided
to be more liberal with foreign exchange for the import of compo-
nents to the manufacturer who had made the greater progress. A
cut in foreign exchange was further accepted as a weapon to be used
against any firm which failed to progress in accordance with the
programme of manufacture it had submitted to Government. There
was of course the danger that if such a cut was made the consumer
might be in difficulties. It was expected, however, that other sup-
pliers would be easily able to fill the gap. If this expectation did
not materialise the Tariff Commission had suggested that, if neces~
sary, Government should arrange for additional import of vehicles
through an agency like the State Trading Corporation to meet
domestic demand.

7. The demand for automobiles has gone up considerably im
recent years. Normally in such conditions it would have been
desirable not only to allow the free play of competition among the
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domestic producers but also to consider the possibility of allowing
some imports to meet the excess of demand over domestic production.
Unfortunately the foreign exchange crisis which intervened had
made it necessary for Government to follow a much stricter import
policy than is necessary or justified from the point of view of
assistance to the domestic industry. Indeed one of the results of
the foreign exchange crisis was to reduce the level of domestic
production in 1958 which led to conditions of extreme shortage.
These conditions have in turn led to various other measures including
a greater control over distribution and prices. ‘Although it is natural
for the consumér to blame the industry for all his woes, it is
important to recognise that in part at least the present difficulties
are due to factors outside the industry itself and from which the
industry itself has suffered. We discuss the problem of foreign
exchange in so far as it affects the automobile user and the auto-
mobile industry in a separate chapter.

8. Taxation is yet another thing which creates a certain amount
of confusion in the public mind. The indirect taxes, e.g., excise
duties on tyres and import duties on components which raise the
price of Indian vehicles are not generally known in any precise
terms to the public. Erroneous conclusions are often drawn by
comparing prices in India inclusive of duties with prices abroad
without duties. We have tried later in this report to analyse the
incidence of taxation somtwhat more fully.

9. Nothing that we have said in the preceding two paragraphs
absolves a protected industry from its basic responsibilities towards
the country and the consumer.  In the rest of the Report we discuss
the performance of the industry in some detail.



CHAPTER III
PROGRESS IN INDIGENOUS MANUFACTURE

There are three factors which require consideration in any
assessment of the progress and performance of the automobile
industry in India. First and foremost we have to consider the extent
to which the automobile firms have been successful in replacing
imports by indigenous manufacture. Secondly, we have to consider
‘the question of prices and to see whether the industry has done
-everything possible to make vehicles available to consumer at
reasonable prices, Thirdly, we should take into account the quality
of the indigenous vehicle, the extent to which the industry is meeting
the domestic demand and other similar factors. In this Chapter,
we ‘discuss the progress made by the industry in developing
indigenous manufacture,

2.1, It is not very easy to devise a yard-stick to measure the
progress made by the Indian industry in increasing the indigenous
content of vehicles. It has been customary in the past to express
the progress as a percentage of the components which are not being
imported because of indigenous manufacture as compared with the
value of the entire vehicle in a completely knocked-down (e.k.d.)
cordition. This comparison is not altogether satisfactory. Assembly
charges account for a good proportion of the total price of a vehicle.
The formula adopted in the past under-estimates the saving in
foreign exchange effected by the industry.

2.2. Yet another factor distorts the picture to some extent. The
reduction in the value of the complete c.k.d. pack on account of the
non-importation of certain items whose production is developed in
- the country (the so-called deletion allowance) may not always
represent the true value of what is being produced. In fact, it only
indicates the extent to which the overseas supplier is prepared to
reduce his price because certain components are no longer to he

supplied by him. It is possible, therefore, that the reduction which
" he'allows is less than the proportionate cost of the items in question.

2.3. An alternative to this would be to express the total c.if. value
of all imported components as a percentage of the total ex-factory
cost of a fully-assembled vehicle in India. This percentage would
then represent the imported component of the vehicle and the
balance would be the indigenous content, This method has the
advantage of giving due credit to the Indian manufacturer for the
assembly operation also. It has been used by Government on some
recent occasions and is certainly an improvement on the'formula
which was being used earlier to which we have referred in para. 2.1.

2.4. There is however one defect in our view in the calculation
referred to in para. 2.3. 1f the ex-factory cost of a fully-assembled

10



11

vehicle in India is taken as the base for comparison, then any
increase in Indian cost would tend to reflect an increase in the
indigenous content of the vehicle even though there may have been
no further progress in manufacture. Thus, if the cost of tyres were
doubled and as a result the cost of the assémbled vehicle went :1p,
the percentage of the imported element would tend to go down even
without any further progress in Indian manufacture. We have,
therefore, come to the conclusion that ‘the best method' of measuring
progress would be to take the ex-factory price of the complete
vehicle in the country of origin and express the ex-factory price of
the components which are still being imported as a percentcge
thereof. The balance would provide the best yard-stick to measure
the percentage of indigenous content in each vehicle. This method
too cannot be said to be in any sense exact for the reasons set out
in para. 2.2 above. It does however in our opinion provide a pract: :al
basis for measuring progress and eliminates most of the defe:ts
inherent in the calculations made in the past. In order to get an
up-to-date statement of the indigenous content in different vehicles
and engines we have worked on the basis of the import licensing
figures for the period October, 1959 to March, 1960. The results are
tabulated below:—

S. No. Type of vehicle Indigenous contc:it
. (Oct. *59—March 760)

1. Hindustan Ambassador . | . . . . 70°5%
2, Fiag 1100 . . . ) 1 . . . 47:0%
3. Dodge diesel with Perkins engine . 3 . . 68:0%
4. Standard Ten . . : y % 4 . . 32:5%
s. Tata Mercedes Benz Truck = . : . . . 64-0%
6. Tata Mercedes Benz Bus . . . . . 71-0%
7. Leyland Comet . . . . . . . 38-59%
8. Jeep . . . . . . . . . 65-0%
9. Meadows Engine . . . . . . . 50-0%
10. Perkins P.6V Bare Exh, Diesel Engine . . . 64:0%
11. Bedford Diesel with Perkins Engine . .. . . 46:0%

We would add that in the calculation set out above, when zay
component is produced by the Indian automobile manufacturer »y
importing semi-finished items like castings and forgings we hae
given him credit not for the full value of the component produ. :d
in India but only of the difference between the value of the se: .-
finished item imported and the finished component made therefr: n.
On the other hand, when raw materials like steel, non-ferrous me:. ls
and chemicals, have been imported we have not taken the value >f
these items as raising the imported content of the vehicle. Thi is
because it is no part of the automobile manufacturers’ responsibil ty
to produce his own raw materials. For the production of stee' it
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is the public sector which is to ensure self-sufficiency, and for non-
ferrous metals and chemicals other industries must meet the needs
of the automobile industry. Indeed an increase in the consumption
of raw materials proper is itself an indication of progress.

2.5. The progress in indigenous manufacture reflected by the
figures we have furnished is not due to the automobile manufacturers
alone. Ancillary industries have also played an important and
significant part. The extent of reliance on supplies from ancillary
industries varies from vehicle to vehiclee. We feel that since it is
desirable to encourage the development of ancillary industries and
to give every inducement to automobile manufacturers to buy
components from outside, in measuring the progress of different
automobile units, no distinction should be made between units, who
make more of the components required by them and units who buy
more of such components from the ancillary industry.

3.1. There is another way of looking at the progress made by
each firm and that is to compare their performance with their
promise. Each firm, after the first Tariff Commission Enquiry, had
given a manufacturing programme indicating what components it
would make over what period of time.. We have considered the
* possibility of making such a comparisen, but we have found it
difficult to do so for two reasons. The manufacturing programmes
originally submitted have been revised from time to time with
Government'’s approval. Secondly, since the beginning of 1957, it
has not been possible for Government to give import licences for
capital goods without stipulating certain difficult terms of deferred
payment or asking the manufacturers to obtain their equipment
from countries in which the Government had their own credit
arrangements, The rate of progress has in other words been slowed
down by difficulties of foreign exchange, though it must be added
that even before the restrictions on import of capital goods were
imposed, most manufacturers should have ordered all their plant
and machinery in accordance with their approved programme of
manufacture. In fact, inadequacy of rupee finance and technical
competence have been a greater obstacle to progress than shortage
of foreign exchange.

3.2. Even making allowances for factors referred to in the preced-
ing paragraph, it_is possible to relate the progress made by different
firms to their original manufacturing programme and form some
broad qualitative judgments. We shall begin first with the cars.

3.3. The Hindustan Ambassador is undoubtedly the leader in this
field. Even in 1950-51 the important components of the engine,
transmission and axle were made by Hindustan Motors. Castings
for cylinder blocks, cylinder heads, etc., were of indigenous origin
while forgings were being imported and machined. At the time
of the first Tariff Commission enquiry the indigenous content was in
the neighbourhood of 45 per cent. By the time of the second Tariff
Commission Enquiry, viz., in 1956, the indigenous content had gone
up to 56 per cent. and to-day on the assessment made by us, it is a
little above 70 per cent. They have in fact made all the components
which an automobile manufacturer normally produces, except that
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in repect of body panels they are only making certain panels and
not others. The further progress in increasing the indigenous con-
tent of the Hindustan Ambassador will depend mainly on the
development of ancillary industries and Hindustan Motors themselves.
hive a relatively small contribution to make.

3.4. The Fiat 1100 was approved in November, 1953, for manu-
facture and the programme submitted to Government by Premier
Automobiles aimed at the completion of the manufacturerof the
engine, transmission-and axles by the end of 1956, At the time of
the second Tariff Commission enquiry in 1956, the items (apart from
tyres, tubes, batteries, etc., which were bought from other industries)
which Premier Automobiles were making were the fuel tank, silencer
assembly, and the radiator for a limited number of vehicles. Their
present position on our assessment is that the vehicle is 47 per cent.
indigenous. They are, therefore, very much behind schedule. They
have, however, placed orders for the plant and machinery necessary
to make the remaining items which were included imr their pro-
gramme of manufacture. Part of the machinery has already been
installed.

3.5. Messrs. Standard Motors had begun in September, 1953 with
the Standard Vanguard and they got approval to the manufacture of
Standard 10 in October, 1954. In both cases the programme aimed
at the completion of the manufacture of the engine, transmission
and axle by the end of 1956.. At the time of the Tariff Commission
enquiry in 1956, they had made some components such as, water
pumps, valve guides and fuel tanks and were machining cylinder
heads and blocks for the Standard Vanguard, They had made little
progress with their Standard 10. Subsequently their production of
Vanguard has been discontinued and they have achieved 32-5 per
cent. indigenous content in respect of Standard 10. They have placed
orders for additional machinery and they have also developed
: f?undry capacity in a subsidiary unit. Their progress has been the
slowest. .

3.6. Turning to the Jeep, Messrs, Mahindra & Mahindra had got
their programme approved in June, 1954. It was their intention to
manufacture the engine, transmission and axle by the end of 1958,
At the time of the Tariff Commission enquiry they had made little
progress but now they have achieved 65 per cent. indigenous content.
The equipment for their completion of their programme has already
been installed though they have yet to go into regular production
of axles. This, we understand, was due to the delay in getting
furnaces. :

3.7. Turning to trucks, the Dodge truck of Premiers had a number
of indigenous items including leaf springs, propeller shafts, cylinder
assembly, ete. even in 1950-51. In September, 1953, following the
first Tariff Commission enquiry, they got approval to their pro-
gramme of manufacture which contemplated completion of the
manufacture of engine, transmission, axles, etc. by the end of 1956.
At the time of the second Tariff Commission enquiry in 1956, the
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important components of the engine and gear box had been com-
pleted but the axle had yet to be developed. Much of their invest-
ment in the engine programme has however been a waste because
the consumer demand has gone over to diesel engines and the Defence
Ministry is also not likely to go in for their petrol trucks. Their
present indigenous content is 68 per cent., but this takes account of
the diesel engine supplied to them by other manufacturers. The
two diesel engines produced independently in the country have
themselves varying degree of indigenous content. However, so far
as Prémiers are concerned, since they have been asked to buy their
engines from other manufacturers, it is but appropriate to treat the
engine as indigenous in assessing the progress made by Premiers.

3.8. The Tata-Benz trucks of Telcos were approved in 1954 wit

a manufacturing programme which aimed at the engine, transmission,
gear box and axles being made in India by the end of 1959.
The first phase of their manufacturing programme was to commence
in 1955, They had made little progress at the time of the second
Tariff Commission enquiry but they have developed production of
all the items which they had undertaken to produce in India by the
end of 1959 according to their original schedule of manufacture.
Their performance has been equal to their promise.

3.9. The Leyland Comet of Ashok Leyland was approved for
manufacture in 1954 and the programme was to make the important
components in India by the end of 1959. They have, however,
achieved an indigenous content of 38-5 per cent. only according to
our estimation. Part of the delay was due to a complete re-organiza-
tion of the Company’s capital structure which became necessary for
certain reasons and caused a major dislocation of their programme,
The machinery required for the programme has however been fully
ordered and the programme should be completed in another twelve
to fifteen months.

3.10. Bedford trucks were taken up by Hindustan Motors only
in 1958 when they abandoned the Studebaker programme which they
had started with. The machinery for the chassis, transmission and
axles has been ordered in full and they have just started production
of the chassis frame. They have lost no time in going ahead with -
this programme from the time it was approved.

4.1. It will be seen from what has heen stated above that the
progress made by different firms has not been uniform. Some
vehicles like the Hindustan Ambassador car and the Tata-Benz truck
have practically completed their manufacturing programmes while
others have yet to do so. Standard Motors on the whole have been
the slowest of vehicle manufacturers. All firms have, however, made
commitments in respect of plant and machinery which will mean a
steady improvement in their indigenous content over the next 15 to
18 months. In other words, most of the manufacturing programmes
glill be either complete or nearly so by the end of Second Five Year

an,

42, This will not however mean that all these vehicles will
become 100 per cent. indigenous by then. To a large extent, the



15

extent of indigenous manufacture achieved by each vehicle will
depend on the simultaneous progress which is made by. the ancillary
industry. It would not be desirable, both for economic reasons and
otherwise, to expect or permit the automobile manufacturers them-
selves to go in for the production of items which legitimately belong
to the ancillary industry. The ancillary industry too is making good
progress and expects to develop the production of the following
items by 1961:— )

Brake assembly, clutch assembly, steering assembly, wheels
and rims, valves, oil seals, head and side lamps, ignition
coils, instruments, electrical equipments and ball and taper
bearings.

5.1. Components that are still likely to be imported in 1961 are:—

Distributers, windscreen glass, suspension ceil-springs, torsion
bar and body panels. (In the case of Hindustan Ambassa-
dor about 60 per cent. of the body panels is indigenous).

52, In this context, it should be remembered that there are
certain items going into the vehicle, the production of which in
India will entail a very substantial expenditure of foreign exchange
for a nominal saving in imports and whose cost of production will
also be too high and impose a heavy burden on the consumer. While
some uneconomic investment ecould be justified on strategic con-
siderations for trucks and jeeps, for passenger cars it would not be
desirable. Care has, therefore, to be exercised in selecting the
method and agency of developing these items.

5.3. The production of special types of glass needed for wind-
screens and side and rear doors are items whose production should
be linked with the development of the glass industry rather than
the automobile industry, In the case of these and similar items it
is neither the automobile industry nor the ancillary industry which.
should take any responsibility.

. 5.4. The position of body panels requires separate consideration..
It would have been economical and worthwhile in Indian conditions.
to instal the heavy presses for making body panels in one central
unit to supply the requirements of the entire industry. The position
has however been somewhat complicated by the fact that Hindustan
Motors have already installed presses for some of the panels required
for the Ambassador car. Premiers also, we understand have got
import licences for the presses needed for the Fiat 1100. Whether
for the balance of the necessary presses an attempt should be made
to set up a central unit or whether each unit should be encouraged
to have its own presses is a matter on which we suggest, a final view
should be taken after considering the entire automobile production
programme in the light of our report.

5.5. Subject to what has been stated above, the overall pro-
gramme is in our view satisfactory. Only for the Standard Ten,
there will still remain items on the import list, which are normally
the responsibility of the main producer to develop. Whether Govern-
ment should insist on Standard Motors taking up the manufacture
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of these components for the ‘Standard Ten is a matter to which we
shall return later in this report.

6. It is of the utmost importance that the programme of pro-
duction, which the industty has furnished should be tied up straight-
away with the programme of import of capital goods. Many of
them have already made the necessary corhmitments. To make sure
of the ultimate position, each of the manufacturers should be asked
to state in categorical terms whether he has already placed orders
for the plant and machinery required to reduce imports to the levels
indicated by him. If he has not, he should be asked to put in his
import applications within a period of three months. This will
enable the Government to look at the foreign exchange needed for
the completion of the manufacturing programmes in its entirety,
It will also be possible for Government to ensure that there is no
avoidable duplication of expensive plant and machinery, If it
appears desirable on a scrutiny of these applications that a common
production arrangement should be made for components required by
more than one unit, it should be possible to devise ways and means
of ensuring such common production. We refer to this problem in
our chapter on ancillary industries.



CHAPTER IV

ECONOMY AND EFFICIENCY IN PRODUCTION

1.1. Having reviewed the progress made by the industry in increas-
ing the indigenous content of vehicles, we now turn to the question
whether indigenous production is economic and efficient. This is
clearly an important question. It is not enough for the industry to
say that so much of the vehicle is made in India. It is also necessary to
establish that what is made in India is as economic as it possibly could
be. One obvious way of forming a quick judgment on the question is
to compare Indian prices with prices abroad.

.2. In doing so it is essential that the comparison should be of like
with\like. It is no use comparing, for example, the price of a 4 cylin~
der, 4.door, 10 HP. car in India with the price of “miniature” cars

of much lower specifications which may be selling at cheaper prices
abroad. The comparison should be between the basic price of the same
vehicle in India and abroad.

1.3. Such a comparison is often made difficult by the fact that
whereas in countries like the UK. the element of taxation is shown
as a distinct element in the shape of a purchase tax, in India the price
of the vehicle ex-factory is inclusive of certain indirect taxes, parti-
cularly excise duties and import duties. According to an assessment
made in the course of the cost examination which was undertaken at
our instance, we found that in the price of the various vehicles
produced in India, the amount due to excise duties and import duties
was of the order indicated in the table below:-—

CUSTOMS DUTY AND EXCISE DUTIES

Actualé

Excise Excise
Customs Duty on Duty on Total
Duty Tyres Battery

Rs. Rs. Rs. Rs.
Ambassador . . . . . 833 120 8 961
Fiat . N . e 1,340 10§ 7 1,452
Standard 10 . . . . . 1,590 115 7 1,712
Vanguard MK, 1IT . . . . 2,149 132 3 2,289
Standard Penant . . . . 1,685 11§ 7 1,807
Venguard Vignale . . . . 3,171 132 8 2,311
Jeep . . . . . . 1,500 192 6 1,608
Bedford Petrol. . . . . 3,034 731 17 3,782
Bedford Diesel . . . . 2,268 731 17 3,016
Dodge Petrol . . . . . 2,918 731 19 3,668
Dodge Diesel . . . . . 2,939 731 19 3,689
Tata Truck . . . . . 3,352 731 30 4,113
Tata Bus . . . . . 3,139 731 27 3,897
Leyland Comet . . . . 5,358 731 31 6,120

17
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The customs duty figures relate to the period 1958-59 for which
the cost examination was made. With the reduction in the number
of components imported, amount of customs duty paid per vehicle
would tend to go down and in the case of a vehicle like the Tata Truck
the decline by now would be sizeable. On the other hand, the duties
paid by the ancillary industry which also play a significant part in the
cost structure are not included in the above table and would tend to
increase the incidence of duty per vehicle. Thus the engine which
Hindustan Motors and Premier Automobiles buy from Simpsons and
API pay import duties amounting o a few hundred rupees per engine.

1.4. Another factor which makes comparison difficult is that the
information which we possess about prices of vehicles overseas, is not
always as complete and detailed as we would like it to be. The prices
abroad which we know of are inclusive of dealers’ commission and
delivery charges. Then again, the same vehicle is sold in different
overseas markets at different prices. Finally, there is the consideration
that different vehicles in India have varying degrees of indigenous
content. When all the components of a vehicle are imported, ifs final
price reflects the cost of imported components and duties paid on them
while in a vehicle with a high indigenous content the local costs
become the dominent factors.

2.1. In view of the difficulties explained above, we have not tried
to make a comparison of Indian prices with overseas prices in respect
of all vehicles. We have instead made a comparative study for the
complete vehicle in respect of only the Hindustan Ambassdor and the
Mercedes Benz truck because these vehicles are in the respective fields
?f passenger cars and trucks the most advanced in indigenous manu-

acture,

2.2. To begin with the Hindustan Ambassador, its counterpart in
the U.K. is the Morris Oxford. However, it would be difficult to main-
tain that the two vehicles are identical in all respects. The Hindustan
has not always introduced the changes made from time to time in the
Morris Oxford. This is fully understandable. We cannot in India keep
modifying vehicles as often as in countries like the UK. and the U.S.A.
Nevertheless this makes the problem of comparison a litfle more diffi-
cult. The price of the Ambassador inclusive of dealers’ commission is
Rs. 11,554. The price of the Morris Oxford in England is £575 or
Rs 7,667 without the purchase tax and £ 816 or Rs. 10,880 with the pur-
chase tax to the consumer. If we take away the excise duty and the
import duties from the price of the Ambassador, the comparable price
.inclusive of dealers’ commission would be reduced by about Rs, 961
and give a dealer price of Rs. 10,593 as against the U.K. price less sales
tax of Rs. 7,667. The UK. price may include the delivery charges but
that would not be a very large element. This means that if we elimi-
nate the incidence of taxes in either case, the consumer price of the
Hindustan Ambassador is 38 per cent. higher than the consumer price
in the UK. of the Morris Oxford.

2.3. In the case of the Tata Benz truck the selling prices in Germany
are, we understand, approximately equal to Rs. 21,043, The selling
prices in India today to the consumer (exclusive or transport charges
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and sales tax) are Rs. 26,390. If the element of excise duties and
import duties were eliminated, the comparable Indian price would be
Rs. 22,277 which is 6 per cent. higher than the German price. However,
as pointed out in para 1.3 above the customs duty in the case of the
Tata Benz Truck to-day would have gone down and the price increase
is, therefore, more like 12 to 15 per cent. above the German price.

3.1. The main elements which go into the price of a vehicle can be
«considered under the following heads: —

(a) Cost of production within the automobile factcry.
(b) Cost of production in ancillary industry.

(c) Cost of imporied items,

(d) The profit element.

(e) Distribution charges.

(f) Incidence of taxation.

3.2. Of the items listed above, we are in this chapter primarily
wxconcerned with (a) above, namely, the cost of production within the
-automobile factory itself. We examine the position in regard to an-
cillary industries in a separate chapter, while the other elements are
referred to elsewhere in this report.

3.3. In order to get a clearer appreciation of the extent to which
the higher cost of automobiles in India is due to factors within the
automobile factory, we have tried to arrive at a figure of the net pro-
duction by the manufacture in respect of each vehicle. To do so, we
have deducted from the ex-factory cost of each vehicle the value of
components and raw materials whether indigeous or imported which
are bought from outside. Such a figure has a special significance
‘because it indicates the extent to which the cost of the automobile is
{lirectly the respensibility of the automobile manufacture, and the
extent to which the lowering of costs due to better efficiency or any
other factor within the automobile factory will affect the ultimate
price of the vehicle. The following table based on the Cost Report
which relates to 1958-59 sets out the information:—

Cost of bought Elements
Ex-factory out compo- within the

Models cost nent and, Automobile

materials - factory

indigenous or (2—3)

imported
¢ 2 3 4

Rs, Rs., Rs.
Jeep . . . . . . 11,003 8,294 2,709
Bedford Petrol . . . . 15,466 14,687 779
Bedford Diesel . . . . 20,315 19,284 1,031

363 C&I—3
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I 2 3 4
Dodge Diesel -. . . . . 22,869 21,361 1,508
Dodge Petrol . . . . 18,409 155254 3,158
Tata Mercedes Truck . . . 22,278 17,655 4,623
Tata Mercedes Bus . . . . 23,208 17,244 5,964
Comet . . . . . . 30,218 26,625 3,593
Perkins Bare Exh. 'Engine . . ,5:612 3,941 1,671
Meadows Exh. Engines . . 6,203 5,507 696
Ambassador . . . . . 9,678 6,332 3,346
Fiat . . . . 3 1 9,061 6,976 2,085
Standard 10 . . . 3 y 8,542 7,118 1,424
Standard Vanguard Mark III . 12,635 10,469 2,166

3.4, It will be seen from the above table that a relatively small per-
centage of the total price of a vehicle is in the hands of the automobile
manufacturer himself, Thus, if all tke services performed within the
Hindustan Motors Ltd. were free of any payment, in other words, if
the workers had to be paid no wages, if no provision had to be made-
on account of depreciation of machinery, and investors got no returns.
for their money whatever the reduction in the consumer price of the-
Hindustan cars would be about 30 per cent. and the vehicle would.
still be not cheaper than the Morris Oxford is in the UK. In other
words, the price in the U.K. is less than what Hindustan Motors have-
to spend before they themselves start their manufacturing and assem-
bly operations. We consider it worth emphasizing this point because-
of somewhat distorted ideas on the subject which have public cre-
dence. The success and economy of the automobile industry depends-
on a variety of factors referred to in para 2.1 and not on the producer

of the vehicle alone.

4.1. It is not possible for us to make a comparison of the in-factory
costs in India with similar costs abroad. In respect of the latter all
that we know is the price at which these components are being in-
voiced to the Indian manufacturers. This price necessarﬂy includes:
the cost of raw materials as well as the profit margin of the overseas
manufacturer. We have also reason to believe tha{ the reduction in
the import bill which is secured by deleting a particular item from the-
Import list does not necessarily reflect what would be a reasonable:
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price for that particular component. It is, therefore difficult to make
any comparison between the cost of production in the Indian' factory
and the cost of production in the factory overseas.

4.2. Tt is not in doubt, however, that the cost of production in
Indian factories is higher than in the factories overseas. To what
extent is this due to factors for which the industry itself is responsible
and which are capable of rectification, and to what extent are there
basic factors which create an insuperable problem are the important
questions for us to consider.

4.3. One factor responsible for high costs in India which cannot in
the short-term be remedied arises from historical causes, When the
automobile industry began to be set up, the level of demand in the
country was very low. The equipment which was then being installed
was necessarily of a nature which would have limited capacity and
result in higher costs than if production was based on special purpose
machines capable of a large turn over. The majority of automobile
factories are not equipped with machinery which is either well-
balanced or capable of the most economic production. This is parti-
cularly true of the two oldest units, Hindustan Motors and Premier
Automobiles, In contrast TELCOS have had the advantage of plan-
ning from the very start for a relatively large market and, therefore,.
their equipment is modern and suited for the production and turn-
over for which they are intended. In course of time no doubt improve-
ments will take place and better and more suitable and more balanced
equipment will replace the existing machinery. Neither the country
nor ‘the industry carmr*however afford to go in for a wholesale re-
equipment based on current or expected levels of demand. Therefore,
upto a point there is a somewhat chronic reason for higher costs in the:
Indian industry which cannot be remedjed in the near future.

4.4. We have in this context also to bear in mind the consideration:
that in general the higher the volume of production the greater would
be the economies to be achieved by installing high speed special
purpose machinery. So far as passenger cars are concerned the total
demand in the country is less than what some of the more economic
producers of cars in overseas countries turn out in a single factory in
one month. This is a point which has an important bearing in planning
future developmeént. In gerferal, the policy of concentrating the total
domestic demand.on a relatively few units which was accepted after
the First Tariff Commission Enquiry continues to be essential for
ensuring economic development. While we have .throughout this:
report laid great emphasis on the importance of allowing competitive
conditions to develop, on the whole it would continue to be desirable-
to provide for such competition by expanding the productive capacity
of the existing units rather than by adding to the number of units.

4.5. Another reason why production costs in India tend to be high
and which is outside the control of the industry itself is that many of
the important raw materials are available to the Indian automobile
producer at higher prices than those paid by his counterparts abroad.
This is true both of indigenous raw materials and of imported raw
materials. In the case of the latter, the main reasons for higher prices
are two. Firstly, freight and import duties raise costs to the Indian
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prodiicer and secondly, in the case of items like steel, the manufac-
turers overseas have long term arrangements with domestic producers
of steel which ensures them a steady supply at specially favourable
price while Indian producers have to pay such prices as are in force
for spot purchases, It is a matter of great importance, in our view,
that the many varieties of steel which are consumed not only by the
automobile industry, but also by other industries, such as, alloy and
tool steels and sheets for body panels are produced in India as soon as
possible. In the mean time, we would recommend that for steel items
the industry should be enabled to place orders for its requirements
more than twelve months ahead to ensure timely supplies at the best
possible prices.

5.1. We have in the preceding paragraphs drawn attention to some
of the difficulties and handicaps of the Indian industry which have
been partly responsible for making Indian costs high. We now turn
to the more specific question of the extent to which the industry itself
is to blame for the present situation and the manner in which it can
be rectified.

5.2. We have explained earlier the difficulties in attempting any
comparison of the actual cost of producing individual autofmobile com-
ponents in India with overseas costs for lack of adequate data, While
we can draw no precise conclusions regarding relative costs from the
available figures, our study gives us reason to believe that in general
the cost of production of components of passenger cars in Indian fac-
tories is at least twice as high as the price at which they can be pur-
chased abroad. In the case of commercial vehicles the ratio is less un-
favourable and Indian costs appear to be something like 40 per cent,
above the overseas prices.

6.1. We are convinced that the disparity between Indian costs and
overseas purchase price is capable of considerable reduction. We dis-
cuss below some of the weaknesses of the automobile industry which
are responsible for higher costs and which in our view are capable of
being cured by proper supervision and control,

6.2. The units engaged in the development of automobile in India
fall under two broad categories; some started operation mainly as
assembly units and were later on converted into manufacturing units,
Others of recent origin were planned as manufacturing units from the
very start. The latter had the advantage in that at the time they
were conceived, future demand was known with greater accuracy. As
a natural corollary, the investment output ratio, the cost of production
and the level upto which the prevailing production methods are econo-
mical vary from unit to unit. No comparison as regards efficiency will
be fair unless the origin of units ajc‘l1 other relevant factors are borne
in mind. However, we are of the yiew that some of the earlier units
could have improved their efficiency and economy of operation had
they paid greater attention to the earlier recommendations of the
Tariff Commission, The importance of a suitable training scheme had
been stressed time and again by the Tariff Commission in both their
reports of 1953 and 1956 respectively. It was, therefore, extremely
disappointing to find that the manufacturers who have been lgngest in
the field have thought it unnecessary to accept this advice. The only
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unit which has, in our view, a really satisfactory and adequate train-
ing programme for its workers is TELCOS. Their experience shows
that the output of the Indian worker is not much below that of the
German worker and taking into account the differences in wages we
feel that with proper attention to training the Indian industry can
well off-set some of its disadvantages by a reduction in wage costs.

6.3. W& also feel that enough attention is not being paid to techni-
cal supervision. The following table shows the break-up of the
number of employees of the various manufacturing units: —

S. Name of the Skilled Semi- Un- Total  Clerical
No. unit skilled skilied &
Super- Others
visory
1. Hindustan Motors . 603 13858 1971 3959 549 569 5077
2, Standard Motors . 8o 246 44 370 130 123 623
3. Ashok Leylands . 103 5§30 261 894 223 314 1431
4. TELCO . 2315 424 360 3099 802 21 3922
s, Mahindra and 539 434 460 1433 308 145 1886
Mahindra.
6. Premiers . - . 1983 970 13760 4329 743 737 5809
7. Simpson & Co. . 548 390 601 1620 443 47 2080
8. A. P. 1. Ltd. (for 8 24 9 41 15 . 56

Diesel Engine only)

1t is difficult to comment on the overall staff position as this depends
upgn the rate of output, degree of indigenous manufacture and the
production methods followed by the different units. The employment
of large number of unskilled workers in some of the units seems to
have been due either to the lack of proper internal transport arrange-
ments and/or the absence of a flow-line of production necessitating in
cross-movement of materials.

6.4. Similarly, there is, in our opinion, a good deal of somewhat
wasteful expenditure on sales and distribution.. The following table
sets out the incidence of this item per unit for the various vehicles:—

Models Rs.
Ambassador . C . 141
Fiat . . . . . 99
Standard 10 . . . . 79
Standard Vanguard MK. III . 123
Jeep . . . . . 413
Bedford Diesel . . . 161

Dodge Diesel . . . . 243
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Models Rs,
Dodge Petrol . R . . 227
Tata Truck . . . . 272
Tata Bus . . . . 289
Comet . . . . . 453

In our opinion these figures are generally high and in the case of a
vehicle like the jeep where a good proportion of the sales is to Govern-
ment Departments the figure appears to be most unjustifiable.

6.5. While we have been critical of the heavy expenditure on semi-
skilled and unskilled workers, as well as on non-technical staff con-
nected with sales and distribution, we feel that the industry could and
should take steps to improve technical supervision even if this means
added expenditure. All units rely on firms abroad for technical colla-
boration. The extent to which they are being helped under their
agreements varies, In some instances the flow of technical advice is
hardly significant while in others the co-operation seems to be ful-
fledged. Either by getting adequate co-operation from abroad or by
engaging suitable technical personnel on their own most manufac-
furers could achieve better results.

6.6. No manufacturer except TELCOS has even attempted to com-
pare its standard time with that of its collaborators in spite of the
wide divergence in the cost of production between the indigenous
manufacturer and his foreign associates. Such comparison would have
revealed the steps to be taken to improve the technique of production
80 as to secure better productivity and utilization..

7.1, The defects to which we have drawn attention seem to reflect
a general lack of care fowards the importance of keeping down costs.
Although the cost structure of the industry has been examined by Cost
Accountants at the time of the Tariff Commission enquiries in the past
and we had to have a similar cost examination made for our purposes,
we were distressed to find that the industry as a whole has no ade-
quate system of cost accounting except for Simpsons who make the
Perkins Engines. The cost data available to us therefore were open
to serious criticism and objection. The Chief Cost Accounts Officer to
the Government of India, who examined the cost of production of the
vehicles/engines for us, has at our request given a brief commentary
on the system of cost accounting—or rather the lack of it—in the auto-
mobile industry. His memorandum on the subject will be found in
Annexure V.

7.2. Here again, although the Tariff Commission in its 1956 Report
had recommended that the manufacturers should maintain cost data in
sufficient detail to enable the cost of production of components, indi-
vidual assemblies and final assemblies to be easily ascertained, the
manufacturers by and large have ignored this recommendation and
not taken any steps to implement it. We recommend that Government
should instruct the industry to introduce an adequate system of cost
accounting within six months after which the factories should be
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visited again by the Chief Cost Accountant to see that the instructions
have been compiled with.

8.1. This lack of .cost consciousness on the part of the industry is
partly due to historical reasons. The demand to start with was so
small that the effort and expenditure necessary to reduce costs did not
probably appear worthwhile, as lower costs were not likely to result
in increased sales and better returns.

8.2. The fact that many units of the industry had inadequate capital
resources at their disposal was also responsible for this state of affairs.
Some of the firms concerned, even if they had the foresight to realize
the importance of better techniques of production, did not have the
funds necessary to invest not only in plant and machinery but also in
the training of workers to get the most economic production. In the
recent past with a generally better outlook for the automobile indus-~
try due to increase in demand, there has been an improvement in the
position and some of 'the firms have been able to raise additional
capital to enable them to press forward with their manufacturing pro-
grammes. We would, however, emphasize that one of the main reasons
for the slow progress of the industry in India is that some of the units
Seem to have embarked upon a major manufacturing programme with-
out making sure of the kind of capital resources required for an in-
dustry of this kind.

8.3. The system of ‘price fixation which was based on an addition
being made to the actual cost of production has also contributed to the
mneglect of economy. We discuss this aspect of the prablem in detail in
-our chapter on price policy.

8.4. The absence of adequate internal competition has been another
factor which has led 4o the neglect of economy and efficiency in pro-
duction. In the rest of the report, we have laid considerable emphasis
gn the importance of ensuring competition between the different pro- -

ucers.

9.1. Regarding the actual quality of production, we are happy to
record that there were not many complaints about the performance of
most of the vehicles being produced in India. What distressed us,
however, was that many complaints were voiced during the public
hearings relating to defects which could have been easily detected
before the vehicle left the factory had there been an adequate system
of inspection and check. :

9.2. When an industry is being developed under conditions which
make it difficult to avoid an increase in prices, the consumer has
necessarily to put up with high prices. If in top of that, there is even
in stray cases evidence of defects due to carelessness or mistakes, the
grievance of the consumer would be entirely legitimate. The industry
should always take care to avoid such defects and to remedy them
without argument, whenever they are brought to notice. Though we
have reason to believe that there has been since 1956 considerable
improvement in the quality. of automobiles manufactured in ~Tndia,
sufficient care is not always being taken at the asserpbR stage™ 1o
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avoid minor but irritating defects from creeping in. Here agaim
competition would be a healthy tonic for the industry.

9.3. We understand that the investment in setting up the instru.-
ments and equipments specially designed for the final test of the
vehicle is low. Quite apart from detecting errors before they get to
dealers 3 consumers, the very knowledge that a firm has proper test
equipment would have a re-assuring effect on the consumer.

9.4, In India, there is no recognized institution for the testing of
vehicles except for such facilities as the Defence Ministry have got
for their special purposes. It would be desirable to set up such an
institution as soon as possible.

10.1. Before we leave the question.of costs within the factory we
would also like to refer briefly to the profit element. A statement of
the dividends declared by the different automobile firms during the
last five years is set out below. These figures are not on any judgment
unduly high,

Percentage of Dividends on ordinary shares

UNIT
1954-55  1955-56 1956-57 1957-58  1958-59
1. Hindustan . . . Nit Nil Nil Nil s
2. Premier . . . . > 6 6 4 9

Subject to tax
3. Standard Motors . . 6 6 6 7 7%

(Calendar yegr 1954 to

4. Mahindra ;rgxgl )Mahindra . 10 12} 17% 22 22%

5, Telco . . . . Nil 6 8 9 o*

6. Ashok Leyland (Calendar 5 Nil 6 6 6
year 1954 to 1958)

». Simpsons . . . . 6 13 6 975

8. Automobile Products of India Nil Nil Nit Nil

. ¥These firms have activities other than manufacture of automobiles and the dividends-
fndicated above also take into account these activities,

10. 2. We discuss the question of profits and costs more fully in our-
Chapter on Future Price Policy.



CHAPTER V

ANCILLARY INDUSTRY

1. Motor car manufacturers all over the world rely on other
manufacturers to supply them with a large number of items which
are used either as raw materials or as finished components in the
complete vehicle. Some of these products are those which are used
by many different industries while others are made specially for
the automobile industry. In the former category, there are items
like paints, upholstry materials, ball bearings, screws, etc. In the
latter category, there are items like tyres and tubes, batteries,
carburettors, fuel injection equipment and spark plugs. Industries
engaged in the production of the latter class of items which. are
intended primarily or exclusively for the automobile industry are
generally known as ancillary industries.

2. The extent to which an automobile manufacturer relies on.
ancillary industries for drawing its supplies of components depends.
on a number of factors, In the early stages of development of the-
automobile industry in each country, the manufacturer himself had
to produce most of the components which he wanted for his vehicle.
As time went on and a number of manufacturers required the same-
components or similar components and a demand from the replace-
ment market also developed, new units came into being to produce-
particular items of equipment. These units were not only able to-
produce more economically because of the larger market which.
they catered for, but were able also to spend a great deal on
research and development for making the components in question:
more efficiently. The main automobile manufacturers were only
too happy to take advantage of the facilities for buying out specialis-
ed components and to concentrate their own investment and research
on the essential items which distinguish their vehicle from that of
their competitors—the engine, the chassis, the transmission and
other similar items. It is estimated that in FEurope components;
bought from outside repregent 50 to 60 per cent. of the manu-
facturing cost of motor cars, while for commercial vehicles, the:
production costs represented by bought-out components vary widely
and may be anything between 25 per cent. to 90 per cent. In general
the element of bought-out items is between 50 per cent. to 60 per cent.
of the cost of manufacture. .

3.1. When the automobile industry began to develop in this-
country, the main automobile producers were engaged in assembly
work. When they started developing actual manufacture of -com-
ponents, many of them not unnfturally turned to the somewhat
simpler items not forming an integral part of the vehicle and which
are of a nature which in other countries are taken up by ancillary
producers, such as ¢radiators and bumpers. After the first Tariff’
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Commission Enquiry as greater emphasis came to be placed on the
development of the basic items by the automobile manufacturers,
this trend was arrested. A number of independent units came into
existence manufacturing various components required by the
automobile industry.

3.2. The part which is now being played by the ancillary industry
is by no means insignificant. For a proper evaluation of the per-
centage of manufacture being undertaken respectively by the main
manufacturers and the ancillary industry today, we have attempted
a comparison based not on Indian prices, but on the c.if. prices of
those components as measured by the ‘deletion allowance’ given
by the overseas supplier in the price of the complete vehicle for
replacing the imported component by the indigenous product. The
following table sets out the results:— '

Total Dele- Dele- Ratio Ratio
deletion tion tion of of Col. 3
from com-  allow- allow- Col. 3 to the nes..
plete CKD ance for ance to deletion
Tvpe of vehicle less over~+jtems for Col. 2 allowance
seas ex- which items as a from
factory are of % built-
price of bought-  self- in
imported out manu- vehicle
finished indige- facture as a
and impor- nously (Col. 2 %
ted semi- & 3)
finished
items
69] (2) (3) @ (s (6)
Rs. Rs. " Rs. % %
1. Ambassador . . . 3,226  N.A, . .. ..
2. Bedford Petrol . . 1,902 1,902 Nit 1000 70°2
3. Bedford Diesel . . 4,435 4,435 " 1000 8g-2*
.4. Fiat . . . . 1,451 692 759 477 33°8
‘5. Dodge Diesel . é,151 5,14i 1,016 836 78-6*
6, Standard Ten . : . 845 506 339 59°9 36:6
-7. Tata Mercedes Truck . 6,110 2,243 3,867 367 339
8. Jeep . . . . 2,834 1,651 1,183 58:3 s1°1
9. Perkins P6V Bare Exhaue-
ter Diesel Engine . % ,148 867 1,281 40'4 37:6
40, Standard Vanguard Mark
111 . . . . 1,297 276 521 598 433
31. Meadows Engine e 33% . .

*The high percentage is due to the act tnar the: ngine is bought out.
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3.3. The items being supplied by the ancillary industry can be
classified in three broad categories as set out below:—

(a) Items whose import is not necessary.—Paint, lacquer,
varnishes, brake fluid. All upholstery materials and
trimming parts. Tyre, tube, flaps, fan helts, hoses, bulb,
horn, weather strip, door buffers and all other rubber
components except fuel and brake hoses and brake parts.
Shackles, shackle pins, U bolts, centre bolts, muffier and
tail pipes. Battery, battery cable, rear light, parking
and stop light, auto bulb, spark plugs of 14 and 18 mm.
Rear view and mudguard mirrors, number plates, sun
shade, sun visor, luggage, carrier, mascots and motifs,
ash trays. Cab bodies and truck bodies of all categories.
Tyre inflator and jacks.

(b) Components whose production has started but completie
self-sufficiency has not yet been achieved.—Leaf spring,
hub caps, shock absorbers, brake lining and clutch facing,
gaskets, cylinder liner, piston pin, piston rings, electric
horn, wire harness, dynamo for cars, roof lamp, bulb
sockets. Fuel injection equipment, inlet and exhaust
valves, shell type bearings, radiator assembly, nuts and
bolts, -ball bearings upto 27 size, fuel and air filters,
laminated glass. Fuel tanks, clutch and brake assemblies.
Car bodies, hinges, door handle, window regulator.

(¢) Components for whose production schemes have heen
approved or are under consideration and whose production
is likely to be established by 1961.—Starter motors,
dynamos, voltage regulator, distributor, ignition coil,
switches, head and side lamps, traffic indicator, contact
brake points, windscreen wipers, timing chain, bowden
cables, oil seal, oil pumps, fuel pump (petrol), fuel hoses,
carburettor, brake hose, brake shoe, back plates and
vacuum servo brakes. Valve guide, valve seat, valve
spring. Steering assembly, tie rod ends. Propeller shafts
and universal joints. Ball, taper, cylinder and self-
lubricating bearings. Wheels and rims. Instrument panel,
dash board instruments, flexible shafts.

34. The components referred to above are all which are being
manufactured or are going to be manufactured by ancillary indus-
tries and are exclusive of those made by the vehicle manufacturers
themselves. Further details are given in Appendix III. It will be
seen that the progress made is substantial.

41. Satisfactiny as the above picture may seem at first sight,
there are a numn, ber of points which require attention. In the public
hearings which we had, the ancillary manufacturers’ spokesmen
argued that the¢ automobile manufacturers were not sympathetice to
the ancillary industry and were trying to produce many items which
had better he left to the latter. The automobile manufacturers
denied any such prejudice. At the same time they argued that the
ancillary industry was often supplying components which were not
of acceptable quality and, therefore, the whole reputation and
performance of their vehicle was being endangered by the relatively
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poor performance of certain components obtained from the ancillary
industry. They also pointed out that the price at which they obtained
components from the ancillary industry was often higher than the
price of the imported product and this meant that they had to go to
Government for an increase in prices = whenever an item was
omitted from the import list and the industry was told to buy its
requirements from the ancillary industry.

4.2. In its first report_on the automobile industry, the Tariff
Commission had observed that it would be difficult to arrive at a
general conclusion in regard to all ancillary industries which differ
considerably in the technique and equipment and the state of deve-
lopment reached by them, and that it would be necessary to examine
each industry separately with a view to assess its technical sound-
ness and {o determine the fair ex-works price of its products. The
second enquiry into the automobile industry by the Tariff Commission.
which made a detailed investigation of costs was restricted to the
main industry oniy and did not cover ancillary industries. However,
the costs of some ancillary industries have been referred to and
examined by the Tariff Commission independently. These include
fuel injection equipment, spark plugs, tyres and tubes and batteries.

4.3. Althiough it has not been possible for us to have any cost
examination made of the ancillary industries we have been able to
make a study of the prices at which components are being supplied
by the ancillary industry to the fmain producers. The result of this
study is somewhat disquieting. In many instances, the increase in
domestic price over the price of the imported components is very
much higher in respect of items supplied by the ancillary industry
than for components produced by the main automobile producers.
In our view, such a position should not be accepted without a great
deal of scrutiny and caution. Prima facie, the ancillary industry in
India should be more economic and the protection given to it by
tariffs plus freight and insurance charge should be ample. But
very often the price of the components purchased from the ancillary
industry costs a great deal more than the landed cost of the imported
product.

4 4. In the course of our study, we noticed another curious pheno-
menon. Some producers are able to buy their components from the
ancillary industry at prices which are competitive with and even
cheaper than the prices of the imported components, while others
have a different tale to tell. We would illusirate this point by
making. a comparison of the relative prices of components bought
from the ancillary industry in respect of various vehicles. The
following gives the relevant figures:— -

Deletion allow- Landed cost Price at which

Vehicle ance for items  of items the item is
bought out bought out  purchased
indigenously indigenously indigenously

B @) @ @
Rs. Rs. Rs.

7. Ambassador . . . . . 906+ 1,270* 1,266
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0 @ 3 @
«2. Bedford petrol A . . 1,902 2,670% 2.705
3. Bedford Diesel . . et 4,435 6,200™ 9,795
4. Fiat . . . . . 692 1,377* 1,155
s. Dodge Diesel . . . . §:I41 7,629* 9,434
6. Standard_Ten . . . . 506 875 1,100
7. Tata Mercedes truck . . . 2,243 3,601 3,377
8. Jeep . . . . . 1,885 2,928 2,500
9. Perkins P. 6 Barc Exhauster diesel :
engine . . . . . 867 1,165 1,136
10. Dodge petrol . . . . 1,582 2,347* 2,803
11. Standard Vanguard Mark ¥I . . 776 1,426 1,803

*These are estimated figures and not actuals.
tPartial to the extent known,

4.5. It would be seen that Mahindra and Mahindra, who are the
producers of Jeep, are able to buy components from the ancillary
industry at a cheaper price than the landed cost of similar compo-
nents, if imported. It is possible that to some extent this favourable
result might be due to the fact that after the devaluation of the
rupee, the import price of goods of U.S, origin went up. On the
other hand U.S. production of automobile comporents is known to
be highly economic. It will also be: evident from the table in para
3.2 above that Mahindra and Mahindra rely to a much larger extent
on ancillary producers than ‘any other manufacturer. The inherent
economy of relying on the ancillary industry is, therefore, not in’
doubt. The less satisfactory figures of the other producers only
underline the importance of supervision and control. To achieve.
-economic results from the ancillary industry, there should be much
greater consciousness regarding costs than there is in todays condi-
tions, when competition from imports is non-existent, when vehicles
can sell at any price and when prices dre fixed on a cost-plus basis.
We, therefore, consider it essential that a stricter discipline should
be imposed both on the ancillary producer and on the main producer.
Tf the price of bought-out components can be reduced the cost of
vehicles can be lowered.

4.6. Another disquieting feature though not too wide-gpread. is
that in many instances ancillary units are in fact, if not in name,
the subsidiaries of main producers of automobiles or engines. When
any kind of a special relationship exists between the ancillary
industry and the main producer the need for scrutiny over the prices
charged is very much greater. In general we recommend that
ancillary production should be entrusted to wholly independent
units and not to firms which are connected with the main producers.

5. Having regard to what has been stated above and with the
prime objective of ensuring that prices of automobiles and auto-
mobile components come down, we make the following recom-
mendations:—

(a) On the whole we think it is undesirable, even from the
point of view of the ancillary indpstiry itself, to give it
an assured market regardless of cost or quality. We
understand that when any component is developed by the
ancillary industry its import by the main producers is
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automatically cut out and the price is left to he settled
between the two units concerned. This in our view is
not a healthy position.

When the ancillary industry produces an item which can
be sold both in the replacement market as well, as to
vehicle manufacturers the cut in imports should in the
first instance be in the spare parts quota and mnot in the
manufacturers’ import of components to be supplied as
original equipment. In other words, in such cases the
vehicle manufacturer ‘should be tempted to huy such
components on economic considerations rather than
compelled to do so.

In the case of components which are purchased primarily
as original equipment and for which there is no appre-
ciable demand ‘as spare parts for replacement purposes,
pressure should be exercised on the vehicle manufacturer
to use such products and on the ancillary industry to keep
its prices down. In general we feel that the ancillary
industry should be able to supply components at a price
which does not exceed the c.i.f, price of similar components
when imported by more than 40 per cent. It is our belief
that in most cases a lower margin would be adequate.
We suggest, therefore, that where the purchase of a
component from the ancillary industry is going to result
in an increase over the price at which the firm is able
to get the imported component after paying duty, Govern-
ment should consider whether prima facie the price
charged is reasonable. If the price charged is more than
40 per cent above the c.if. price, it should not be agcepted
without detailed scrutiny and if necessary a pfoper cost
examination.

To give the maximum inducement to automobile manu-
facturers to use components produced by the ancillary
industry the saving in foreign exchange resulting from the
purchase of components from the ancillary industry
should not be a cut in their exchange allocation but should
be allowed for use for meeting other requirements of
imported items including spare parts and equipment.

The ancillary industries will be well advised to reduce
their prices for original equipment as is the practice in
other countries because thereby they would be in a much
stronger position in the spare parts market where higher
prices are normally charged.

(f) In so far as the automobile manufacturer complains that

the quality of the indigenous product is not upto the mark,
it would be necessary to provide for suitable checks
regarding quality before the automobile manufacturer is
compelled to use the component if it is of any functional
importance in the performance of the vehicle. We under-
stand that such quality tests are often carried out by the
overseas firms with whose collaboration the Indian vehicles
are being developed. We consider it desirable to develop
facilities for such tests in the country also.
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(h)
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From a long-term point of view in sanctioning schemes
for development in the ancillary industry care should be
taken to see that the production is economic and upto the
necessary standard. While for items which have a spare
parts market it would be desirable to encourage additional
capacity somewhat freely, so as to provide adequate
competition from the consumers point of view, in respect
of equipment which is sold mainly as original equipment,
the capacity to be developed should have regard to the
volume of demand. In many instances, it would be
necessary to develop such capacity in single unit only.
Before such schemes aré sanctioned, the ability of the
firm to invest sufficiently in the plant to make a satis-
factory product, its arrangements for technical collabo-
ration and other relevant factors should be carefully
examined.

In many instances different automobile firms are using
components of different designs. Standardisation will
make it possible to have more economic production and
the Development Council for the industry should, in
consultation with the Indian Standards Institution, devise
suitable standards to facilitate the growth of fhe ancillary
industry on an economic basis.

(i) A point which has been raised on a number of occasions

@

(k)

is whether certain lines of production should be earmarked
for the ancillary industry. We feel that it would not be
advisable to draw a hard and fast line based on the
experience of other countries in altogether different
circumstances. Thus, we discuss below the possibility of
organising the manufacture of certain components nor-
mally produced by the main = producer in separate
ancillary units, Likewise, it may be advisable in Indian
conditions to permit the main producers to take up the
production of items, which in other countries are produc-
ed by the ancillary industry provided the main producer
guarantees that regardless of his ‘actual cost, he will not
demand an increase in the price of his vehicle for this
production and secondly, he would take a cut if similar
components of similar quality are offered by the ancillary
industry at lower prices.

To ensure that the sanctioned programmes of manufacture
move with speed and do not merely block capacity, the
existing firms which have been already licensed for
producing components should be asked to apply for import
licences for plant and machinery within a period of 3
months. Those who fail to do so should be deemed to be
casyalties and other arrangements should be made to fill
the gap.

In respect of items not 'already covered by sanction to
manufacture, a similar time-limit of three months should
be given for putting in new proposals. This consideration
is of special significance in the case of items for which
more than one unif cannot be economically sustained.
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Government should make it clear that any firm which fails
to submit a manufacturing programme satisfactory to
Government within the time-limit will be debarred from
further consideration for a manufacturing licence for the
next three years, if the capacity takea up during the
three month period is considered adequate for the country’s
needs, both for original equipment and for spare parts.
We make this recommendation because we have noticed
that reputed overseas manufacturers of proprietory items
are not coming forward as readily as they might, but
once somebody else gets a manufacturing licence, they
appear ready to put in their proposals. We would cer-
tainly wish the automobile industry in India to have the
components produced by or in collaboration with the best
manufacturers in the world, but if they are not readily
forthcoming, we should be content with the second best
and those who do not come forward now should not have
the opportunity to come in only when their markets are
threatened. '

. 6.1. We have pointed out ~abeve the main advantages of the
-ancillary industry which have led to their development in many
overseas countries, We feel that in Indian conditions, ancillary
industries have a specially important part.to play Dbecause the
volume of demand on each individual automobile manufacturer is
very small. In Indian conditions, therefore, it would be appropriate
and desirable if even some of the major items, not generally con-
sidered to be the responsibility  of the ancillary industry, were
developed not by each automobile manufacturer individually but in
units which would cater to the needs of a number or all of them.
Such an approach would not only result in more economic produc-
tion but would also lead to economy in the foreign exchange spent
on the import of plant and machinery. The expenditure on the
installation of presses, gear cutting machines, foundry equipment
and many other similar items could be substantially reduced by
developing common facilities to be shared by more than one producer.

6.2. The real difficulties in the way are two: Firstly, the Indian
automobile industry does not seem to be willing to develop co-
operative ventures of this kind, each unit being anxious to do what
it can on its own rather than join hands with others in the field.
Secondly, finding the necessary capital is also a problem, because
while some of the simpler items can be produced even by small-
scale industries, the kind of ancillary industry which can produce
_ components more economically than the main producers does heed
to invest fairly substantially. Unless the production is under condi-
tions which ensure quality and economy the ancillary industry may
tend to handicap rather than help the development of the indigenous
automobile.

, 6.3. Having regard to the consideration mentioned above, we feel
that if a company could be formed which has the blessings and
support of all the automobile manufacturers and which is fairly
well placed in regard to capital resources a great deal of substantial
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progress would become possible. Such a company could negotiate
with various manufacturers of proprietory items like dash-board
Instruments, with the confidence that on. concluding a satisfactory
agreement the entire automobile industry in India will patronise
Its products. Such a company could also help in standardisation.

6.4. How is such an organisation to be brought into being? We
have in our discussions put forth the idea to the automobile manu-
facturers with the suggestion that they might all participate in such
a venture financially. The response we have had is not an encou
ing one. The main reason, as far as we can judge, is that there i
no .possibility of an agreement regarding management. In other
words, the automobile manufacturers themselves are not prepared
to put their money into a project the management of which is pot
in their own hands. This makes the idea of a joint venture
impossible. It would, in our view, be advisable, therefore, for
Government to take the initiative in the matter. Government
could provide the bulk of the capital and invite the motor manu-
facturers as well as the public to participate in the capital of the
company with it. Such a company would become a positive instru-
ment of development and it would no longer be necessary to rely
on individual initiative which is' not always forthcoming. It would
also be possible to pay adequate attention fo cost and quality without
which indigenous manufacture through ancillary industries loses
much of attractiveness.

363 C&l—-4



CHAPTER VI
FOREIGN EXCHANGE FOR THE INDUSTRY

1. Our terms of reference require us to consider the foreign ex-
change aspects of the automobile industry, We feel that it would
be more appropriate to go outside the automobile industry proper
and to consider the problem from the point of view of the road trans-
port industry and the car-owning community,

2.1. In Appendix IV we have tabulated from the information
made available to us by the Development Wing of the Commerce
and Industry Ministry the following data:—

(a) Foreign exchange per vehicle and for the production pro-
gramme envisaged in April—September 1959.

(b) Foreign exchange given to ancillary industries to balance
the same production programme,

(c) Foreign exchange given to automobile manufacturers for
bringing in spares for the maintenance and servicing of
their vehicles,

(d) Value of import licences issued by CCI&E for spare parts
imports through the trade. '

(e) Value of foreign exchange given to State Transport Under-
takings for the maintenance of their fleet,

(#) Value of foreign exchange given to provide fleet-owners
for the maintenance of their vehicles.

2.2. The total allocation of foreign exchange on the above counts
adds up to 18-1 crores. The raw materials given to the tyre industry
including imports of rubber add up to a figure of 9-28 crores per
year on the basis of the capacity which is already established. In
addition, there is an import bill of 22-3 crores for crude oil for the
refineries as well as imported diesel.

3. The total picture of the foreign exchange requirements for
moving goods and persons by road is thus a pretty formidable one.
At the same time we would like to emphasise one point, Commer-
cial transport vehicles are really capital goods of the road transport
industry. Just because they are mobile and do not look like a fac-
tory we should not forget that in terms of the foreign exchange
spent, there are not many industries which could beat the road trans-
port industry with reference to the employment it, provides and
economic benefits which it bestows. Thus, a large commercial vehi-
cle can provide direct employment on % continuous basis to 6 or 7
persons. It also provides indirect employment to people engaged
in the loading and unloading of vehicles and in the many services
necessary to keep them going. This employment is not concentrated
in urban areas but is increasingly spreading throughout the country.

36
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“To the people whose goods are moved by road from otherwise in-
accessible areas there is a better return for their production. The
daily needs of urban life are moved economically from the rural
:areas giving a better returns to the farmer and a more economic
‘price to the consumer. Similar results accrue from the movement
-of industrial raw materials and finished products. Taking the price
-of a commercial vehicle as something like Rs. 30,000, of which only
-a part is a foreign exchange liability, it is doubtful whether conti-
nuous widespread employment with benefit both to consumer and
to the producer is provided by many other industries with a similar
-expenditure of foreign exchange. We make this point only to em-
phasise that the heavy expenditure of foreign exchange on the road
transport industry is in no sense a waste, and it is only after this
‘basic point has been recognised that the question of economising
in the foreign exchange expenditure can be considered in its true
‘perspective.

4.1. Throughout the public hearings, when many conflicting views
‘were expressed, there was complete unanimity on one point among
:manufacturers, dealers and consumers. They all argued that the
:scarcity of spare parts and inadequacy of service facilities are the
problems requiring urgent attention by increased allocations of
foreign exchange. We are in full agreement with this view. There
is little purpose to be served by putting more vehicles on the road
‘with a not insubstantial expenditure of foreign exchange on each,
when existing vehicles which could be brought into service by a
relatively small expenditure remain idle. If these vehicles are
‘brought back into operation, there would be an improvement in the
-supply position. Further the lowering of prices for spare parts and
of servicing resulting from a more liberal allocation of foreign ex-
.«change would reduce the burden about which the vehicle-owner is
rightly complaining. In the long run, it is not the initial price of
‘the vehicle but its maintenance cost which ‘assumes greater impor-
-tance. We would, therefore, recommend high priority for all that
is required to keep existing vehicles in good shape and to renovate
and repair those which are defective. In other words, 'increased
availability of spares should be ensured even if—though we hope
such a contingency can be avoided—it is at some sacrifice of in-
creased production of vehicles. Along with spares, the tools for
-servicing—so-called garage tools and other equipment—need to be
provided. The vehicle-owning community is now much more
widespread than it was 10 years ago. New servicing stations are
‘therefore needed and many of the existing ones are very badly
equipped. It may not of course be possible to allocate enough
foreign exchange in any one half year to meet the country’s needs
in full. But a steady programme for the installation of new equip-
‘ment is in our view necessary.

4.2. While we have laid stress on the imﬁort of spare parts to
‘relieve the present acute shortage we attach the greatest importance
to -setting up capacity in the country for the production of these
‘parts. We have in our chapter on ancillary industries referred to
‘the fact that so far ancillary industries seem to be concentrating
tainly on the supply of equipment to the automobile manufacturers
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for the original assembly of the vehicle. We consider that the ancil-
lary industry has a much bigger role to play in the spare parts mar-
ket. In developing the ancillary industry it would be desirable to
provide for much larger capacities for the more common types of
spare parts than the automobile producers themselves would take up,
so that there is plenty available in the spare parts market. We
would cénsider it quite legitimate to give encouragement to the
ancillary industry (subject to quality being satisfactory) by cutting
down imports of those spare parts which are being produced in the-
country. To conserve foreign exchange it may be also worthwhile
eliminating from the import list such items which though technically
classifiable as automobile spares and components are more orna-
mental than functional in their nature.

4.3. An allied problem is that of ensuring that the spare parts
which are imported do get to the consumer at a reasonable price.
We were repeatedly told that by and large it is almost impossible to
get spare parts at the official prices. We feel that with some increases
in the foreign exchange allocation the position would ease. In addi-
tion possibility should exist for even owners to get import licences.
At present State Transport Undertakings and fleet-owners are given
import licences for spare parts needed by them. It would be diffi-
cult to consider requests from small fleet-owners or individuals.
However, if small fleet-owners were to organise themselves on a
co-operative basis their case for getting their own import licences
might be considered sympathetically. While individual owners of
cars must generally depend on the trade, individuals who happen
to be owning cars which are not ih use in large numbers in the coun-
try have a special problem as they find it impossible to get their
requirements of spare parts from the ordinary trade. The Auto-
mobile Associations, to whom we put the problem, indicated that
they would be quite prepared to bulk the requirements of spare parts
required by their members and make out one joint import appli-
cation on their behalf. We feel that this arrangement might have
many advantages to offer and should be considered by Government.

5.1. We now turn to the requirements of the automobile industry
itself. . In this group we have to consider the requirements of capital
goods for increasing the indigenous content of the vehicles as well
as the import of components required for current production.

5.2. We understand that after the serious difficulties in regard to
foreign exchange which developed in 1957, Government gave high
priority to the components required for the production of commer-
cial vehicles, a lower priority was given to the components for the-
production of passenger cars and in regard to capital goods Govern-
ment imposed certain stringent conditions regarding overseas finance
being available before giving import licence.

5.3. The priority given by Government for the components of
commercial vehicles was in our view wholly legitimate. It is true
that the consequent shortage of passenger cars has created a great
deal of comment and criticism from people who find it. difficult to
obtain a car except after a long period of waiting. Government.
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have since raised the allotment of forcign exchange for the produc-
tion of passenger cars and we would wish that position to continue.
However, as between passenger cars and commercial vehicles there
can be no doubt that the latter must have a higher priority. Some
©of the foreign exchange provided for commercial vehicles goes to
the making of buses. There is a general shortage of buses also, and
considering how much higher the passenger carrying capacity of a
bus is and taking into. account the fact that it is catering to lower
income group, we would regard the production of buses to be far
more important than the production of cars..

5.4. While we agree with the policy of priority as between com-
mercial vehicles and passenger cars, we feel that the priority bet-
ween capital goods and components needs reconsideration. The
effect of the restraint used on the import of capital goods has been
to slow down the rate at which the import of components per vehi-
<le is cut down and, therefore, in the long run more foreign exchange
is spent. We consider, therefore, that the import of capital goods
for the automobile industry should receive a higher priority than
the import of components even if, in the short term, it has the effect
of creating some shortages.

5.5. In order that the expenditure of foreign exchange is ratio-
nalised and reduced to the minimum, automobile manufacturers as
well as the ancillary industry should be asked to apply to Govern-
ment for all the capital goods they wish to import to complete their
manufacturing programme by the end of 1961. By getting such
applications in sufficient detail, it would be possible for Govern-
ment to see that avoidable duplication of capacity between one
manufacturer and another and the main industry and the ancillary
industry does not take place. In other words, the danger inherent
in piecemeal consideration of these cases, namely, that more than
one firm might install the same kind of expensive equipment which
will not be fully occupied should be guarded against. We have
dealt with this point elsewhere in the Report. ‘

6.1. There is another issue which is of considerable significance
from the foreign exchange angle. We refer fo the growing im-
balance betweéen diesel and petrol. The picture of a growing
deficit of diesel which has to be imported, and a rising surplus of
petrol, available from indigenous sources, is clearly a disturbing
one from the foreign exchange point of view. We understand that
Government would like our views as to the steps which should be
taken to rectify this imbalance. _

6.2. The efforts made in this direction so far by Government
have taken the shape of raising the taxes on diesel to a, higher level
and thus narrowing the price gap between diesel and petrol. We
feel that in this approach to the problem an important point is being
overlooked. The increase in the consumption of diesel is not merely
on account of its relative cheapness but also and_ even more on
account of the higher efficiency of ‘the diesel engine. For ceriain
types of uses and for certain purposes petrol could not be used no
matter what the price relationship between the two fuels is. On
account of the special advantages of diesel, we understand that even
the Railways are going in for a dieselisation programme. Likewise
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diesel is used as a fuel for many other purposes not connected with:
road transport—by farmers, for power generation and so on—where-
it cannot be replaced by petrol. For road transport, while there is
an element of choice and competition between diesel and petrol, the:
area of competition is a narrow one. Motor cycles, passenger cars.
and commercial vehicles of 1-ton capacity are and would be almost
exclusively petrol operated. Commercial vehicles above 5-ton are:
and would be almost exclusively diesel operated. The area of com-
petition between petrol and diesel, therefore, is in the medium range:
of commercial vehicles. The policy of raising duties on diesel, while-
it may have some effect on this narrow range of vehicles, would also
have the effect of raising costs of operation in an area where petrol.
would not be a feasible alternative.

6.3. Insofar as taxation is a weapon for increasing the consump--
tion of petrol and decreasing the consumption of diesel, we do not
feel that raising taxes on diesel would provide an answer. Indeed.
there is a danger that kerosene would replace diesel and in that case
the effect on foreign exchange would be the same because kerosene:
is equally an imported product and there would be a loss rather than
an increase in revenue. Therefore, if taxation is to be used as an
instrument we would favour the imposition of an excise on diesel
engines for road transport provided they are within a certain range-
in regard to horsepower. ith this should be coupled a reduction.
in the level of taxation on petrol. Side by side there should be a
greater availability than there is today of different types of trans-
port vehicles fitted with petrol engines for carrying goods. We
shall deal with this point later.

64. As we have said, however, for the heavier road transport.
vehicles, diesel is a better and more efficient fuel than petrol. The
only way in which the consumption of diesel in such vehicles can
be reduced and the consumption of petrol can be increased is by
marketing not pure diesel oil, but a mixture of diesel and petrol.
We understand that most of the diesel engines now being produced
can, either as they are or with some minor adjustments, take a mix--
ture of diesel and petrol and this would make a sufficiently large
saving in the consumption of diesel and increase in the consumption.
of petrol to restore for the present the necessary balance between
the two fuels. It would also not be difficult for the various manu-
facturers to make suitable adjustments in their engines to raise the
ratio of petrol to diesel in the mixed fuel. Necessary steps to-
market the mixed fuel need to be taken at an early date.

6.5. We understand that one of the difficulties in the way of
marketing a mixed fuel is that the mixed fuel will need to be
handled, transported and stored with the same precautions against.
risks of fire and explosion as petrol itself. It should be appreciated,
however, that any effort to increase petrql consumption against
diesel must inevitably mean the increase in the fac111t_ies for hand-
ling a fuel which will need the same safety precaution as petrol.
What needs to be avoided in order to reduce extra cost is a position.
under which three types of fuel, name§y, petrol, mixed fuel_ an_d
diesel have all to be provided at the various pumps. In our view it
should be possible and it would be desiraple to introduce the mixed.
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fuel on the basis of arrangements which would contemplate that
only two types of fuel are available in any area for normal supply
through filling stations. To start with, the port towns could switch
over to the mixed fuel in lieu of diesel. Thereafter while diesel
might be available in small quantities at one or two places in these
areas, all the filling stations should handle only petrol and mixed
fuel. A sujtable programme for the introduction of the mixed fuel
should be taken inh hand so that facilities for handling the mixed

fuel could develop as a substitute for and not as an addition to the
facilities for handling pure diesel.

6.6, The point which we would wish to emphasise in this context
is that Government should take a clear-cut decision of policy on
this subject at the earliest possible date. There has already been a
great deal of investment in diesel engines in their production, in
converting petrol vehicles into diesel engines and in the purchase
of vehicles fitted with diesel engines. A sudden change in the eco-
nomics of diesel operation will impose loss on the community and
render some of the investment already made both in rupees and
in foreign exchange infructuous.

7.1. Finally, we turn to' the foreign exchange requirements of
any new production of automobiles that might be set up. Clearly
they must rank in priority below the categories we have discussed
above, namely, maintenance of existing vehicles and maintenance
and completion of existing production programmes.

7.2. Our consideration of future demand in relation to present
capacity makes it ‘clear, however, that the creation of additional
capacity is inescapable. We feel that in order to reduce the expen-
diture of foreign exchange to the minimum and also with a view to
ensure the quickest possible progress in the development of this
industry, any new capacity sanctigned, either by way of expansion
or by way of setting up of a new unit, should be not on the basis
of progressive manufacture starting from the assembly stage and
gradually increasing in indigenous content. Instead the firm con-
cerned should produce all the components he undertakes to produce
before he starts marketing his vehicles. We discuss this aspect of
the problem elsewhere. For our present purpose, we would suggest
that for new capacity, expenditure on foreign exchange should be
limited to the capital goods required for the project and import of
components as a recurring feature should be virtually eliminated.



CHAPTER VII
FUTURE DEMAND AND DEVELOPMENT

Having taken stock of the present position of the industry, we
now turn to consider the lines of future development and the policy
to be followed to sustain it, The first point to consider in this context
is the pattern of demand with special reference to the Third Five Year
Plan period. ‘

2.1. In reply to our questionnaires, we have received various
estimates of demand for vehicles of different categories for the
Second and Third Five Year Plan periods. Of these the memorandum
from the Indian Road and Transport Development Association Ltd.,,
deserves special mention and is reproduced at Annexure II. The
Development- Council for Automobiles, Automobile Ancillary Indus-
tries and Transport Vehicle Industries have also furnished us with
the estimate of demand as assessed by one of their sub-committees
which has yet to be approved by the Council. The report of our
own Sub-Committee, referred in Chapter I, para. 5.2, of this report
is placed at Annexure III. The conclusions of these bodies are
summarised in the following table:—

1961 1966

Commer- Commer-
Cars Jeeps cial Cars Jeeps cial
vehicles vehicles

3. Indian Road and 18,000 Included 20,000 40,000 Included 45,090
Transport De- in cars. in cars.
velopment Assn.

Led.

2. Development 20,000 6,000 {30,000 40,000 9,000 60,000
Council for Auto- to to to to
mobiles, Auto- 24,000 45,000 10,000 75,000
mobile Ancillary
Industries and
‘Transport Vehi-
cle Industries.

3. Sub-Committee 20,000 Included 32,000 40,000 8,000 §9,000
of ad hoc Com- in cars.

'mittee.

4 Western India 28,000 Do. 31,500 35,000 8,000 40,000
Automobile As-
sociation,

2.2. All the above estimates are based on certain assumptions,
relating to the rise in the national income, the level of industrial
development which the country will be achieving in the Third Five

42
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Year Plan and other similar matters on which we ourselves cannot
take a final view.

2.3. There are in addition certain other factors linked with Gov-
ernment policies which make the problem of estimating future
demand difficult. One of the most important of these is the taxation
policy of Government both generally-and in so far as it specially
applies to vehicles and fuel. Then there is the question of dieselisa-
tion. To a not inconsiderable extent the increase in the demand for
vehicles may depend on the policies which are pursued in regard to
the dieselisation of road transport. If the use of diesel is neavily
penalised by taxation or otherwise, there would be a decline in the
demand for road transpor#

24. Another uncertain factor is the policy of Government regard-
ing the relative rples of railways and roadways in the transport sys-
tem of the country. This is ene of the matters which is at present

lﬁnder reference to a committee under the Chairmanship of Shri K. C.
eogy.

2.5. Another factor which will have an important influence on
the number and types of vehicles in demand in the future in the
extent to which the roads can carry heavier vehicles. There is in
general a trend towards the use of heavier vehicles as the following
table will show: b

1949 1950 1951 1952 1956 1957 1958

Van class (upte ¥ ton

payload), . 2,446 T,655 1,975 . 1,268 )
Light truck (1 to 2°2 f 813 814 789
tons payload) . 2,090 1,083 1,974 1,313

Medium truck and bus -
class (22 to 4 tons pay-
load) . . . 9,212 4,691 4,315 4,382 11,008 15,218 12,90C

Heavy truck and bus
class (more than 4 tons

payload) 1,688 1,283 1,532 540 886 1,041 1,257

If this trend is facilitated by the strengthening of bridges, the
increase in demand may reflect more in the shape of a larger use
of heavier vehicles than in a rise in the total number of vehicles sold.
Other factors of a similar kind which may have a bearing on the total
number of vehicles sold would be the extent to which trailers can be
used, possibilities of increasing the loading capacity of the existing
vehicles by suitable strengthening of the vehicles and the strictness
with which the regulations against over-loading are enforced in
practice.

3. While wg hesitate for the reasons indicated above to commit
ourselves to any forecast of the demand which might actually deve-
lop by 1965, the more specific question to which we as a Committee
can usefully address ourselves and' which has been put to us in our
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terms of reference is to consider what capacity should be established
in the country for the production of different types of vehicles.

4.1. We have earlier pointed out that because, to begin with, the
demand for vehicles was too small it was necessary for Government.
not only to eliminate competition from imports, but also to limit the
area of internal competition so that each manufacturing unit could
build up capacity with a certain assured share of the market. There
has been over the last five years a radical change in the position so
far as medium trucks, by which we mean 3 to 5 ton diesel vehicles,
are concerned. The demand for each of the three vehicles in this.
field, the Tata Benz truck, the Dodge KEW vehicle and the Bedford
truck is in excess of the total production capacity of the three units
concerned.

42. In these circumstances we recommend that the three units
concerned, namely, Telco, Hindusthgnh Motors and Premiers should
now be placed on a fully competitive basis. By this we mean two
things: Firstly, these units should be permitted to produce and sell
as many vehicles as they possibly can, and secondly, in planning
their expansion they should accept the fact that the other units may
also be expanding and offer competition to them. No part of the
demand need be specifically earmarked for any of the units.

5.1. What we have said above about the development ¢f the demand
does not apply with equal force to the heavier vehicles of the Leyland
family produced by Ashok-Leyland. This is not so much because
the demand itself is lacking, but because heavier vehicles are not
permitted to ply on a large number of roadways. The demand for
Ashok Leyland’s vehicles is too small fo introduce competition in
the heavier range. The kind of heavy transport vehicle which Ashok
Leyland are developing will in the future play a very valuable part.
It is desirable, therefore, that other units should not be allowed to
take on heavier vehicles for production at this stage.

5.2. At the same time we feel that even for heavier vehicles, the-
stage has come when competition from the existing vehicles in the
medium range should be allowed freer play. We refer to this point.
because in the past we understand some proposals had been made by
the makers of medium vehicles to strengthen their vehicles so as to
enable them to carry heavier weights. This type of diversification is
in itself a desirable thing. It also enables the same expenditure of
foreign exchange to meet bigger need. However in view of the
peculiar position of Ashok Leyland, Government have in the past
been reluctant to give this freedom to the makers of medium vehicles.
We consider that the stage has come when the makers of medium
vehicles should be allowed to market vehicles capable of carrying a
heavier load so 1dhg as the basic features of the vehicle are not altered
and so long as they do not ask for additional import licences.

6. There is one further point which we would make in regard to
the genheral pattern of future development. In the past it has been
necessary to approve schemes of progressive manufacture under
which each firm began with an assembly of the vehicle out of imported
components and gradually increased the indigenous content. Such a
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pattern was unavoidable in the early stages of development of the-
industry. For future development we consider that the firms which
propose to expand their output should be asked to undertake the-
investment necessary to increase the output without increasing the
imported: content of each vehicle. In other words, they must order
such plant and machinery as they may need to complete their pro-
gramme at the very beginning. Once Government are satisfied of
'this point, then the import of components for part assembly and part
manufacture can be regulated according to the availability of foreign
exchange and the state of demand in the country. What is impor--
tant, however, is that from the very beginning the Government and
the country should be assured that the firm which has obtained a.
certain capacity has made all the commitments in terms of plant and
machinery to produce the vehicles which it undertakes to do. There:
would thus be no danger of a programme remaining half completed.
for a number of years with the result that there is a continuing.
expenditure of foreign exchange on the import of components.

7.1. Against this background of general considerations we recom-
mend that the target of capacity at the end of the Third Five Year
Plan for commercial vehicles should be fixed at 60,000. It is possible:
that actual demand may not go up to this extent because of the
uncertainties to which we ‘have referred earlier. We feel, however,.
that Government need not restrain the different units from expanding.
their capacity as much as they like within this overall target.

7.2. There would then be sufficient elbow room to give freedom
of choice to the consumer and to ensure the maximum economy in
production which competitive conditions and large scale production
are conducive to. Moreover it would enable the Fourth Plan period
o start without any shortage in regard to transport vehicles.

8.1. The next question which arises is how this capacity is to be
achieved. We do not favour the idea of allowing expansion on the
basis of any abstract considerations of equity as between the different
firms concerned. No pattern need be set by Government in advance,
The initiative must come first from the units themselves as to what
they propose to do and are able to do. In doing so, they would, if
our recommendations are accepted, take into account the possibility
of competition in terms of cost, quality and servicing which the other
units will be offering them, particularly if the total capacity is some-
what above rather than below the total demand. The consumers’
interests will be better served.

8.2. There are, however, certain considerations which in our view
would be relevant in taking a decision if the total capacity imme-
diately applied for is in excess of what can be accommodated within
the targets recommended. First of all, we think that it would be
undesirable to bring in any new units. This is because in the auto-
mobile industry the larger the volume of production the larger is
the economy in production. It is because of this that even in coun-
tries where the demand for automobiles is very much, larger the
number of producers is relatively small and there is a tendency for
various producing units to come together and pool their resources.



46

In the case of India, there are some other considerations too which
have a special force. It takes a long time to build up the necessary
technical skill and manpower for an industry like the automobilé
industry. As the workers gain in efficiency, there would be the possi-
bility of managing the works with fewer employees. If the units
keep expanding then as productivity per worker increases, costs will
keep coming down and employment will not suffer, Then again from
the point of view of foreign exchange expenditure as well as rupee
investment much less would need to be spent in expansion pro-
grammes than in wholly new programmes. Finally the results to be
achieved through expansion schemes rather than new projects would
be much quicker,

8.3. In making this recommendation, however, we are conscious
that there is one problem of a somewhat special nature which will
need to be considered. At present Hindusthan Motors and Premiers
are not making any diesel engines and for their trucks they obtain
their supplies of engines from Simpsons and Automobile Products of
India. A question which Government will need to consider is whe-
ther the makers of chassis should be allowed to miake their own
engines. At one time Premiers had asked for such permission which
was refused because there were already two approved manufacturers
of diesel engines who do not have any chassis of their own. Later
Hindusthan Motors had made a similar request. They were told
that Government would be agreeable to Hindusthan Motors develop-
ing a petrol engine after they have completed their chassis pro-
gramme. It appears, however, that they are also anxious to make
their own diesel engines particularly as the Bedford diesel engine
differs from the Bedford petrol engine only in certain details and
in the main the equipment to be installeg for making the petrol
engine would-be identical with what is required for making the
diesel engine.

8.4. One of the contentions put forward in favour of the rranu-
facture of engines by the chassis manufacturers is that a vehicle in
which the engine and chassis are designed for each cther gives a
much better performance than a vehicle which is the result of the
different makes of engines and chassis being married through a
conversion kit. In this connection it has been argued that the success
of the Daimler-Benz truck in India is largely due to the vehicle being
of an integrated design. This particular argument has special appli-
cation in respect of Hindusthan Motors’ Bedford vehicles because
there is a Bedford engine. So far as the Dodge trucks are cdncerned,
we understand that even in their country of origin the Perkins
engine is a standard equipment. We would in this context also add
that until recently the Bedford truck in the UK. was also being
regularly marketed with the Perkins engine and there was no
Bedford diesel engine. The second argument which is advanced by
the chassis manufacturers to have their own engine is that the
Perkins engine does not have sufficient reserve of power to cope with
Indian conditions of road and habitual overloading, while the Daimler-
Benz engine has these qualities. In the case of the Bedford engine
it is further claimed that it costs less than the Perkins engine end
can, therefore. be produced in India more cheaply than the Perkins
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engines of Simpsons. Thus it is claimed the cost of the Bedford
truck would be further lowered.

8.5. Of the two engine manufacturers Simpsons have done a very
satisfactory job. We were greatly impressed by the whole organisa-
tion of Simpsons and their methods of control over production and
quality. Our assessment of the progress made by A.P.I. with the
manufacture of the Meadows engine when our technical committee
visited their works was not very satisfactory. We have since heard
from them that they have installed the equipment necessary to
machine engine and the supply of castings from indigenous sources
is also being developed. We understand that their engines have after
extensive test been found to be acceptable by the chassis manufac-
turers. Perkins engines, as we have said above, have been used both
on Bedford trucks and on Dodge trucks regularly in the UK.

8.6. It is not possible to.evaluate precisely the extent to which
the claim for making of a diesel engine by the chassis manufacturers
can be said to be justified on economic and technical considerations.
On the other hand, it does not seem to be in doubt that the chassis
manufacturers have a strong bias for making their own engines. In
these conditions for Government to exercise continuous pressure on
the chassis manufacturers to buy their engines from another producer
does not seem to us to be an altogether desirable position for the
future development of the industry. In particular one problem is
likely to arise time and again, namely, the expansion of chassis pro-
duction may not always be exactly matched by the expansion of
engine production. Any imbalance is likely to create a problem.
This problem is likely to become the more serious if the industry has
expanded a great deal in the present manner.

8.7. It is in our view desirable and important to take a final deci-
sion on the subject early and we set forth below our recommendations.
in order to help Government in arriving at a decision:-—

(a) Of the two chassis manufacturers the claim of Hindustan
Motors for being allowed to make the Bedford Diesel engine
is the stronger for the reason that the Bedford engine has
a considerable commonality of parts as between diesel and
petrol versions and for the latter Hindustan Motors kave
already got Government's permission. Furthermore, the
Bedford engine is designed for the Bedford chassis. Pre-
mier Automobiles have not indicated to us any particular
engine which they would like to develop, if permission
were given to them, for fitting on to their Dodge vehicle.
If they make such a proposal to Government, then the
specifications of the engine will need to be studied and
compared with the specifications of the engines already
available in the country.

(b) If one or both of the chassis manufacturers referred to
above are allowed to produce their own diesel engines, the
position of the two firms which have already invested in
the production of diesel engines would need to be safe-
guarded. To some extent these engines may find uses for
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other purposes such as being fitted in road rollers and trac-
tors and put to industrial uses. Nevertheless withqut the
possibility of selling these engines for commercial vehicles
their production may not be ahsorbed. In that event.
some chassis capacity will have to be allowed which will
match the surplus production of diesel engines. For this
purpose considerations could be given to the introduction
of a lighter chassis in the 1% to 3 ton range, which is at
present not covered by any of the existing programmes.
In our view, of the two diesel engine manufacturers, the
claim of Simpsons would be the stronger for the reason
that they have already done a satisfactory job with the
production of the engine.

{c) In considering requests either for engine capacity or for
chassis capacity the principle should be that there would
be no phased manufacturing programme starting from
pure assembly to a growing proportion of indigenous con-~
tent. Instead, the firms concerned should first import the
capital goods and market their engines only when they
have made the components which it will be their respon-
sibility to produce. Under this approach, not only would
the expenditure of foreign exchange be less but there would
be no immediate dislocation of supply and marketing
arrangements.

9. In order that the expansion programme for commercial vehicles
is completed as quickly as possible, we suggest that Government
should ask the firms concerned {o put in their proposals, having due
regard to our recommendations made above, within, say, four months’
time. In considering the proposals the Government should take into
account the following factors: — j

(a) Whether the firm hag already completed the manufacturing
programmes which have already been approved should
be an important test to be applied. For this purpose evi-
dence of all the plant and machinery required for the
various programmes in hand having already been ordered
should be regarded as a satisfactory basis for considering
further expansion, , Where, however, a firm has more than
one manufacturing programme in hand, care will have to
be exercised in approving any new programmes. Expe-
rience has shown that by trying to develop too many
vehicles of different types at the same time, progress all
round has been slow, while units which have concentrated
on one line have done better.,

(b) The requirements of foreign exchange ‘which the firm
needs to undertake its expansion programme should also
be given due weight. Some of the units also have re-
placement needs. It may not always be possible to dif-
ferentiate between machinery required for rehabilitation
and replacement of existing equipment and-what is re-
quired for expansion. Where a unit has needs under both
heads, it should be asked to submit its total picture in as
much detail as possible to enable a judgment to be formed.
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(c) Government should also ask for an indication of the
arrangements for rupee finanice not only to pay for plant
and machinery, but also for the corresponding rupee
expenditure.

10.1. We have in the preceding paragraphs discussed the further
development of the production of medium trucks in the country most
of which are based on diesel. As regards heavier vehicles we have
indicated that no immediate expansion of capacity is necessary. Any
increase in demand could be catered for by Ashok Leylands. How-
ever, we want to make one point clear. Ashok Leylands have got
two vehicles on their programme, the Comet and the Titan. So far
as the Comet is concerned, the demand is likely to make the produc-

. tion more and more economic from year to year. For the Titan, the
demand is so limited that it is at this stage unwise to consider the
‘Titan as a vehicle with a manufacturing programme on which
Ashok Leyland should invest more. If they do so immediately, the
danger is that costs would be very high and the expenditure of
foreign exchange on plant and machinery will result in a relatively
small saving in imports. We understand that Ashok Leyland have
made arrangements for making the heavier diesel engine for their
‘Titan trucks. This diesel engine has many uses for industrial pur-
poses also and the programme for making the engine should, there-
fore, proceed. Ashok Leyland would not, however, be wise in
investing anything for the chassis for the Titan—apart from such
investments as is common to the Comet programme. We, there-
fore, feel that for the time being nothing need be done to develop
‘the Titan chassis in India. When State Governments have, however,
needs for this type of vehicle, particularly for buses in cities like
‘Calcutta and Bombay, such foreign exchange as Government are
able to release to State Governments for this purpose may be used
for the import of those components which cannot be supplied by
Ashok Leyland or by the ancillary industry.

10.2. A word is necessary about lighter commercial vehicles.
They have an important role to play. At present the market for
this type of vehicle appears to be small. This is because the vehicles
available are in the expensive range. If there were really cheaper
vehicles freely available, demand might develop and also provide
an outlet for the country’s surplus of petrol. To cater for this
demand, we do not recommend the setting up of any new units.
The investment required for that purpose would be wholly uneco-
nomic, But where any firms have developed petrol engines for other
purposes they should be permitted to market light delivery vans.
and commercial vehicles using the same engines. The conditions
governing the approval of such requests could, however, be the same
as we have indicated above, namely, that the firm must be ready
to face competition and secondly. make the vehicle and not depend
on imports of components for assembly in the country.

111, We now turn to the quocstion of passenger cars Our terms
of reference had, specially asked us to consider the feasibility of
producing a small cheap car in India. We had dealt with this ques-~
tion ir our Interim Revort. In fact, one of the main reasons why
we had submitted an Interim Report was to enable Government to
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take some action on this particular matter. We had, among other
things, recommended that certain tests should be carried out and
certain detailed figures obtained from the various firms. We have
not heard anything further from Government on the subject and
we presume action is being taken by them. ., Accordingly, we do not
propose to make any fresh recommendation on the subject of cheap
cars in this report. We reproduce in full our chapter devoted to
this subject which formed a part of our Interim Report in the
immediately following chapter. '

11.2. The only points which we would wish to make in our final
report on the question of producing a cheap car are the following:—

(a) The possibility of producing a cheap car depends on
planning the production from the very beginning on a
fairly large scale. This means that even if one of the
existing units manufacturing car takes it up it will have
to instal plant and machinery for such production as if a
ncew factory was being planned and it is only in respect
of common services like foundry facilities that it could
rely on its existing installed machinery. ‘

(b) The field of our choice was necessarily limited by the
proposals which we received. We were somewhat dis-
appointed that more vehicle manufacturers did not come
forward with programmes of manufacture in collabora-
tion with foreign firms.

(¢) As between the different proposals we received, there
were no overwhelming reasons for choosing one vehicle
as against another.

11.3. In making the final selection, Government will doubtless
take into account-— :

(1) the test reports on the vehicles,

(2) the foreign exchange implications of the programme,
(3) the performance of the applicant firm, and

(4) whether the proposed programmes will adversely affect
any existing or new commitments which the same firm
may have.

\ .
11.4. We also reproduce an extract from our Interim Report
regarding the request by Hindustan Motors to revive their manu-
facturing programme for the Baby Hindustan:—

“Hindustan Motors have put in to us that they should be
allowed to revive their manufacturing é)rogramme for the
Baby Hindustan and they have argued that Government
are committed to permit them to do so. It is not for us
to take any view on the question whether there is any
continuing commitment on the part of Government by
virtue of the fact that initially a programme of manu-
facture for the Baby Hindustan had been approved many
years ago. On the merits of the Baby Hindustap manus
facture, we have commented in the chapter dealing with
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the production of a cheap car. In making our recom-
mendations regarding the production of a cheap car, we
have proceeded on the assumption that the cheap car
would not be introduced in addition to the Baby Hindustan.
In other words, we have treated the Baby Hindustan as
one of the many proposals before us out of which only
one will be finally selected.”

11.5. We now proceed to consider the rest of the passenger car
programme on the assumption that Government will approve of a
manufacturing programme for a small cheap car after considering
our report and the proposals submitted to them. Though the
demand in India for cheaper cars is growing there is also a demand
for the very much bigger cars of the American type. These are
required for long distance journeys, by commercial houses, and for
special functions and purposes. The demand for such vehicles is
not large enough to sustain their manufacture in India. Premier
Automobiles assemble the Dodge cars and supply some components,
including the engine, of their own manufacture to them. They need
not invest any more in this programme. Permission to import com-
ponents for assembly may be given as and when considered desirable
to meet the demand for this type of cars.

11.6. There is, however, a genuine and more widespread need for
a car which is not as big as a Dodge but which nevertheless is big-
ger than the Hindustan Ambassador. Standard Motors had such a
car on their manufacturing programme. This was their Standard
Vanguard. The issue of import licences for components for this car
was discontinued when the foreign exchange position had become
very tight. At that stage Standard Motors had made better progress
with the manufacture of the Vanguard than of the Standard 10.
They have since made some investments in the Standard 10. Their
costs are, however, high. Their progress with manufacture has also
been slow. If Fiat cars and Ambassador cars were available in very
much larger numbers, their sales even on present prices would
suffer. It is our intention that prices of Fiat, and Ambassador should
be brought down. In these conditions, the Standard 10 is not likely
to find much of a market. The prospect of reducing their costs does
not seem to be very bright. For a passenger car to be produced
cheaply there must be large turnover. Standard Motors are not
equipped to produce in large numbers. There is another problem:
The small Standard in the U.K. undergoes frequent changes of
design. It will not be possible for Standard Motors to keep on re-
tooling to cope with these changes. It is our view, therefore, that
Standard Motors should be allowed to revive their programme for
the making of the Standard Vanguard. They should also gradually
give up the Standard 10 because as we have explained above when
the supply position improves their Standard 10 is not likely to have
much of a market.

11.7. We, therefore, consider that the best production paitern for
passenger cars would be the new economy car, the Fiat 1100, the
Hindusthan Ambassador and the Standard Vanguard. The Dodge
may continue on an ad hoc basis as at present. The development
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of the indigenous content in the Standard Vanguard might be some-
what slow. The other three vehicles should become more than 90
per cent indigenous within two years.

11.8. We do not consider it necessary to earmark or allocate parti-
cular figures of production to these vehicles, We feel that the con-
sumers’ choice and the size of the market will itself determine the
pattern and volume of production. If Premiers or Hindusthan
Motors want to expand their production of cars, no restriction need
be placed in their way so long they can find a buyer. So far as the
new car is concerned, it would be desirable to have a capacity of at
least 12,000 vehicles with possibilities of increase. Indeed the whole
basis of producing a cheap car will be destroyed if the capacity is
for producing only a small number. Disappearance of the Standard
10 as a car will make it easier for the new car to be introduced. We
would, however, emphasise that the economy car to be popular and
serve the purpose of the public in India, should be a real car and
not a miniature car as we had pointed out in our Interim Report and
should be capable of carrying four passengers with a reasonable
amount of luggage.

11.9. This pattern of production will in a sense got integrated
with what we have recommended regarding trucks. Standard
Motors will be able to market a light petrol delivery van using the
same engine, transmission and axle as their Standard Vanguard car.
The 10 H.P. engine which they have already developed for the
Standard 10 should also be put to a similar use if they so desire.

12. The target of capacity for the 3rd Five Year Plan for these
units should be 30,000 Nos. However if a cheap car is introduced
the demand of the existing cars is likely to go down to some exient
but there will also be an overall increase in demand to 40,000 Nos.
through the creation of a new class of consumers.

13. The current production of jeeps is about 5,500 Nos. per annum
which is likely to increase to about 10,000 Nos. by the end of the
Third Five Year Plan period. This demand is not adequate to be
shared by another unit. On the other hand the price of the Jeep
should however come down with increase in production. If this is
not assured, consideration may be given to licensing another unit.

14. A point has frequently cropped up in the course of our public
hearings, namely, whether it would or would not be desirable for
the public sector to take on the production of automobiles for the
people (as distinct from production in Ordnance Factories to meet
defence needs). We have given a good deal of thought to this ques-
tion. We do not regard automobile industry to be a preserve of the
private sector. If in the very beginning this industry had been
developed in the public sector we are inclined to think that certain
advantages would have flowed from such an arrangement. It would
have been possible to concentrate the demand for cars on a single
producer without the dangers of a monopoly in private hands. It
might also, we believe. have resulted in avoiding some of the weak-
nesses which the present industry suffers from and to which we
refer later in this report. But there is already a very substantial
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investment in rupees and in foreign exchange in this industry. The
existing units offer employment to many thousands of workers in
different parts of the country. There would be a wastage of national
assets if the public sector were to create any capacity which would
render the existing installed capacity in the country idle. If at any
time the Government and the country feel that the private sector
has failed, there might be a case for nationalisation rather than for
creating additional capacity in the public sector. In a planned and
controlled economy such as ours capacity should not be created,
either in the public sector or in the private sector, unless that capa-
city is needed by the economy as a whole. We have in the course
of our enquiry received only one proposal which was sponsored by
a public sector unit. We have examined this proposal on merits and
our views on the proposal are to be found in the next chapter which
deals with the production of an economy car.



CHAPTER VIII
THE PRODUCTION OF A CHEAP CAR

The appointment of the Committee has in the public mind been
associated with the question of producing a cheap car in India.
Indeed quite often this Committee has been referred to as the Cheap
Car Committee. That this should be so, in spite of the very wide
terms of reference, only indicates that from the public point of view
the most important of the tasks assigned to us is “to examine the
feasibility of producing a low-cost passenger car”,

1.2. We found abundant evidence of this in the course of the pub-
lic enquiries when the case for a cheaper car was put to us forcefully.
We were told that the class of people whose monthly salary is below
a thousand rupees can simply not afford to buy a car at present
prices. It was urged that it should be possible to produce a car in
India in the price range given to us in our terms of reference. Such
a car, it was further pointed out, would have a large sale and attract
an entirely new class of consumers,

2. As against this, a number of arguments( against the introduc~
tion of a new car were also put forward with equal force. These
are:—

The real weakness of the automobile industry, so far as pas-
senger cars are concerned, lies in the fact that there are
three producers who share hetween them a market which
is so small. This being the main reason for the high cost
of the existing cars, the intreduction of a new car would
only aggravate the situation and not provide any solution
to it.

2.2. The same factors which are responsible for the high price
of the cars already being produced will result in high prices for any
new vehicle which is taken up for manufacture.

2.3. The main reason for the present dissatisfaction of the con-
sumer is due to the fact that inadequacy of foreign exchange has
kept domestic production at a much lower level than it should
be. If one more unit is introduced and the same amount of foreign
exchange has to be rationed out, there will be a deterioration rather
than improvement in the situation.

2.4. Shortage of foreign exchange has also been responsible for
slowing down the increase in the indigenous content of automobiles
because the capital goods required were not being allowed for im-
port as freely as they might otherwise have been. The production
of the new car will accentuate these difficulties still further, It
would be much better to allow such foreign exchange, as is available
to increase the indigenous content of existing vehicles and thus
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reduce the recurring expenditure of foreign exchange than to take
on a wholly new commitments.

2.5. The best way to increase the availability of cars at an econo-
mic price would be to enable the existing producers to raise their
output to a much higher level. Thereby, not only would the present
shortage of cars in general disappear but the second-hand market
would have substantial supplies of roomy sturdy cars at economic
prices, which would be a better answer to the consumers’ needs than
the miniature cars developed in Europe in very different conditions
of living, road transport, size of family, etc.

3. The arguments which we have summarised above raise a
fundamental issue. Would it be better and wiser to try to meet the
consumers’ need for a freer availability of cars at more economic
prices by improving the quality, quantity and cheapness of the cars
already on the manufacturing programme or whether the right
answer lies in the direction of introducing a new vehicle altogether?

3.2. We have debdted at great length the pros and cons of the
two alternatives posed above, It is not possible for us to say cate-
gorically that the first or the second alternative is necessarily the
right answer. We consider that, in any event, efforts must be made
to ensure the progress and development of the cars already in pro-
duction. The real question is whether the production of a new
car can be sustained in the Indian economy today and whether such
production would necessarily mean waste of investment both in
rupees and in foreign exchange already made.

4. No one can foresee the future with any degree of accuracy.
Therefore, in making our recommendations on the subject we wish
to set out clearly the considerations and assumptions on which they
are based as well as to suggest certain safeguards which should be
adopted to eliminate, so far as is humanly possible, the danger of a
major mistake.

4.2. The first consideration which leads us*to support the intro-
duction of a new car is that as a result of the study which we have
made as well as the statements which the automobile manufacturers
themselves have made to us, there is no prospect of the price of any
of the cars now being manufactured coming down to the Rs. 5,000—
7,000 range.

4.3. The second point which we would make is that the existing
production of the industry for the manufacture of passenger cars
is unable to cope even with the present demand. Although a cut
in foreign exchange had led to a fall in production in 1958, the
industry has since then been receiving allocations on a liberal basis.
Even so, the backlog of orders has not eome down. The total num-
ber of orders booked and awaiting delivery at the time when control
over distribution was introduced has not shown a decline over the
many months that have since elapsed. In other words, new orders
have been coming in at a rate equal to the current production of the
industry. It could be argued that some fictitious orders and some
duplicate orders are being booked. Tt is equally possible that some
people do not book orders when delivery is only a distant hope. In
any event, in the normal course of events, demand would continue
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to rise. It is not possible in the case of an industry like this to create
additional capacity overnight. It would be entirely Ilegitimate,
therefore, to augment the present capacity, having regard to the
likely demand during the Third Five Year Plan period, even after
allowing for such increase in production as may be possible, from the
pgesent capacity and which should anyhow be welcome and support-
ed.

44, The third consideration is that the increase in demand is
much more likely if cars were available at substantially cheaper
prices. We see no reason to believe that by shutting out cars cost-
ing somewhere around Rs. 6,000 each, it will be possible or justifiable .
to divert the demand to cars costing Rs. 10,000 or more. At the
same time, we hasten to add, there is some possibility that those who
were otherwise going in for a car costing Rs. 10,000 might go in for
the cheaper vehicle. This may create some problems for the exist-
ing industry to which we refer later. But it would not, in our view,
be justifiable, if there was a real prospect of cars being available in
the future in the price range of Rs. 5000—Rs. 7000, to perpetuate a
position in which there is no hope of any being available even at
Rs. 8000 or thereaboufs.

5. Having stated the main arguments in favour of the introduc-
tion of a new cheap car we now proceed to spell out the measures
which should be taken firstly, to ensure that the production of the
new car is economic and secondly, to ensure that damage to the
existing industry is minimised.

5.2. We have based our reasoning above on the importance of
cheapness of the car as a major factor influencing the demand for it.
We must add that the cost of maintaining a car is no less important
a factor. If Government have asked us to examine the possibility
of producing a cheap car for the people, we expect that they for
their part are determined to see that the cost of maintenance is also
brought down. In oypr chapter dealing with foreign exchange, we
have drawn attentiorf to the abnormally high prices for spare parts
and servicing which is attributable to the cuts in foreign exchange.
Another factor contributing to it is the level of taxation on practi-
cally everything which the car owner needs. There iS taxation on
petrol, excise duties on tyres and batteries, and import duties on
spare parts.

5.3. We are not called upon to comment on taxation as such.
There have been previous reports and recommendations on the sub-
ject not many of which have found acceptance. It is in many ways
natural and inevitable that when Government does need higher
revenues the class of people who can afford to own cars should have
to bear a relatively high proportion of the tax burden. One way of
ensuring this is to have indirect taxes affecting the ownership and
maintenance of cars.

5.4. An important consideration which must apply to all taxation
is whether, while adding to Government’s revenues, it does any-
thing else which is undesirable. Recommendation in earlier reports
of various bodies for lowering the rate of taxation were made at &
time when it was considered desirable to stimulate the demand for
mutor vehicles both as a means of support to the industry and as a
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means of bringing the economic benefits of cheaper transport to the
community. In conditions as they prevail today, demand is well in
excess of supply and taxes are not acting as a deterrent. In these
conditions, there can be no question of reducing taxation as a means
of stimulating the demand. Indeed the opposite can well be argued.
In Great Britain, for example, when it was considered desirable to
restrict the domestic consumption of cars in order to release more
for exports high purchase taxes were imposed. In Indian conditions
today, when not enough foreign exchange is being given to meet
the local demand, high taxes as a restraint on them can be justified.

5.5. But when we look ahead to the position that may arise on
the introduction of a new programme of manufacture, we must draw
attention to the consideration that, if necessary and if the demand
does not otherwise keep up, some sacrifice in taxes may be necessary
and justified. In all probability, however, revenue from an increase
in demand in automobiles will tend to rise with the sale of more
motor vehicles and the exchequer will gain rather than lose in
pursuing policies which result in the increased sale of vehicles.

6. We next turn to the foreign exchange implications of a small
car programme. For a car which would sell in India for Rs. 6,000
or so and whose annual production and sales would be 10,000 vehi-
cles, there would need to be investment in plant and machinery
amounting upto Rs. 4 to 5 crores*.. This amount would not neces-
sarily have to be put into the factory producing the car. Part of
it may go into ancillary industries as well. The scale of investment
in the main plant would also depend on whether it is a wholly new
unit or an expansion of an existing unit. The extent to which the
production of the car can make use of installed capital equipment will
also have a bearing on the figures of total import of plant and
machinery.

6.2. In addition, there would be an import bill on account of the
components which are not being produced in the country. If the
programme proceeds on the basis of an import of the complete vehi-
cle in a knocked-down condition and a progressive development of
indigenous manufacture from year to year spread over 4 to 5 years,
it is likely that the annual requirements of foreign exchange for a
10,000 vehicle programme would be as follows:—

First year—Rs. 3 crores.
Second year—Rs. 2 crores.
Third year—Rs. 1 crore.

Fourth year—Rs. 50 lakhs or so.
onwards.

6.3. Development of a new car presupposes that extra foreign
exchange will be available and that the programme of development
and expansion of the existing units will not be affected. We would
go farther and recommend that only after certain other priority
claims of the automobile industry and road transport industry have
been fully met—as indicated in our chapter on foreign exchange—
should any allocation of foreign exchange be made for the new
programme,

* The Rs, 4to §crores referredto in para 6 asove rerresents the foreign exchange
required for imported plant and equipment,
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6.4. Anyhow, it is important to ensure that the expenditure of
foreign exchange on the development of the new vehicle should be
kept to the minimum. We enumerate below the main possibilities
of achieving economy in this respect:—

6.4.1. In choosing the vehicle to be manufactured utmost care
should be taken to see that it would not involve the establishment
of highly expensive machinery which can only be sustained econo-
mically if the demand runs to a very high figure.

6.4.2. The scheme should be based on making full use of existing
capacity in the country wherever it may exist.

6.4.3. The programme of manufacture should not be based on
imports of complete c.k.d. packs to begin with and an increase in
indigenous content at a slow rate from year to year. Instead, the
manufacturer should be expected to achieve a high level of indige-
nous content in the vehicle from the very start and should complete
his programme within 2 or 3 years at the very most. This will also

mean that the existing industry will not face ¢gmpetition from an
imported vehicle.

7. The next and perhaps the most important question is that of
choosing a suitable car and the agency for its manufacture. The
Committee received many proposals from different firms and in-
terest. But practically all the proposals related to vehicles which
have not been tried out in India in Indian conditions. Considering the
seriousness of the choice it is of the utmost importance that every
care should be taken to avoid making a mistake and going in for a
vehicle which for any reason does not quite answer the needs of the
class of consumers for whom the vehicle is intended.

7.2. We are separately submitting to Government the full details
of the proposals received by the Committee. We refrain from mak-
ing a specific recommendation in favour of a particular vehicle for
two reasons. Firstly, as pointed out above, we consider it unsound
to form a judgment by merely looking at vehicles which have been
imported to be shown to us. In England, before new models of cars
are exhibited at the Olympia show, most of them have been subjected
to rigid and prolonged tests by independent agencies. Before a
final choice is made, we recommend that the vehicles in question
should be tested out for a minimum period of three months and a
minimum mileage of three to five thousand miles in which their
sturdiness, their consumption both of fuel and oil and their general
performance should be studied. Such facilities, we understand, are
available with the Defence Ministry and the Automobile Associa-
tions could also help. We do not wish to delay our report until such
tests have been carried out though we could, if called upon to do so,
offer our further comments after such tests have been completed.

7.3. The second reason for our not making a specific choice among
the vehicles covered by the proposals received by us is that, in almost
all cases, it should be necessary for Government to have further dis-
cussions with the Indian applicant and with the overseas firm with
whose collaboration the vehicle is to be manufactured. To make a
final choice before such negotiations have taken place would weaken
the negotiating position of the Government.
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8. We accordingly proceged to set out below the considerations
which should govern the choice of the car to be produced in India,

8.2, The first point to look for in the vehicle is the cheapness.
It is not easy to foretell what the cost of production in India would
be. There are, however, a number of factors which can make an
assessment possible. First of all, there is the price of the car in its
country of origin, Secondly, there would be or should be a firm
quotation for the complete ck.d. pack of the vehicle if it is imported.
Based on these two factors, at least an approximate guess can be
made of the likely cost of production in India having regard to the
experience we already have in the matter. It would also be appro-
priate for the assessment of the cost of production in India to take
account of the kind of investment contemplated. In general, the
lower the ratio of the additional investment to the expected turn-
over, the more economic would production be, provided the invest-
ment figure is realistic having regard to the programme of manu-
facture envisaged. Lastly, importance should be attached to the
kind of assurance or guarantee which the Indian firm concerned is
able to give of adhering to the price ceiling indicated by it.

8.3. The cheap car has to be cheap not only in initial cost but also
in the running and maintenance cost as compared with the cars now
already under manufacture. The claims put forward regarding
cheapness in fuel consurhption should, in particular, be tested and
verified on Indian roads.

8.4. The third factor would be the consideration of sturdiness and
spaciousness. Many of the very cheap cars marketed in Europe are
suitable for bachelors or married couples without children and
designed for extremely good road conditions. In Indian conditions,
some sacrifice of cheapness may be necessary with a view to have
ample room not only for passengers but also for luggage. Arrange-
ments in regard to ventilation and the performance of the car in
high temperatures are also to be locked into.

9. The next issue which we want to discuss in general terms is
the agency which should be employed for the manufacture of an
economic car. The choice lies between entrusting the task to one
of the existing firms or to an altogether new firm or to a consortium
to be set up by the automobile industry or to undertake production
in the public sector.

9.2. Of these, we consider the setting up of an altogether new
unit as undesirable for the following reasons:—

9.2.1. A wholly new unit will take much longer to get into pro-
duction and to train its labour force.

9.2.2. If a wholly new unit is set up on the basis of promises given
regarding the ultimate selling price of the vehicle and if, in actual
fact, the costs turn out to be high, it would be' very difficult o en-
force sales at the prices originally agreed upon because the unit
may then have to face a closure. On the other hand, a unit which
is producing other vehicles also, can be compelled to take a loss if
necessary on the sale of the particular vehicle which is developed
as an economy car.
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9.2.3. A wholly new unit will not be able to spread its overheads
grer as large a volume of business as an existing unit. Many of the
installed facilities on an existing unit can be used for the manufac-
ture of the new vehicle thereby reducing costs and expenditure of
foreign exchange on plant and machinery.

9.3. The advantages of combining the production of a new
economy car with an existing production programme - have been
indicated in the preceding paragraph., These advantages would be
the greater if it were possible to evolve a plan of manufacture in
which the entire automobile industry could participate*. Our dis-
cussions with the spokesmen of the industry do not, however, give
us reason io believe that a joint venture of this kind is a practical
proposition. It would still be an advantage if the production pro-
gramme could be shared by more than one unit in the automobile
industry even though all units do not co-operate. Such an arrange-
ment can only result from discussions in which Government should
be a party and we as a Committee have not felt it to be within our
competence to put forward any proposals of this nature, to the
industry. We have, therefore, had to confine our examination to
the actual propositions before us put forward by different applicants.

10. We have received altogether 24 proposals relating to the
manufacture of a baby car. Some of these proposals were merely
letters containing nothing more than a statement to the effect that
the party concerned is desirous of and able to manufacture a vehicle
at a cheap price. Others have given some details but not what we
would call a manufacturing programme. On the whole, the well-
thought-out proposals which we have received have come either
from firms already engaged in the manufacture of an automobile or
from firms who are otherwise engaged in manufacture in allied
fields. There is also one proposal from the public sector from
Hindustan Aircraft Ltd.

10.2. Among the offers received by us, those which did not give
any details on essential points such as the cost of plant and machi-
nery to be imported, the rate and stages in which the manufacturing
programme will be completed and the estimated price of the vehicle
in India and other relevant factors could naturally not be considered
by the Committee at all. It is possible that given time, some at
least of the individuals and firms concerned would have been able
to put forward something which were nearer a definite proposal. As’

*During the discussions the representatives of Hindustan Motors stated that a
decrease of Rs. 500 in the price of the Ambassador car may be possible if production
went above 18,000 3 year (other factors such as wages remaining constant). This also
gives an indication of the extent of possible economy in the manufacture of Baby
Hindustan due to its commonalitv with Ambassador of a few components of the rear axle
and the front suspensinn—narts of which only are manufactured by Hindustan Motors:
themselves. The representati**=e of Standard felt that even with a production level of
6,000 their price would not go down. According to the representatives of Premiers, the
price of the Fiat 1100 could be reduced by about Rs. 300 per car if production went
up from 3,500 to 6,000, They also indicated that the reduction could amount o Rs. 6co-
per car if production went upto 10,000 and with a production of 15,000 the reduction:
may be Rs. 1,000 per car. We would add that for raising production to the l_evcls
indicated by Hindustan or Premiers substantial addition to the plant and machinery:
would probably be necessary. In the case of the Hindustan we were told that the
existing plant being old stands in need of replacement on a msjor scale and it is
apparently their intention that in doing so they would instal machinery which would!
be capable of higher production at a lower cost.
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the life of the Committee itself is limited, we have been unable to.
wait for such detailed proposals. The list of cases falling in this.
category is shown in Appendix V. In the absence of details, we
offer no comments on these schemes.

11. We have stated earlier that one of the most important factors
which will influence the success of the cheap car programme is the
choice of a suitable vehicle for manufacture and have also set out
the main factors that should be taken into account. Here, a funda-
mental choice has to be made between what we would call cars of
the conventional type and miniature cars. The miniature car has
been, we understand, very popular in post-war Europe. We gather
that not all of them have been equally successful. Also, though on
the whole the popularity of the miniature car in European condi~
tions is not in doubt, there are indications that this is progressively
on the decline otherwise. Will these cars have a future in India and
is there a large demand for them? The Tariff Commission in its
second enquiry had come to the conclusion that one of the schemes:
for making a car of this type would not really be suitable for Indian
conditions of road, size of family, climatic conditions, etc. We have
given further thought to the matter. We are inclined to think that
in cities like Calcutta, Bombay, Delhi and Madras, there might be
demand for a vehicle of this nature from the class of people who
find the scooter or motor cycle somewhat inadequate for their needs
and yet are not quite in a position to contemplate the purchase of
a full-fledged car of the conventional type. We have not made a
detailed study of the actual level of demand which there might be
for this type of vehicle. We consider, however, that this type of a
vehicle is not the answer to the question posed to this Committee by
its terms of reference. In other words, in our view, the develop-
ment of a miniature car should be considered in the context of the
expansion of the capacity sanctioned for making scooters, motor
cycles and other two-wheeled and three-wheeled vehicles. In the
case of miniature cars too, we have received proposals which are
detailed and others which are at this stage only an indication of
intentions rather than a programme of manufacture. A list of the
cases falling in this category is shown in Appendix ‘VI'. Of these,
only the proposal of Bachraj Trading Corporation has one attractive
feature to which we want to draw attention. In view of the large
commonality of comporfents between the proposed vehicle and the
three-wheeler for which the firm has already been licensed to manu-
facture, the scheme can be developed with a relatively low increase
in foreign exchange expenditure, For the reasons stated above,
however, we consider the proposal to be one of limited scope and not
an answer to the problem put to us. Whatever decision Government
might take about this or any other proposal of this type would not
affect our recommendations regarding the automobile industry as
a whole.

12. Our flield of choice has thus narrowed down to the following
proposals, which are set out below in alphabetical order:—

(i) Proposal from Hindustan Aircraft Lid. fo make a car
designed by an engineer who is now in their employment.

(ii) Proposal of Hindustan Motors Lid. to make the Baby
Hindustan car or the newly introduced Mini Minor.
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(iii) Proposal of Mahindra & Mahindra Ltd. to make the
Renault Dauphinoise.

(iv) Proposal of Premier Automobiles to make the Fiat 600.
(v) Proposal of TELCO to make the D.K.W.

13. We offer below our comments on these proposals with special
regard to the criteria indicated by us earlier in this Chapter:—

13.1. Proposal from Hindustan Aircraft Ltd—We have every
admiration for the efforts made to produce a real indigenous car
suited to Indian conditions rather than copying models made else-
where. Mr. Reddy, had, we understand, designed this car when he
was working in Praga Tools and has since been able to do further
work on it after joining Hindustan Aircraft Ltd. We have been
shown a small model of this car but we have not the opportunity of
seeing a prototype on the road. It is the normal practice even when
a new car is developed by a team of engineers who do nothing else but:
design cars to subject the vehicle to intensive tests in regard to per-
formance and also to make changes in it from the point of view of
facilitating manufacture. In the extremely difficult conditions
under which Mr. Reddy had produced the design of a car, it is even
more necessary to have such tests, There is the further considera-
tion that unless such tests have been made the potential buyer in
India would be naturally hesitant to make what to him is a large
investment in buying an unknown product. We, therefore, hope
that all encouragement and facilities will be given by Government
to have prototype of this vehicle made and tested out. For the
present, however, we are unable to recommend the production of
this car as an answer to the question put to us nor can we suggest
that the whole question of producing a cheap car should be deferred
until this car has been perfected and brought into regular production.

13.2. Proposal from Hindustan Motors Ltd.—Hindustan Motors
have placed before us two proposals.- One is for the Baby Hindustan
which they have assembled in the past and the other is for the newly
introduced Mini Minor., So far as the former is concerned, their
selling price on a pure assembly basis in the past has been Rs. 7,638/-
ex-factory and Rs. 8,399/- to the consumer. They have informed us,
however, that they propose to sell the Baby Hindustan car at a price
of Rs: 6,800/- ex-factory and a retail price to the consumer of
Rs. 7,300/-. The corresponding price of the two-door model will be
Rs. 6,550/~ and Rs. 6,950/- respectively. The prices of these cars in
UK. are £ 441 or Rs. 5,880/- and £ 416 or Rs, 5,548/- respectively exclu-
sive of purchase tax. Hindustan Motors claim that they need capital
goods worth Rs. 60 lakhs only for the manufacture of this car. A
detailed and complete manufactyring programme has, however, not
been placed before the Committee,

13.2.2. As for the Mini Minor, its selling price has been ir}dicated
as Rs. 6,850/- with an ex-factory price of Rs. 6,359/-. Assuming that
the ex-factory price is correctly estimated, then if the normal mar-
gin of profit at present given to dealers (namely 10%) was retained,
the selling price would be Rs. 6,985/- whlgh is very.clo_se to but still
within the ceiling. We have not been given any indication of the
price at which the ck.d. components will be available but we under-
stand that the price of the built-up car in the UK. will be £356 or
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Rs. 4,666/- without sales tax. For purposes of comparison, the price
of Morris Oxford in England is £ 575 or Rs. 7,666/- without purchase
tax and the price of Hindustan Ambassador ex-factory is Rs. 10,506/-.

13.2.3. The project will require according to Hindustan Motors an
investment of Rs. 2 crores in plant and machinery which will have
to be imported. They have also indicated to the Committee a fairly
large programme of expenditure on capital goods for their pro-
grammes in hand, for replacement as well as modernisation. They
have made no specific proposals for raising the foreign exchange
needed. Their production programme is one of starting with as-
sembly and attaining the level reached by Hindustan Ambassador
at present in two to two and a half years time. We have however
no definite indication about the rate at which the different compo-
nents will be developed for manufacture. We are also not clear
whether the production of all the body panels is or is not included in.
the above programme. We are also not clear as to why the Mini
Minor will need Rs. 140 lakhs more of plant and machinery than the
Baby Hindustan having regard to the fact that the latter is a heavier
and more expensive vehicle and the only common part it has ap-
parently with the Ambassador is a part of the axle and suspension.**

13.2.4, Hindustan Motors’ record of progress with the indigenous:
manufactufe of the Ambassador ecar is outstandingly good. Their
performance regarding the Studebaker and Baby Hindustan was not
so satisfactory. They have at present to develop the manufacture
of Bedford trucks for which they have ordered much of the plant
%nd mlaitlcggnery but the real problems of manufacturing have yet to:

e tac .

13.3. Proposal from Mahindra & Mahindra Ltd.—The Dauphio-
noise which Mahindra and Mahindra propose to manufacture in
collaboration with Renault jof France will according to them have
an ex-factory price, without profit, of Rs. 5,210/-. Adding profits
for manufacturer and dealer at present rates, the selling price would
be Rs. 6,304/-. The selling price in France of the built-up vebhicle is
Rs. 5,800/-. The production of this model, it is intended, will be
discontinued in France. So, the entire plant (except for the plant
for the making of the engine) will be transferred to India. For mak-
ing the engine, a new plant will be imported. The proposal here is
to introduce a model which is being discontihued in the counfry of
origin. In our view the fact that a model of a car is being abandon-
ed abroad is not itself a reason to consider it unsuitable for India.
Indeed, there are many vehicles whose production abroad has been
discontinued which did admirably well in Indian conditions and

*%Tn g later estimate made in October, 1959 M/s. Hindustan Motors have intimated
that this amount will suffice for the manufacture of only the engine and gear box. To
bring the indigenous contents to the current level of indigenous content of the Hindustan
Ambassador, they would require an additional Rs. go lakhs in foreign exchange. The
manufacturing programme of Hindustan Ambassador is practically complete except that
body panels are manufactured to the extent of 609, by value only and the firm would re-
quire Rs. I crore in foreign exchange for presses and dies to make the remaining 40% of
the body panels of the Ambassador. In another communication dated 24th October,
1959, Himdustan Motors have intimated that the expenditure to the extent of Rs. 150
lakhs needed for modernisation has to be taken note of in comparing the foreign exchange
costs of Baby Hindustan and MINI Minor.
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‘whose production in India would have been quite attractive. How-
«ever, this car has not been tried in India. We, therefore, feel that
judgment on this car, as on the others, should be based on tests made
in India and the fact that the production abroad i# being disconti-
nued should not influence this judgment. Another point arising out
of the same feature is that the machinery to be imported will be
second-hand. This again can be a favourable consideration if the
machinery is good and prices considerably reduced. On the other
hand if the machinery has outlived its usefulness it may well be a
major drawback. The fact that Renault propose to retain an interest

to the extent of 49% of the capital is a favourable indication in this
gcontext.

13.3.2. The total value of their import of the plant is indicated as
Rs. 2:5 crores apparently because the second-hand machinery is
coming at a cheaper price. Renault will invest about Rs. 1-2 crores
in the plant and, therefore, foreign exchange still to be covered will

amount to Rs. 1:2 crores for which the possibility of a credit has
‘been indicated.

13.3.3. The firm expect to start production in 18 months from date
of approval, when the indigenous content will be 50%. In another
6 months, the percentage = will be raised to 63 and in a further
‘6 months to 77. Thereafter over a 15 months’ period the indigenous
content will be raised to 91%.

13.3.4. The firm’s progress on the manufacture of Jeeps has heen
satisfactory and their control over prices both on items produced by
them and on items produced by ancillary industry is satisfactory.
They have no other vehicle under development.

13.4, Proposal from Premier Automobiles Ltd.—They propose to
manufacture the Fiat 600 for which they indicate an ex-factory price
of Rs. 6,569/- and a selling price of Rs. 7,226/-. The price of the
complete ck.d. pack for the Fiat 600 has been indicated as £ 235
which is roughly equal to Rs. 3,140/-. For purposes of comparison,
.one can observe that the complete c.k.d, pack of a Fiat 1100, which
Premiers are now producing costs Rs. 4,063/- and the ex-factory price
of the vehicle in India is Rs, 8,875/-. The selling price of the vehicle
is outside the range indicated by our terms of reference though the
ex-factory price is within it.

13.4.2. The requirements of capital plant and machinery to be
jmported have been given as Rs. 2:5 crores for the first stage in
which they hope to make 50 per cent of the car in India and an
additional Rs. 3 crores for the balance of their manufacturing pro-
gramme, which will make the car 75 per cent indigenous. They
have indicated that Fiats will give them credit and assistance to
finance the foreign exchange expenditure on the plant.

13.4.3. Their manufacturing programme is spread over § years.
During the first 18 months, the indigenous content will be about
20 to 25 per cent which means only the deletion of items like tyres,
batteries, etc. which are anyhow not allowed for import. During
the next 18 months they expect to get to 50 per cent indigenous pro-
duction and in another 2 years they will reach 75 per cent.
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13.4.4. Premier Automobiles have at present on their manufac-
turing programme the Fiat 1100 car and the Dodge group of com-
mercial vehicles. They have not yet completed either of these
programmes and are much behind schedule.

13.5. Proposal from Tata Locomotive & Engg. Co. Ltd.—The
DK.W. which they have proposed for manufacture will according
to them have an ex-factory price of Rs. 6,950/- and a selling price
of Rs. 7,350/-. The allowance for the normal margin to dealers has
been cut down to keep the consumer price low. The ex-factory
price is just within and the selling price is above the price range
indicated by Government. We understand that Tatas expect to
.obtain their ck.d. pack at Rs. 4,082/- ex-factory Germany. This has
‘to be compared with the price of c.k.d. pack for their Mercedes truck,
‘which is Rs. 13,504/- ex-factory Germany and the ex-factory price
for the Indian truck, of Rs, 24,950/-. The selling price of D.K.W.
car and Mercedes Benz truck in Germany exclusive of local taxes ete.
is Rs. 5,692/- and Rs. 21,043/- respectively. Tatas are ready to
:guarantee this price.

13.5.2. They have indicated a capital investment of Rs. 14 crores
in the project of which Rs. 5:5.crores will be in foreign exchange and
the balance will be distributed almost equally between a labour
«colony and other rupee expenditure. They have also reported that
they expect a long term foreign exchange loan repayable over 25
years if necessary, to finance the import of the plant. They propose
to develop production in three stages of one year each, the indige-
mous content being 60 per cent, 70 per cent and 80 per cent respectively
at the end of each stage. Telcos have completed their manufactur-
ing programme for the Mercedes Benz truck according to schedule.

14. Further details of these five proposals are given in Appendix
“VIT'.

15. Having analysed the various proposals, we wish to set out
‘below in a tabular form the relevant specifications of the vehicles
referred to above in order to facilitate a comparison:—

"Hindustan Mini Renault Fiat

Specification Aircraft  Minor Dauphi- 600 D.K.W.
3 noise
*Overall length . . . 150-0" 120- 50" 147-63"  126-6" 155-5"
Overall Width . . . 60-0* 55-0" 55-11" 543" 62-2:
*Overall Height . . . 58-0" 530" 59-05" 55-3" 551
Head space (front) . . .. 400" 36-22" 370" 37-2*
Head space (rear) . . . .. 36-0" 33-46" 32-3" 34-57
.Nitting space (front) . . .. 2 seats of .. 49°2" 528"
19-5"
Do. (rear) . .. 525" .. 48-47 52'0:
Leg space (front) . . . .. 375" . 38-0" 419
Leg space (rear) . . .. .. .. 390" 37:0"
Knee space (rear) . . . . 12-0" .. 75" 10-2”
‘Car weight (in 1bs,) . . 2,000 1,316 2,556 1,290 1,485
(unladen)  (laden) (unladen) (unladen)
B. H. P, . . . . 20 37°0 26-0 22-0 39
‘Weight/BHP . . . . 100 .. 98-0 58-6 38

No1E :~The Dauphinoise proposed by Mahindra and Mahindra is a Station Wagon
model.
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16. In conclusion we would like to make one observation. We
have at the beginning of the Chapter drawn attention to the many
conflicting considerations which were placed before the Committee
when considering the question of the production of a cheap car. We
have in the preceding paragraphs set out our views on this subject.
The views are necessarily of the Committee as a whole rather than
of each of its members individually. Each of us inevitably had a
somewhat different approach to the problem either in broad terms
or on points of detail. These differences have been resolved during
the course of our discussions, It has, however, not been possible
for us to carry one of our colleagues with us in the matter. Prof.
B. N. Das Gupta holds radically different views on the subject and
we have all agreed that in fairness to him and to the point of view
which he represents, it would be desirable that he should sef out
his views on the subject in full in a minute of dissent, which is
placed at Annexure I of this report.



CHAPTER IX

INVESTMENT AND TAXATION

1.1. Having indicated our views as to the likely demand for vehi-
cles and how capacity to meet it should be created, we now turn to
a consideration of the resources required for such development and
other associated matters.

1.2. Our Technical Committee had made an assessment of the
existing installed capacity of the industry and the production which
could be expected from them. The following table sets out this
assessment : —

Ashok Levland . . . . ’cl:‘ci)tr::t . : : : } 3,000
Hindustan Mators . . . » Ambassador . . . . 10,000
Bzadford . . . . 5,000
Mahindra and Mahindra . . Jeep . . . . .
Station Wagon . . . } 5,500
Premier Automobiles . . . Fiat 11,00 . . . . 7,200
Dokl iRl L1} mew
Petroleum engines . . . 3,000
Telco . . . . g . Busand Truck . . . 12,000
Standard Motors . . ) ; %t::;ls::ldlo : : } 4,000

The Sub-Committee assessment has been based on the following
assumptions: —

(a) The stage of deletions is that which exists today, allow-
ances being made only in regard to those components for
which a firm plan of manufacture exists and the plant
requirement have been approved by the C. & 1. Ministry
and import licences have been granted.

(b) That the firms will do all that lies in their power to make
the best utilisation of their resources.

(c¢) Where no proposals for enhancing capacity in a place
which today presents a bottle-neck have come to the know-
ledge of the Sub-Committee, the total capacity has been
restricted to the numbers which can be manufactured in
the bottle-neck section. :

(d) In cases where local manufacture is claimed a deduction
has been made in the capacity to provide for the manu-
facture of replacement parts, where such manufacture is
not today being undertaken.

1.3. In quoting these figures we would like to emphasise that
these are not to be taken as anything more than a broad assessment.

67
363 C&1—6
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It was obviously not possible for the Technical Committee to make
a detailed study of the capacity in every section of the different
factories. The output of each factory could exceed assessed capacity
set out above:—

(a) by increasing efficiency,
(b) by making fuller use of facilities in ancillary industries,

(¢) by introducing shift working either in the whole plant or
in sections of it, and

(d) by the addition of balancing plant.

1.4. Comparing the targets set out in Chapter VII with the above
assessment, it is possible to say that the extra capacity needed for
commercial vehicles would be roughly equal fo 32,000 vehicles. For
passenger cars, the position is less clear-cut because a good deal
would depend upon the final decision of Government regarding the
economy car.

2.1. It would be useful to consider the kind of fixed investment,
which this programme of expansion would entail. In order to make
such an assessment we had studied the position of TELCO as they
have completed their phased programme of manufacture and as they
have from the very beginning planned out the requirements of fixed
assets to fulfil their programme.

2.2. The details of the fixed investment by TELCO to complete
their first programme of 7,200 vehicles are set out helow:—

Rs. in lakhs

Factory Building - . J 1 314 '
Plant and machinery d . 928
Other factory equipments . 47
Ancillary assets like vchigles, erc, 51
Colony . . . . . 156
ToraL . 1,496

2.3. The capacity of this factory without taking into censideration,
the expansion programme is stated to be 7,200 vehicles Plus 10 per
cent. towards spares or in all about 8,000 vehicles. In case the
efficiency of labour (at present 70 per cent. of the foreign German
standard) is further improved, which in our view should be possible,
the capacity could be stepped up to about 10,000 vehicles per annum.
On this basis, the investment per vehicle would be as under:—

Rs,
Buildings . . . . 3,100
Plant and machinery and other 9,750
factory equipments
Other ancillary assets . . 500

Total (excluding colony) . 13,350
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2.4. It is of course not necessary that the order of investment per
commercial vehicle should be necessarily the same as in the case of
TELCO. The volume of investment in TELCO has been influenced
by its own background and plans for development. Similarly in
the case of the other units, there will be special features in each of
them, which may take the order of requisite investment higher or
lower.

2.5. For case of calculation and taking into account the fact that
we are dealing with figures which are in the nature of approxima-
tions rather than estimates, we would suggest that we should take
Rs. 10,000 per commercial vehicle as the requirement of plant and
machinery and other ancillary assets and Rs. 3,000 per vehicle as
the requirements of buildings (other than workers” colonies). On
this basis the total investment required for commercial vehicles on
the target suggested by us would be Rs. 60 crores on plant and
machinery and Rs. 180 crores on buildings. Taking into account
the investment required for jeeps also, the total investment for
jeeps and commercial vehicles would be Rs, 67 crores for plant and
machinery and Rs. 19-5 crores for land and buildings.

2.6. The investment so far made by Tatas, Premiers and Ashok
Leylands can be roughly estimated at about Rs. 4 crores in factory
buildings gnd Rs. 12 crores in plant and machinery. Hindustan
Motors’ plant and machinery for their truck programme has yet to
be installed, but they have on order or about to be ordered against
valid import licences machinery worth Rs. 2:15 crores and some
site and other facilities previously used for Studebaker programme
are also available. Similarly, the existing firms also have on order
various types of equipment and have even installed some of it
subsequent to the date for which we have taken the figures of
investment above. Finally, we should in this reckoning also take
into account the investment made by the two engine manufacturers
and jeep manufacturer. Taking ' all these into account it is our
estimate that a further investment likely to be made by the end
©of the Second Five Year Plan in the production of commercial
vehicles and jeep leaving aside the ancillary industry would be
Rs. 1 crore in land and buildings and Rs. 5 crores in plant and
equipment. Therefore the additional investment necessary in the
Third Plan period on commercial vehicles and jeep would be Rs. 13-5
<crores in land and buildings and Rs. 46 crores in plant and machinery.

3.1. The extent to which the plant and machinery to be installed
‘would need to be imported would depend upon the development in
other industries particularly the machine tool industry. However,
we must remember that alongside all the investment by the auto-
‘mobile manufacturer there must be a good deal of investment in
the ancillary industry to keep pace with the programme of develop-
ment. In assessing the foreign exchange needs, therefore, it would
he safer to assume that whatever saving there might be on account
of the supply of plant and equipment from indigenous sources to
the main vehicle producers would be more than offset by the require-
‘ments of foreign exchange of the ancillary industry. On the whole,
‘therefore, the foreign exchange needed by the automobile industrv
as a whole including the ancillary industry had better be taken as a
1ittle higher than the figure indicated above.
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4.1. Turning to cars, the position is somewhat confused. This is
because we do not have any plant in India which has been planned
from the beginning for a certain volume of production of passenger
cars. The best guide so far as Indian experience goes is Hindustan
Motors but even in their case the investment was made many years
ago when price levels were different and they also have indicated
to us that there would be major requirements of replacement of their
existing plant and machinery.

4.2. So far as the production of a new car is concerned, the
schemes submitted contain a broad picture of the order of investment
required. Depending upon which scheme is selected, a broad assess-
ment of the requirements of investment which will to a considerable
extent be only in the Third Five Year Plan can be made.

43. So far as the existing firms are concerned, they would need
to invest mainly to complete their manufacturing programme and
to provide for replacement of installed equipment in order to improve
efficiency. Their higher output in the Third Plan will in the main
depend upon increased efficiency and, fuller use of installed capacity.
We can for this purpose attempt only-a very rough guess of what
the requirements would be! In our view, based on certain calcula-
tions made for us by the Chief Cost Accounts Officer, the existing
investment for the making of passenger cars would be equivalent
at present prices to Rs. 12 crores of which Rs. 10 crores would be in
plant and machinery and Rs. 2 crores in land and building. It is
our estimate that the additional amount likely to be invested by
the end of the Second Five Year Plan would be Rs. 3'5 crores for
plant and equipment and Rs. 0:5 crore for land and building. In
the Third Five Year Plan, the 'additional investment would be Rs. 7
crores for plant and machinery and Rs. 15 crores for land and
buildings. If there is a shortfall of investment in the last year of
the Second Five Year Plan, there will be a corresponding increase
in investment in the Third Five Year Plan. It should be noted that
this investment includes the development of some light petrol
driven commercial vehicles. We would also add that for passenger
cars dependence on ancillary industry would be much greater than
in the case of trucks and, therefore, sizeable investment in the
ancillary industry would also be necessary,

5.1. It would be relevant at this juncture to consider the question
of taxation. We have pointed out earlier that in the price of the
vehicle paid by the consumer taxation plays a significant part. In
today’s conditions the level of taxation is not hurting the indigenous
producer because the demand is in excess of supply. In other words,
today taxation is a burden on the consumer rather than on-the
producer.

5.2. It is not for us to make any recommendations regarding the
levels of taxation in general and the share of it which should fall
on the owner of automobiles. We are however concerned to see
that whatever the levels of taxation they should be imposed in such
a manner as to help rather than frustrate the future development
of the automobile industry on sound economic lines. '
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6.1. The first point which the taxation policy should bear in mind
is that it should encourage in every possible way the increase in the
indigenous content of vehicles. Import duties have always played
a significant part in encouraging domestic industry. In the case of
the automobile industry, Government had refrained from raising
import duties to the levels recommended by the Tariff Commission
because they had felt that such high duties would raise the price.
of the vehicle to the consumer unnecessarily at a time when the
imported element in each vehicle was high. We would ourselves
be averse to any measure of taxation which would raise the cost of
the indigenous vehicles further at a tife when there is a general
anxiety to see lower prices.

6.2. On the other hand, there are certain anomalies. The import
duty’ on different components of automobiles varies. This creates
a certain amount of confusion and avoidable work at the time when
imported components are cleared through Customs. In the accounts
of a factory and particularly in looking at the cost structure these
different rates of duty create a further complication and necessitate
'very detailed work. There is a great deal to be gained by introduc-
ing uniformity. We recommend that Government might with
advantage consider fixing ‘a uniform rate of import duty on all
automobile components.

6.3. Another anomaly which exists is that when a built-up com-
mercial vehicle is imported, the import duty paid on it is less than
the average duty paid on components when imported as components.
In the cases of cars this normally does not exist and built-up cars
are subject to a higher rate of duty. We suggest that a similar
policy should be followed in regard to built-up commercial vehicles
and built-up automotive engines.

7.1. In attempting to introduce uniform rates of duties for all
automobile components there are two alternatives open. One
" would be to work out a weighted average of the present rates of
duty and make it effective as a uniform rate of duty. Under this
arrangement the total incidence of import duties will remain

analtered.

7.2. The second alternative would be to make the duty which
applies to most components applicable to all components. At present
a number of components are being imported at relatively low rates
of duty. The alternatives which we are considering in this para-
graph would mean that duties on these components would go up.,
This would have some advantages and also one major disadvantage
The alternative would be that the increased duties would give
greater protection to domestic production either by the automobile
manufacturers or by the ancillary industry. Experience has shown
that the cost of production in India is higher than the landed cost
of most components. If the rate of import duty on any component
is low then the domestic production of that item would tend to raise
Indian prices somewhat disproportionately. Therefore, there is
much to be gained hv raising import duties on those comppne_nts
which are being today assessed to relatively low rates of import
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duty. This arrangement would have the further advantage of any
internal competition. A vehicle with a higher indigenous content.
would not be handicapped vis-a-vis a vehicle which has a preponder-
ance of imported components.

7.3. The disadvantage in this arrangement would be to increase
the cost of vehicles produced in India immediately because all
vehicles have a certain proportion of imported components and the:
percentage of lower duty components is rather high. ,~This is some-
thing which we would wish to avoid at all costs and we hope Govern-
ment will take the same view. To meet this situation we would
make the recommendation that the exise duties on tyres, tubes and.
batteries should be waived when they go as original equipment.
This reduction will offset the increase in import duties and would
in fact in some cases result in a reduction of consumer price. It is.
our judgment that the effects of these changes on revenues would
not be significant and indeed there are possibilities of revenues.

going up,

7.4. In this context we would also suggest that it might be an
advantage in later years to keep on increasing the import duty
on components. Such a step. will mean that any firm which is.
slow in its manufacturing programme will find itself getting priced
out in the domestic market while a firm which moves ahead with
its production programme will be able to retain a competitive-
advantage, )

7.5. If our recommendations regarding adjustment in duties are
accepted by Government, then the price cut in the case of passenger
cars which we have recommended = would need to be readjusted
somewhat. The extent of this readjustment can be worked out
once final decisions regarding the adjustment in duties have been
made. So far as trucks are concerned. we have recommended a
decontrol of prices. The benefit to the truck manufacturer by a
reduction in excise duties would be larger than in the case of
passenger cars, As a matter of long-term policy, it is in our view
desirable that tyres supplied as original equipment should be avail-
able to the automobile manufacturers at a lower price. Government
may, therefore, give serious consideration to allowing the exemption
from excise duties to the manufacturers of commercial vehicles also
provided the benefit of the net reduction resulting from an adjust-
ment of import and excise duties is passed on to the consumer. In
our view, with the increase in production. which is likely in 1960
and even more in the coming years, each producer will have to do
everything possible to keep prices down and the benefit of reduction
in duties will ultimately go to the consumer. In the immediate
future the change recommended by us would be introduced even if
Government were not prepared to waive excise duties on tyres and
batteries in toto in the case of commercial vehicles.

8.1. Although we have not seen it fit to recommend reductions
in taxes in the immediate future. we would add that the taxation
policy applicable to the automobile industry should be influenced
more by long-term rather than short-term considerations. In our
judgment the level of taxation per vehicle, as it leaves the factory,
would in course of time have to be lower. This will not mean @
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decline in revenues. There will be a larger number of vehicles sold
and there will also be a fairly good return in the shape of recurrent
taxation on fuel, replacements, etc. It would therefore be as much
in the interests of revenues as of the development of the automobile
industry if the taxation policy was such as to keep demand for
vehicles at as high a level as the automobile industry could possibly
cope with.



CHAPTER X

PRICE POLICY

1.1. We have in earlier chapters pointed out that although there
are certain reasons outside the control of the industry for which
prices in India tend to be high, there is good reason to believe that
there is room for economy and for improving efficiency in erder to
Rring costs and prices down.

1.2. One of the reasons why attention to cost has been inadequate
is that the.demand for vehicles is in excess of the available supply.
The other factor which in our view has led to inadequate attention
being paid to costs is the system of price control which is now in
force. We propose to discuss this subject in this chapter. The
question of the ways in which competitive conditions can be restored
has been discussed elsewhere in this report.

2.1. The Tariff Commission, in its 1956 enquiry, while examining
the fair ex-works prices of various types of motor vehicles manu-
factured in the country and the basis on which the prices should be
revised from time to time as more and more componenis were
produced in the country stated that “at the present stage the cost
structure of this industry is liable to changes of such nature and
magnitude that having regard to the trading conditions affecting the
different vehicles, the choice as regards the timing of the necessary
price adjustment is best left to the manufacturers themselves. This
may lead to vehicles being sold above or below their fair prices
at different times, but such deviations should not necessarily be open
to objection, provided they are no more than necessary to even out
the costs over a period and thus maintain the stability of the prices”.
Government were broadly in agreement with the recommendation
of the Commission and decided to leave the automobile manufacturers
free to revise their prices from time to time subject to one month’s
notice of any variation beingegiven to Government, so that if the
change proposed was prima faci® unreasonable, the Government
might intervene in the matter. :

2.2, While examining the question of return to the industry, the
Tariff Commission was faced with practical difficulties in deciding
on an appropriate principle for return. The Commission felt that
the application of a uniform set of pringiples to all the units in the
industry—whether based on capital employed, gross block or turn-
over—would be inequitable, especially when the stages of develop-
ment of the different units were not similar. After analysing the
past financial results of the automobile units, and also the need
for evening out the future increases in costs, the Commission
considered that the then existing prices were not excessive in the
case of any model of car or truck, except diesel trucks produced by
Premier Automobiles. On the other hand the vrice of the Ambassa-
dor car was lower than the ex-works cost. The Commission, after

T4
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studying the margin then currently recovered by the manufacturers
over the ex-words costs, came to the conclusion that a margin upto
10 per cent. on the ex-works costs should not be considered excessive.
Government also accepted the recommendations of the Commission.

2.3. The Tariff Commission had also examined the question of
the remuneration to the djstributor. On the basis of the Tariff
‘Commission’s recommendations, Government took certain decisions
regarding what should be a fair return tg the dealer.

2.4, Although initially the decision was to follow a fairly flexible
policy regarding prices, as supplies began to fa't short of demand
the price control of Government became more strict. A close
:scrutiny was made of all proposed increase in prices and these were
-.only allowed after Government were satisfied that there had been
an actual increase in costs. Thus through the course of events
rather than by deliberate intention what was indicated by the
‘Tariff Commission as a yardstick for judging the fairness of remu-
neration to the industry and to the distributor has become the
basis of price control. Today, therefore, the industry's profits are
«controlled. As, however, increases in costs have been taking place,
‘prices to the consumer have been going up.

3. This arrangement has resulted neither in the satisfaction to
1he consumer nor in profits to the industry. One of the things which
Jhas struck us during the course of our enquiry is that Hindustan
Motors who undoubtedly were the first to make substantial progress
with the production of a passenger car in India had not declared
.any dividend to their ordinary shareholders throughout their exis-
tence except in the last financial year.  The dividends declared by
the other firms also have, in general, been modest. Whoever is
making money in the automobile business today, the shoreholder
in automobile companies does not seem to be one of them. We
-consider it legitimate that the price fixation policy should be such
as to enable a reasonable return to be made to the invesior in the
automobile industry, provided the unit works efficiently and eco-
nomically. It is an industry which does need large investment to be
economic and successfnl, and when less important industries are
making good profits the investment in the automobile industry
-deserves some incentives. '

4.1. This does not mean that the investor is to benefit at the cost
.of the consumer. The important thing to ensure is that the return
to the investor should depend upon his ability to keep service to the
consumer. The cost-plus system as a basis of price fixation does
just the opposite. For, it means that the higher the cost of produc-
tion the greater the profits which the industry can earn. In our
view, the cost-plus formula, while it may be useful in an emergency
when certain things have to be produced regardless of cost and when
a rough and ready method of giving a remuneration to the producer
"has to be found. should not be used as a basis for long-term price
-determination.

42 What are the possible alternatives? We have considered
various possibilities but each of them suffers from certain drawbacks.
"The method of providing remuneration to the industry in the shape of
.a return on capital employed which has been found suitable in many
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instances will not be very desirable for the reason that we want the
ancillary industry to grow. A firm which gets its components pro-
duced by others should not suffer, merely because the capital
employed by it is not so large. Then again, there are other problems.
We see no reason why a firm whose vehicle has a high proportion of
imported components should get a return which is similar to that of a
firm which has replaced imported components by indigenous ones to a
much greater extent.

4.3. On the whole we feel that prices can be more effectively con-
trolled by increasing the availability of vehicles from the different
factories in India and then giving the freedom to the consumer to pur-
chase that vehicle which he considers to be the best value for money.
To the extent, however, that for the present on account of shortages
price control is considered necessary, fixation of prices should, in our
view, be on an ad hoc basis and be influenced in particular by two
considerations—

(a) an efficient producer who has succeeded in keeping his costs '
down should be able to make better profits than one whose
costs are unreasonably high, and

(b) a firm which uses more indigenous components should get a
better return than a firm which uses more imported com-
ponents. ‘

5.1. Before considering how this principle could be applied in
,practice, we turn to a consideration of the question whether price con-
trol should continue and if so, over what vehicles. There was in our
view great force in the point put forward by the Tariff Commission
that price control should not be introduced for a developing industry.
The real difficulty is that in today’s conditions of shortage there is a
danger that without any control over prices the consumer might be
exploited.

5.2. We have given a good deal of thought to the advantages and
disadvantages of controlling prices. The main benefit to be derived
from price control is the obvious one of benefiting the consumer. But
it does not follow that by mere price control the consumer ig in fact
benefited. There is always the danger that when price is controlled,
the industry may be selling at the official price but the consumer may
still have to pay much more. We need not elaborate on the various
possibilities that exist for this kind of circumvention. It is obvious
however that if the benefit does not in fact go to the consumer then
the effect of the price conirol would be to deprive the industry of
internal resources, the shareholder of a return on his investment and
exchequer of legitimate taxes,

53. There is today, so far as passenger cars are concerned, a Con-
trol Order in force. It is intended to ensure sales in order of registra-
tion and to prevent resales for a certain period of time. Government
have thus taken certain steps to passenger cars to ensure that the
benefit of lower prices does go to the consumer.

5.4. So far as commercial vehicles are concerned, the control in
distribution does not apply and many malpractices exist. There are
so-called financing houses which make high profits by lending money
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to buyers of these vehicles at fancy rates of interest. The system of
sales in order of registration although informally enforced does not
prevent an unscrupulous person from buying a vehicle and re-selling’
it at a higher price. Lastly, and this in our view is the most impor-
tant point, a commercial vehicle is not a consumer article. The person
who buys it in turn operates the vehicle for profit. The ultimate
consumer is therefore not the person who buys the vehicle but the
person who pays for the use of its services. These payments are by
and large not subject to any control, except that in respect of certain.
types of commercial vehicles, particularly those operated by State
Transport Undertakings, there is a much closer link between the cost
at which the vehicles are obtained and the charges made on account.
of the services for which these vehicles operate.

6.1. Having regard to the analysis made in the preceding para-
graph, we recommend that—

(a) price control over cars should continue,

(b) price control over commercial vehicles should be abolished,
and

(¢) the price at which commercial-vehicles are purchased by
State Transport Undertakings and other similar agencies:
should be settled by entering into rate contracts with the
producers of those vehicles.

6.2. What should be the prices fixed for cars? Government have
not asked us to make specific recommendations regarding the prices of
different vehicles. They have however at our request made available
the services of their Chief Cost. Accounts Officer and we have before
us the report of the Chief Cost Accounts Officer. As is customary in
Tariff Commission enquiries the report of the Cost Accounts Officer is
being separately forwarded to Government for their confidential in-
formation. We have not discussed the figures of costs as determined
in the cost examination with the industry. This is because firstly we
were not called upon to recommend specific prices for the different
vehicles and secondly because we ourselves consider it necessary to
depart from the principle of determining prices on a cost-plus basis.
If we went strictly on the past basis of price fixation there would be
by and large an increase rather than decrease in the price of passenger
car,

6.3. We are howevér firmly of the view that it is possible for the
industry to readjust its position in order to sell vehicles at a lower
price than is prevalent today. Such a readjustment will no doubt take
a little time, but we consider that unless pressure is exercised towards:
this end from now on there will be no improvement in the position.
We have earlier in the Report indicated that products of the ancillary
industry need not be procured at the present very high prices and
have made certain recommendations to avoid this. We have also taken
the view that prices of commercial vehicles need not be controlled and
this will enable two of the passenger car producers, namely Hindustan
Motors and Premiers, to make necessary internal adjustments to
absorb the cut in price which we are proposing. At the same time it
is importart, and indeed crucial. that with the cuts in prices which we
are proposing the industry should be enabled to produce full-blast and@
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uncertainties and delays in import licensing particularly of raw
materials like steel should not dislocate production at the maximum
level.

" 6.4, We therefore recommend that Government should immediately
ask the producers of passenger cars to put in their import applications
for all their requirements of raw materials and components for: a
period of one year. Four months after the date on which the neces-
sary import licences have been issued the price of Hindustan Ambas-
sador and the Fiat-1100 should be reduced by Rs. 500. A period of four
months is in our view not only reasonable but necessary to enable
adjustments to be made and for a steady flow of components and raw
materials to be assured. Indeed in the case of steel, with the shortages
that have developed in international markets, even a four months’
period might still be too short. On the whole however we consider
that four months would be a reasonable period for this purpose.

6.5. Standard Motors do not have a truck programme which would
help them to absorb any losses on cars in the period of adjustment.
We have however come to the conclusion that the Standard-10 pro-
gramme is never likely to be economic or successful, particularly with
the introduction of a new economy car. We have therefore recom-
mended that Standards instead should go back to the production of the
Vanguard with which they had started. If this recommendation is
agreed to by Standard Motors—as we have reason to believe that it
would . be—and is accepted by Government then the new import
licences to be given to Standard Motors would be for the Vanguard.
We consider that in all the circumstances of the case it would be
appropriate to make a cut of Rs. 400/- in the price of the smaller
Standard car from the same date, namely four months after the
issue of import licences and to allow the Vanguard to sell without
price control for the first three months. Thereafter a new price for
the Vanguard exclusive of customs duty for actual imports other
than raw materials and of excise duties on tyres, tubes and katteries,
should be fixed which in our view should not be more than 40 per
cent higher than the basic price exclusive of puvrchase tax of the
built-up Vanguard in the United Kingdom. In other words, in
developing the manufacture of the Vanguard in India Standard
Motors should be subject to the discipline that they must so srrange
their affairs that Indian costs apart from the incidence of excise
duties on tyres, batteries, etc. do not exceed overseas cost by more
than the figure which would permit them to sell the vehicle within
the price range indicated above.

7.1. The cuts in prices which we have recommended above are cuts
in consumer prices. As stated above, price control today is operated
on two planes—the price at which the factory supplies the vehicle to
the dealer and the addition which the dealer makes to this price in
order to arrive at the final consumer price.

7.2. We have heard many arguments as to whether or not the
margin thus provided to the dealer is reasonable. On the one hand, it
has been put to us that it is too high considering that actual service
1o the consumer today is at a low ebb. On the other hand it has been
argued that considering the high cost of providing these services the
remuneration to the dealer is inadeauate We feel on the whole that
the assessment made bv the Tariff Commission in this respect was a

fair one and there is no reason to advise a different figure. In our view
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however there is no reason why Government should prescribe a parti-
cular figure of remuneration to the dealer. We are of the view that the
price fixed for the vehicle should be the consumer price by which we
mean the price at which the consumer could buy the vehicle with only
such additions as result from the imposition of sales-taxes and actual
transport expenses from the factory to the point of sale. Accordingly
we recommend that henceforth the price fixation should be inclusive
" of the margin to be allowed to the dealer, the actual amount being.
not subject to determination by Government.

7.3. The cuts we have recommended above therefore apply to the
present consumer prices at which dealers are expected to sell the
vehicle. These prices all inclusive of spare tyres and standard tool
kits would, if our recommendations are accepted, become Rs. 11,054/-
for the Ambassador, Rs. 9,283/- for Fiat 1100 and Rs. 9,516/~ for the:
Standard-10, with effect from the 1st August 1960 assuming that the
necessary import licences have been issued by the 1st March 1960. A
similar reduction will apply to station wagons, traveller cars etc.

8.1. Turning to commercial vehicles, by recommending de-control
of prices we are not suggesting that producers should in fact raise-
prices. Prices for commercial vehicles should also come down. We
note with satisfaction that TELCOS have in this matter behaved with
a great sense of social responsibility by not adding the increase in
excise duties on tyres to their truck prices and later by making a
voluntary reduction in their selling prices. The other makers of com-
mercial vehicles also should and would, in our view, if they are to-
survive in the kind of competitive conditions which we are envisaging,
follow a policy of reducing their prices. The production of commer-
cial vehicles in India does not suffer from the same disadvantages as
the production of passenger cars The demand for these vehicles is.
high and increasing. The output in the Indian factcries therefore
would not pe so much less in comparison with the output in similar
factories abroad to justify the plea that in India these vehicles must
cost more. We are of the view that by the end of 1961 it should be
possible for commercial vehicles prcduced in India to sell to the con-
sumer at prices which are not, appreciably higher than prices for
similar vehicles abroad. We would like the industry to strive towards.
this end. The lifting of price control in the interim period should be
regarded as an opportunity to the industry to readjust its internal
position and to increase where necessary investment in plant and
machinery and above all in man-power and to cut down costs. Units
which do not take such steps will in our view come to grief when the-
sellers’ market disappears.

8.2. Even in the interim period the fixation of suitable prices at
which these vehicles will be purchased by Government will provide
some kind of a yardstick for judging the extent to which different
units are playing fair to the consumer. The price which Government
secures by way of a rate contract would of course be lower than the-
price at which retail sales are made. One of the reasons for this is that
State Transport undertakings do not rely on services performed by
dealers and manufacturers to the same extent that other consumers-
do. Nevertheless, the purchase price of Government will have a
healthy effect on the market. Indeed this may well have a more bene-
fieial effect than the fixation of ceiling prices which tend to become-
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floor prices. 'The fact that a particular price has been fixed by Govern-
‘ment gives a certain backing to the price which under ordinary compe-
‘titive conditions may not be there.

9.1. We have discussed the question of prices for passenger cars
.and commercial vehicles above. We now turn to Jeeps. Since the jeep
‘in India has no other competitor, it will in our view be justifiable to
retain control over prices. The main buyer of course is the Govern-
ment and anyhow prices so far as Government are concerned are
settled by negotiation. For the rest of the buyers who normally buy
jeeps for essential purposes and not for plying them for hire, protec-
tion in the shape of price control would be justified.

9.2. The manufacture of jeep in India, as we have had occasion to
point out earlier in the report, has been organised on reasonably eco-
‘nomic lines. A lot of components are purchased from the ancillary
industry and the prices paid are the lowest. While we are inclined to
ensure a reduction in the price of jeeps as in the case of passenger cars
the order of reduction which we are inclined to recommend cannot,
however, be the same as for passenger cars. On the whole, we recom-
mend that the selling price of the jeep should be reduced by Rs. 200/-.
Again we are talking of the consumer price inclusive of dealers’ com-
mission. In the case of the jeep, the supply of components has not
been a bottleneck because against DLF credit imports to components
have been permitted to the full extent asked for. This is another
reason why they cannot effect economies in costs by increasing their
output as we expect the other car producers to achieve. On the other
hand, for this very reason we do not see any reason why the reduction
in the price should be delayed. In other words, in their case the price
cut can be made straightaway without waiting for a period of four
months from the date of issue of necessary import licences for one
year’s production which we have recommended in the case of
passenger cars.

9.3. The recommendation made above applies to the jeep proper
and the jeep station wagon. In any commercial vehicles in the shape
of 1-ton trucks are marketed by Mahindra & Mahindra no price con-
trol need apply to them. :

10 1. Finally there is the case of the diesel engines. We have con-
sidered whether it would be reasonable and desirable to control prices
of engines when we have recommended decontrol of the price of the
vehicles. We have come to the conclusion that there are some good
reasons why the control over the price of the engines should not be
lifted. These are:

(a) While we are recommending the decontrol of commereial
vehicle prices, it is our intention and expectation that prices
will remain stable and then go down and we do not wish an
upward swing to prices to be given.

(b) The suppliers of the engines vis-a-vis the manufacturers of
the vehicles are in the same quasi-monopolistic position as
the jeep is.

(¢) Government are compelling the manufacturers of chassis to
buy Indian engines even though they could be imported
cheaper after paying duty in full.
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(d) Permission has been refused to the chassis manufacturers
to produce their own engines,

10.2. As regards the actual level of prices for engines, we would
consider a cut of Rs. 150/- on the prevailing prices to be justified. This
cut should of course apply to sales to vehicle manufacturers alone.
‘Sales in the replacement market need not be controlled.

11. We would like to emphasise that it is our firm view that both
-cars and trucks in India could be and should be sold at cheaper prices.
In our judgment, there is no reason why trucks need be more expen-
sive in India than they are abroad. For passenger cars there is some
reason to expect prices in India to be a little higher, but on the whole
the increase in price on account of the manufacture of cars in India
need not be more than 50 per cent above the overseas price. Once this
target has been reached, the consumer in India will at least feel that
the car from an Indian factory is not more expensive than a similar
car imported from overseas. We are not suggesting that the cost struc-
ture of the Indian industry today is such as to enable sales to be made
at these prices. We have also emphasised that for a reduction in prices
not only the automobile industry proper, but various other agencies
have to contribute. Therefore, for the present we have been content
to make what we ourselves regard as-interim recommendations
regarding prices and we would hope that by the end of 1961 more
substantial reductions will be possible,



CHAPTER XI
CONCLUDING REMARKS

1. Our enquiry has been confined to the automobile industry. We
have tried not to go outside our field into the sphere of the road
transport industry.

2. We do feel however that the development of the road transport
industry has an important bearing on the automobile industry. The
pursuit of well-coordinated policies by the different States, particu-
larly uniformity on an all-India basis in fixing the Registered Laden
Weights of vehicles, will be of great value. Then again we have
not in the report discussed trailers because at present the area in |,
which they could be used is extremely limited. If on the more
important roadways where the load is heavy the use of trailers couldi
be established, the community as a whole would stand to gain. The
questions referred to another Committee under the chairmanship of
Shri K. C. Neogy will also have an important bearing on the future
development of the automobile industry. We hope that what we
have stated' in our report will be of some use to this Committee.

3. The automobile industry in India-in its early years passed
through difficult times. Not only was the velume of demand low,
but the picture of future development was so uncertain that invest-
ment was made in various programmes of development, which later
proved to be infructuous. We would in this category include the
attempts made earlier to manufacture American types of car and
petrol-driven 3-ton commercial trucks in the country. The mndustry
has now turned the corner. It has the opportunity, and indeed the
obligation, to become efficient and economic and to create the kind of
consumer goodwill without which no industry, however well-
protected, can survive.

4. Even during the course of our enguiry which has lasted longer
than we originally expected, changes have been taking place and it
gives us great satisfaction to refer to some of these as we bring cur
report to a close. :

5. During 1959, Government have been liberal in regard to alloca-
cations of foreign exchange to the industry, both for components and
raw materials and also for capital goods. The industry also has been
doing its best to increase production and by the end of 1959 the
increase in production has been really significant. The production of
cars, trucks and jeeps in December 1959 was 1621, 2083 and 632 Nos.
respectively. This is well above the monthly averages of the years
1957, 1958 and 1959, which are set out below:—

1957 1958 1959

Nos. Nos. Nos.
Cars . . . . . . . 1,014 676 1,000
Jeeps . . . . . . . 325 343 448
Commerciat vehicles . . . . 1,305 1,117 1,50¥

82
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6. In regard to prices too there has been one happy development.
One manufacturer of commercial vehicles has reduced the price of
its vehicles by a little over Rs. 400 each without any pressure from
Government. This is indicative of the fact that costs can be reduced
if a manufacturing programme is implemented with adeyuate techni-
cal control. In the case of another manufacturer, the per cent. in-
crease in the price of the vehicle during the period 195459 was less
than the corresponding per cent. increase in the overseas price,
although during the same period the indigenous content of the
vehicle was increased to 65 per cent. We trust other manufacturers
will as much in their own interest as in the interests of the ccnsumer
follow the policy of lowering prices as costs go down.

7. In the ancillary industry too costs Kave come down in the case
of fuel injection equipment (nozzles and nozzle holders) and leaf
springs. Many important new schemes have been approved by Gov-
ernrlr{lent in the last few months while the Committee has been at
work.

8. On the whole, at the end of our labours we feel very much

lanore confident about future development than we were when we
egar. '

- 363 C&1—7



CHAPTER Xit
CONCLUSIONS AND RECOMMENDATIONS

1. The recommendations made in the report have not been dis-
cussed with the industry and it would be desirable to ascertain the
reac}tlions and comments of the industry before taking final decisions
on them.

(Chapter I, para. 6.2).

2. The decision %o grant protection to the industry was sound. The
achievement of self-sufficiency regarding transport vehicles is of
great importance to the economy. Even in regard to passenger cars
the consumer would have been far worse off if in the present diffi-
culties regarding foreign exchange there had been no dcmestic
industry.

(Chapter II, paras. 4 to 6).

3. The demand for vehicles today has gone up considerably.
There is need for greater competition though the shortage of foreign
exchange operates as a limiting factor.

f{Chapter 11, para. 7).

4. Among the various possible alternatives to measure the pro-
gress of indigenous manufacture the best would be 1o take the
ex-factory price of the complete vehicle in the country of origin and
to deduct from it the percentage of value represented by compo-
nents, either finished or semi-finished, which are still imported.

The indigenous content in different vehicles and engines worked
on the basis of import licensing figures for the period October 1959
to March 1960 is set out in para. 2.4 of Chapter III.

To encourage the development of ancillary industries and to give
inducement to the automobile manufacturers to buy components from
outside, in measuring the progress of different automobile units, no
distinction should be made between units, who make more of the
components required by them and units who buy more of such com-
ponents' from the ancillary industry.

(Chapter II1, paras. 2.1 to 2.5).

5. While it has not been possible to compare the progress of each
firm with its promise for reasons indicated in para. 3.1 of Chapter
III, a studv of each programme and its fulfilment has been attempted.

6. Among cars, the Ambassador continues to be leader from the
point of view of indigenous manufacture. In 1950-51 the important
components of the engine, transmission and axle were made by
Hindustan Motors. At the time of the first Tariff Commission
Enquiry in 1953 the indigenous content was about 45 per cent. which

84
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has gone up to 50 per cent. by the time of the second Tariff Commis-
sion Enquiry in 1956. Today it is a little above 70 per cent.

(Chapter III, para. 3.3).

7. Premier Automobiles are very much behind schedule in their
Fiat 1100 programme. When their scheme was approved in Novem-
ber 1953, the aim was completion of the manufacture of engine, axles
and transmission by the end of 1956. At the time of second Tariff
Commission Enquiry in 1956, apart from tyre, tube, batteries, etc,
which were bought out from other industries, the items which
Premier Automobiles were making were the fuel tank, silencer assem-
bly, and the radiator for a limited number of vehicles. The indigen-
ous content today is about 47 per cent.

(Chapter I1I, para. 3.4)

8. The progress of Standard Motors has been the lowest among the
car manufacturers. Standard Vanguard was approved in Septembei,
1953 and Standard 10 in October 1954. In both cases the programme
aimed at the completion of the manufacture of engine, transmission
and axles by the end of 1956, At the time of the second Tariff Com-
mission Enquiry in 1956, they had made a few components for
Vanguard but had made little progress with Standard 10. The indi-
genous content of Standard 10 today is about 32-5 per cent. while
their production of Vanguard has been discontinued.

A (Chapter 111, para. 3.5).

9. Mahindra and Mahindra had got their progranmime for Jeep
approved in June 1954 with the aim of completing the manufacture
of engine, axles, and transmission by the end of 1958. At the time
of the second Tariff Commission Enquiry in 1956 they had made little
progress. Today the vehicle is 65 per cent. indigenous.

~

(Chapter 111, para. 3.6).

10. The Dodge truck of Premier Automobiles had a few indigen-
ous items even in 1950-51. Their approved programme in 1953 aimed
at the completion of manufacture of engine, transmission, and axles
by the end of 1956. At the time of the second Tariff Commission
Enquiry in 1956, the important components of the engine and gear
box were completed, but the axle had yet to be developed. Mean-
while the consumer demand had gone over to dieszi. Today their
indigenous content is 68 per cent. taking into account the diesel
engines supplied to them by other manufacturers.

(Chapter 111, para. 3.7).

11. The performance of Telcos on Tata-Benz irucks has been
equal to their promise. The scheme was approved in 1954 with a
manufacturing programme which aimed at the engine, transmission,

gear box and axles being made indigenously by the engd of 1959. They
" had made little progress at the time of the second Tariff Commission -
Enquiry, but today the indigenous content is 64 per cent. and 71 per
cent., on the truck and bus chassis respectively.

(Chapter I1I. para. 3.8)
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12. The Ityland Comet of Ashok-Leyland was approved in 1954
with a programme to make the important components by the end of
1959. Today their indigenous content is 38-5 per cent. Part of the
delay was to complete reorganisation of the company’s capital struc-
ture causing a major dislocation of their programme.

(Chapter III, para. 3.9).

13. Bedford trucks were taken by Hindustan Motors only in 1958
in place of their abandoned Studebaker programme and they have
lost no time in going ahead to place orders for the equipment needed
for their programme,

(Chapter 111, para. 3.10).

14. There are certain items going into the vehicle, the production
of which in India will entail heavy expenditure of foreign exchange
for a nominal reduction in imports and whose cost of production will
also be too high and impose a wholly unjustifiable burden on the
consumer. Such uneconomic investment could be justified in an
industry of strategic value butnot in the case of passenger cars.

(Chapter III, para. 5.2).

15. To consider the extent to which the price of vehicles in India
is higher than in overseas countries, the comparison should be
between the basic price of the same vehicle in 'India and abroad and
not of different vehicles, and the incidence of taxation should be
eliminated. A comparison on this basis of Ambassador car &nd
Tata-Benz truck prices in India and in their respective countries of
origin is made in paras. 2.2 and 2.3 of Chapter IV, from which it
appears that the consumer price of these two vehicles is 38 per cent.
and 6 per cent. respectively higher in India.

16. The net value of the production within the automobile factory
itself, which indicates the extent to which the cost of the automobile
is directly the responsibility of the automobile manulacturer, is set
out in paras. 3.3 and 3.4 of Chapter IV. The percentage of the total
cost of a vehicle in the hands of the automobile manufacturer him-
self is small and generally less than one third of the total ccst of the
vehicle. For the Hindustan Ambassador car the total cost of raw
materials and components purchased from outside is a little more
than the price of the built up car in the UK.

(Chapter IV, paras. 3.3, 3.4).

17. The difficulties and handicaps which have been partly respon-
sible for costs in Indian factories high are set out in paras. 4.2, 43,
and 4.4 of Chapter IV.

18. The disparity between Indian costs and overseas purchase
price is capable of considerable reduction by proper supervision
and control.

(Chapter IV, para 6-1)
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_19. The recommendations of Tariff Commission regarding the
introduction of proper training schemes have been disregarded by
all the manufacturers except Telco.

(Chapter 1V, para 6-2).

20. Enough attention ic not being paid to technical supervision
by some units.

(Chapter IV, para 6:3).

21. The recommendations of Tariff Commission regarding the
introduction of proper cost accounting have been disregarded Ly the
manufacturers with the exception of Simpsons, who make Perkins
Engines. The cost data available for examination were open to
serious criticism and objection. The Government should instruct
the industry to introduce an adequate system of cost accounting.

(Chapter IV, paras. 7-1, 7-2, 7-3).

22. The lack of cost consciousness on the part of industry is due
to many reasons which are- set out in paras 8-1, 8-2, 8-3, 8-4 of
Chapter IV,

23. Though there had been since 1956 considerable improvement
in the quality of automobiles made in India, sufficient care is not
being taken to avoid minor but irritating defects creeping in at the
assembly stage.

(Chapter IV, paras. 9-2, 9-3).

24. It would be desirable to set up an institution for the testing
of the vehicles.

(Chapter IV, para. 9-4).

25. The progress made by the ancillary industry is substantial
and the part played by it in increasing the indigenous content of
vehicles is significant.

(Chapter V, paras. 3-2, 3-4).

26. A study of the prices at which components are being sup-
plied by the ancillary industry reveals:—

(a) That in general the increase in domestic price over the
price of the imported components is very much higher in
respect of items supplied by ancillary industry than for
items produced by the main automobile manufacturers.

(Chapter V, para. 4-3).

(b) But some producers are able to buy their components
from the ancillary industry at prices which are competitive
and even cheaper than the prices of the imported compo-
nents, while others have a different tale to tell

(Chapter V, para. 4-4)
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27. Measures which are necessary to impose a stricter discipline
both on the ancillary producer and on the main producer in order
to bring down the cost of production of the vehicle and at the same
'%i'me to help the ancillary industries are set out in para. 5 of Chapter

28. When any kind of special relationship exists between the
ancillary industry and the main producer, the prices charged by the
former to the latter should be subject to close scrutiny.

29. In Indian conditions, it would be desirable, if even some of
the major items, not generally considered to be the responsibility of
the ancillary industry, were developed by the automobile manufac-
turers themselves on a co-operative basis. If such’a venture does
not materialise, it would be advisable for the Government to take
the initiative in the matter.

(Chapter V, paras. 6.1, 6.2, 6.3, 6.4).

30. Commercial transport vehicles should be looked upon as capi-
tal goods of the road transport industry. With similar expenditure
of foreign exchange few other industries can stimulate such wide-
spread employment with benefit both to the consumer and producer.

(Chapter VI, para. 3).

31. Since in the long run the maintenance cost of the wvehicle
assumes greater importance than the initial price, increased availa-
bility of spares and servicing tools should be ensured even if it is at
some sacrifice of increased production of vehicles.

(Chapter VI, para. 4-1).

32. To ensure that the consumer gets thé spare parts at a reason-
able price, import applications from:—
(a) small fleet owners, who have organised themselves on a
co-operative basis, and
(b) Automobile Associations, who are prepared to bulk the
requirements of the spare parts required by their mem-
bers, particularly for vehicles not in popular use,

may be considered sympathetically.

(Chapter VI, para. 4.3).

33. After the serious difficulties in regard to foreign exchange,
which developed in 1957, the higher priorty given by Government
tor importing components of commercial vehicles in preference to
the components of cars was legitimate. However, the priority be-
tween capital goods and components needs consideration.

(Chapter VI, paras. 5.2, 5.3, 54).

34. To prevent avoidable duplication of capacity and to rationa-
lise and reduce to the minimum the expenditure of foreign exchange,
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the Government should ask the automobile manufacturers and ancil-
lary industry to apply for all capital goods they wish tfo import in

order to complete their manufacturing programme by the end of
1961.

(Chapter VI, para. 5.5).

35. Taxation on diesel oil will not be the answer to the growing
imbalance between diesel and petrol. If taxation is to be used as
an instrument, the imposition of an excise duty on diesel engines for
road transport coupled with a reduction in the level of taxation on
petrol and greater availability of transport vehicles fitted with petrol
engines would be the best approach to the problem.

(Chapter VI, paras. 6.2, 6.3).

36. One way in which the consumption of diesel in heavier road
transport vehicles can be reduced and the consumption of petrol can
be increased would be by marketing a mixture of diesel and petrol.
A suitable programme for the introduction of mixed fuel should be
taken in hand so that facilities for handling the mixed fuel could
develop as a substitute for and not as an additicn to the facilities
for handling pure diesel.

(Chapter VI, paras. 6.4, 6.5).

37. Since a sudden change in the economics of diesel operation
will impose a loss on the community and render some of the invest-
ment already made both in rupees and in foreign exchange infrue-
tuous, Government should take a clear-cut decision of policy on this
subject at the earliest possible date.

(Chapter V, para. 6.5).

38. The foreign exchange requirements of any new production
programme of automobiles must rank in priority below the require-
ments for the maintenance of existing vehicles and completion of the
existing production programmes. For new capacity expenditure on
foreign exchange should be limited to capital goods for the project
and import of components as a recurring feature should be virtually
eliminated.

(Chapter V, para. 1.2).

39. Various estimates of future demand have been referred to and
the factors which make the problem of assessing future demand
difficult are set out in paras. 2.1, 2.2, 2.3, 2.4, 2.5 of Chapter VIL

40. The conditions which necessitated the limitation of the area of
internal competition to give each manufacturing unit a certain
assured share of the market when demand was low no longer exist.
The demand for 3 to 5 ton diesel vehicles is in excess of the total
production capacity of the three units concerned, namely, Telco,
Hindustan Motors and Premiers. These units should, therefore, be
permitted to produce and sell as many vehicles as they can,

(Chapter VI1I, paras. 4.1, 42).
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41 The demand for heavier vehicles of the Leyland Comet class
is too small to introduce competition in this range at present but
makers of medium vehicles should be allowed to market them with
such variation as would enable them to carry heavier loads so long
as the basic features of the vehicles are not altered and extra imports
are not asked for. ‘

(Chapter VII, paras. 5.1 and 5.2).

42. For future development, the manufacturing units should
order such plant and machinery as they may need to complete their
programme at the very beginning. Once all orders have been placed
the import of components for part assembly and part manufacture
can be regulated according to availability of foreign exchange and
the demand.

(Chapter VII, para. 6).

43. The target of capacity for commercial vehicles should be fix-
ed at 60,000 Nos. for the third Five Year Plan period. The consumers
interests will be better served if the expansion to achieve the target
of capacity is allowed on the basis of each firm’s ability to compete
with the others in terms of cost, guality and servicing, rather than
on any abstract considerations of equity as between the different
firms concerned.

(Chapter VII, para. 8.1).

44, There are at present two makers of chassis of vehicles who
_buy diesel engines from two independent manufacturers of engines
in the country. The progress made by the engine manufacturers
and the directions of future development—whether the chassis manu-
facturers should be allowed to produce their own engines—are dis-
cussed in paras 8.5, 8.6 and 8.7 of Chapter VIL

45. The factors to be taken into account in considering the pro-
posals for expansion for commercial vehicles are set out in para. 9
of Chapter VII.

46. Demand for Leyland Tiger/Titan is limited. Increase in
indigenous content is therefore likely to be accompanied by a mark-
ed increase in cost. For the present Ashok Leyland should concen-
trate on the engine which has many uses for industrial purposes and
for such components as can be developed with the equipment instal-
led for the Comet. State Governments who need such vehicles may
be allowed to import such components as cannot be supplied by
Ashok Leyland or ancillary industries.

(Chapter VII, para. 10.1).

47. Light commercial vehicles have an important role to play.
However, their demand would not justify setting up independent
production. Where any firms have developed petrol engines for
other purposes they should be permitted to market delivery vans
and commercial vehicles using the same engines.

(Chapter VII, para. 10.2).
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48. The target of capacity for cars for the existing units should be
fixed at 30,000 Nos. for the third Five Year Plan period. If a cheap
car is introduced the demand of the existing cars is likely to go down
to some extent but there will also be an overall increase in demand te
40,000 Nos. through the creation of a new class of consumers.

(Chapter VII, para. 12)

49, The target of capacity for jeeps should be fixed at 10,000 Nos.
for the third Five Year Plan period. This demand is not adequate to
be shared by-another unit. The price of the jeep should, however,
come down with an inerease in production. If this is not assured con-
sideration may be given to licensing another unit.

(Chapter VII, para. 13).

50. In a planned and controlled economy such as exists in India
capacity should not be created either in the public or private sector
unless. that capacity is needed by economy as a whole. This should
be the criterion to decide as to whether it would or would not be
desirable for the public sector to take on the production of automobiles
for the people as distinct from production in Ordnance Factories to
meet Defence needs.

(Chapter VII, para. 14).

51. The reasons advanced at the public hearings in favour of and
against the introduction of a new car are given in paras. 1 and 2 of
Chapter VIIIL

52. Two alternatives are possible to meet the consumers’ need for
a car at more economic price, viz., by improving the quality, quantity
and cheapness of the cars already on the manufacturing programme or
by introdueing a new vehicle altogether. Congiderations on which
the introduction of a new car is recommended are given in para. 4 of
Chapter VIII

53. The measures which should be taken firstly, to ensure that the
preduction of the new car is economic and secondly, to ensure that
damage to the existing industry is minimised are indicated in para. 5
of Chapter VIIL

54. The foreign exchanée implications of a small car programrhe
are indicated in para. 6 of Chapter VIII.

55. From among the many proposals received from different firms
and interests, no specific recommendation in favour of a particular
vehicle is made for reasons indicated in para. 7 of Chapter VIIL

86. The main considerations which should govern the choice of the
car to be produced in India are set out in para. 8 of Chapter VIII,

57. The considerations which should govern the choice of th
agency which should be employed for the manufacture of an economig
car-is given in para. 9 of Chapter VIII,
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58. The type of vehicle known commonly as the ‘Miniature’ or
‘Bubble car’ would not be suitable for Indian road conditions, size of
family and climatic conditions, ete. Their development should be con-
sidered in the context of expansion of capacity sanctioned for making
scooters, motor cycles and other two wheeled and three wheeled vehi-
cles. Among the proposals relating to miniature cars, that of Bachraj
Trading Corporation, can be developed with a relatively lower expen-
diture of foreign exchange because of the large commonality of com-
ponents between the proposed vehicle and the three wheeler for which
the firm has already been licensed to manufacture,

(Chapter VIII, para. 11).

59, Among the 24 applications for the manufacture of baby car only
five applications merit consideration. These are set out in para. 12
of Chapter VIIIL.

60. The car proposed to be manufactured by Hindustan Aircraft
Ltd. is still in the development stage and has yet to be perfected and
brought into regular production. It would, therefore, be premature to
consider this proposal as an answer to the question put to the Com-
mittee.

(Chapter VIII, para. 13.1).

61. Brief resume of main features of the five schemes are given in
para 13 of Chapter VIII. The considerations which should be taken
into account in making the final selection are set out in para. 11.3 of
Chapter VII.

62. For long distance journeys and for special purposes there is
demand for bigger cars of the American type which is not large
enough to sustain their manufacture in India. Premier Automobiles
who assemble Dodge cars and supply some components including the
engine of their own manufacture may be permitted to import com-
ponents for assembly as and when considered desirable to meet the
demand for this type of cars.

(Chapter VII, para. 11.5).

63. There is no room for a cheap car in addition to the Baby Hin-
dustan; it is for Government to consider whether there is any com-
mitment to permit Hindustan Motors to manufacture Baby Hindustan
by virtue of the fact that initially a programme of manufacture had
been approved many years ago.

(Chapter VII, para. 11.4).

64. There is widespread need for a medium car of the Standard
Vanguard type. At the time of suspension of its manufacturing pro-
gramme, Standard Motors had made better progress with this car
than with Standard 10. Standard Motors are not equipped to pro-
duce Standard 10 in large numbers; moreover, this car undergoes
frequent changes of design in the UK. Therefore, Standard Motors
should gradually give up Standard 10 in favour of Vanguard. They
should also be permitted to market a light petrol delivery van using
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the same engine, axle and transmission as their Vanguard car. The
10 H.P. engine which they have already developed should also be put
to similar use if they so desire.

(Chapter VII, paras. 11.6 11.9).

65. The best production pattern for passenger cars would be the
new economy car, the Fiat 1100, the Hindustan Ambassador and the
Standard Vanguard. The Dodge may continue on an ad hoc basis.

(Chapter VII, para. 11.7).

66. It is not necessary to earmark or allocate particular ﬁglures of
production to those vehicles which should be decided by consumers
choice and the size of the market.

(Chapter VII, para. 11.8.).

67. The existing production capacity of the automobile industry as
assessed by the Technical Committee is:

Cars . . . . . 20,000
Commercial Vehicles L ; 28,000
Jeep and Jeep Station Wagons . 5,500
Petrol engines . . o . 3,000

(Chapter IX, para. 1.2).

68. The total investment required for the Commercial vehicles cn
the target for the third Five Year Plan is Rs. 67 crores on plant and
machinery and Rs. 19.5 crores in buildings and land.

(Chapter IX, para. 2.5).

69. The likely investment to be made by the end of the second
Five Year Plan in commercial vehicles and Jeep would be Rs. 21
crores in plant and machinery and Rs. 6 crores in land and buildings.
The additional investment for the third Plan Period would be Rs. 46
crores in plant and machinery and Rs. 13.5 crores in land and build-
ings. .
(Chapter 1X, para. 2.6).

70. The total investment required for cars on the target of the
third Five Year Plan would be Rs. 20 crores in plant and machinery
and Rs. 4 crores in land and buildings. The likely investment at the
end of the second Five Year Plan would be Rs. 13.5 crores in plant
and machinery and Rs. 2.5 crores in land and buildings. The addi-
tional investment required for the third Five Year Plan period would
be Rs. 8.5 crores in plant and machinery and Rs. 1.5 crores in land and
buildings.

(Chapter IX, para. 4.3).

71. Any measure of taxation which would raise the cost of the
indigenous vehicles further at a time when there is general anxiety
to see lower prices would not be advisable.

(Chapter IX, para. 6.1),
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72. Government might consider fixing a uniform rate of duty on
all automobile components. '

(Chapter IX, para 6.2).

73. Government might consider fixing flat rates of import duty on
built-up commercial vehicles and built-up automotive engines at a
level higher than the average import duty on components imported
as components.

(Chapter I1X, para 6.3).

74. There is much to be gained by making the duty which applies
to most components applicable to all components. To offset the
increase in the cost of vehicles arising out of the arrangement, the
excise duties on tyre, tube and batteries used as original equipment
should be waived .

(Chapter IX, paras 7.2, 7.3).

75. It might be advantageous to keep on increasing the import
duty on components from year to year since it would help these firms
which move ahead with their manufacturing programme to retain a
competitive advantage.

(Chapter 1X, para. 7.4).

76. The taxation policy applicable to the automobile industiry
should be influenced by long term rather than short term considera-
tions. It would be as much in the interests of revenues as of the

- development of the automobile industry if the taxation policy was
such as to keep the level of taxation per vehicle, as it leaves the
factory somewhat low so as to stimulate the demand for vehicles to
as high a level as the industry can cope with.

(Chapter IX, para 8.1).

77. The automobile industry needs large investment to be eco-
nomic and successful. Therefore the price fixation policy should be
such as to ensure a reasonable return to the investor in the auto-
mobile industry provided the unit works efficiently and economieally.

(Chapter X, para 3).

78. The cost-plus system should not be used as a basis for long
term price determination.

(Chapter X, para 4.1).

79. Prices can be more effectively controlled by increasing the
production of different factories and giving the consumer the free-
dom to buy the-vehicle on a competitive basis; until such conditions
are created, some measure of price control may be necessary.

(Chapter X, paras 4.2, 4.3).

80. Since Government have taken certain steps through a Control
Order in regard to passenger cars to ensure that the benefit of the
lower prices go to the consumer the price control over cars should
continue,

(Chapter X, paras 5.3, 6.1)
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81. Since the ultimate consumer of the commercial vehicle is
often not the person who buys the vehicle, but the person who pays
for the use of its services which payment by and large is not subject
to any control, price control over commercial vehicles should be
abolished. The price at which commercial vehicles-are purchased by
State Transport Undertakings and other similar agencies should be
settled by mutual negotiations.

Chapter X, paras. 54, 6.1).

82. The decontrol on commercial vehicles should enable both
Hindustan Motors and Premier Automobiles to make internal adjust-
ments to absorb a reduction in the prices of Ambassador and Fiat
1100 respectively provided production is permitted to be maintained
at the maximum level. After giving the necessary import licences
for raw materials and components and providing 4 months to enable
adjustments to be made and to ensure steady flow of raw materials,
the current prices of Fiat 1100 and Hindustan Ambassador should be

- reduced as below: —

Current Proposed Reduction

Rs. Rs. Rs.
Fiat 1100 . . . . . i . 9,783 9,283 500
Hindustan Ambassador . g . s k 11,554 11,054 500

(Chapter X, paras. 6.3, 6.4).

83. Standard 10 programme is never likely to be economic or
“ successful particularly with the introduction of a new economy car
and should therefore be given up by Standard Motors in favour of
Standard Vanguard. New import licences should be for the Van-
guard only.

(Chapter X, para. 6.5).

84. The new Vanguard should be allowed to sell without price
control for the first three months. Thereafter the new price for the
Vanguard exclusive of Customs duty for actual imports other than
raw material and of excise duties on tyres, tube and battery should
not be more than 40 per cent. higher than the basic price exclusive
of purchase tax of the built up Vanguard in U.K.

(Chapter X, para. 6.5).

85. Four months from the date of issue of import licences for the
Vanguard the price of Standard 10 should be reduced by Rs. 400.

(Chapter X, paras. 6.1, 7.3).

86. The price fixation in all cases should be inclusive of dealer’s
commission, the actual amount being not subject to determination by
Govergment. : :

(Chapter X, para. 71.3).
87. Since Jeep has no other competitor, it would be justifiable to

retain control over prices. The current selling price of Jeep and
Station Wagon should be reduced by Rs. 200 each straightaway. The
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new price of Jeep and Station Wagon would then become Rs. 12,421
and Rs. 18,422 respectively.
(Chapter X, paras. 9.1, 9.2, 9.3).

88. The arguments in favour of price control over automotive
diesel engines are set out in para 10.1 of Chapter X.

89. The prices of engines sold to vehicle manufacturers as original
fitment should be reduced by Rs. 150. Sales in the replacement
market need not be controlled.

(Chapter X, para. 10.2).

90. Attention is also drawn to the following important recommen-

dations; — .

(a) The industry should be enabled to place orders for its re-
quirements of steel more than 12 months ahead to ensure
timely supplies at the best possible prices.

(Chapter IV, para. 4.5).

(b) The rate of progress has been slowed down by difficulties
of foreign exchange though most manufacturers should
have ordered all their plants and machinery in accordance
with their approved programmes of manufacture even
before the restrictions on import of capital goods were
imposed. The inadequacy of rupee finance and technical
competence has been a greater obstacle to progress than
shortage of foreign exchange.

(Chapter 111, para. 3.1).

(c) The road transport industry has an important bearing on
the automobile industry. The pursuit of well coordinated
policies by the different States, particularly uniformity on
an all-India basis in fixing the Registered Laden Weights
of vehicles will be of great value.

{Chapter XI, para, 2).
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ANNEXURE I
MINUTE OF DISSENT OF SRI B. N. DAS GUPTA

I regret having to write this minute of dissent. The reason is obvious.
As an academician, I cannot divest myself of the responsibilities that the
Plans enjoin upon us. Secondly, I happen to be somewhat acquainted with
the different phases of the automobile industry ever since 1952 when as a
Member of the Tariff Commission, Government of India, we took up the
investigation into this industry. I knew well which manufacturing units
responded to the expectations of the Government of India and at what cost
and also which units continued with slow progress and large imports, con-
trary to Government expectations and phased programme, and as a result
enjoyed financial gains. My official position brought me in touch with the
difficulties and hurdles that the pioneers of this industry experienced. 1,
therefore, cannot look upon the present investigation except in the back-
ground of the past history. Keeping the historical growth of the industry,
I have formed my own views which are set forth below. They differ funda-
mentally in some respects and I have thought it my duty to place them
1k;egore the Government while making recommendations on the issues placed

efore us.

2.1. No step should be taken by Government of India which may divert
the savings to less fruitful channels.—Socialist pattern will determine the
pattern of distribution of income. The pattern of production must necessarily
conform to the pattern of distribution. "It follows that in the present state
of India’s industrial development, the essential step is to choose priorities.
While, on the one hand, industrialisation is in progress in rapid pace in the
realm of basic and other industries, it is distressing to find, on the other hand,
millions of people in half starvation and shelierless existence. In selecting
priorities, food and housing will naturally occupy pre-eminent places. These
involve ancillary industries and any lack of emphasis will render the above
schemes ineffective. Thus the question of transport should have due share
of public attention apart from its indispensibility for city transport. For all
these essential requirements, financial allotments have already been consi-
derable. No further augmentation of flnance is %o_ssible without savings for
which steps have been taken in all directions including country wide appeal
for them. Vigorous steps are still being taken to mop up all savings from
people of different social strata and put them in }C)}overnment gecurities.
Appeals and exhortations have been made so that economy may be practised,
savings can be made and production may be increased. Is it imaginable that
at this stage Government will take any step which will place before the
pgople 1a{’zy allurement by which the savings will be directed to less fruitful
channels?

2.2. It is so obvious that the purpose of savings will be totally defeated
if a cheap automobile is introduced in the country at this stage so as to
enable the people of the income group of Rs. 15,000 annually to possess this
handsome luxury. Such an opportunity, if created by Government, will
ea_silyt divert all the savings to this investment which by no means can claim
.priority.

31. Passenger Bus for collective use is the real necessity for the common
man.—Nobody will deny the necessity and usefulness of automobile in the
modern age and yet nobody will deny that in the placing of priorities, a car
occupies a much lower position than a passenger bus. In big cities, it is far
more passenger buses fhan small cheap cars. Whatwith maintenance
expenses, whatwith lack of garage facilities, a car in a poor country like
India is much less important than a bus for collective use. A Jarge addition
of passenger buses and commercial trucks is an ‘urgent necessity.

3.2. Even if there is a genuine demand of such people for a small car, I
am of the opinion that Government should largely meet their requirements
by placing before them cheaper and equally quick transport, viz. passenger
Luses. To the extent that it is a false hunger, it will be checked by this
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step and to the extent that is a real need, it will be met by passenger buses.
This step will strengthen the domestic economy and thus India’s economy
as a whole will be very much strengthened.

4.1, Stabilisation of the automobile industry (ear and jeep).—I am taking
this opportunity of placing before the Government that if, by any chance,
we are blinded by the glamour of cheap car without stabilising the existing
manufacturing units with their large investmepts which have been under
the protecting wings of Government of India, I fear, we shall be hitting hard
not only the savings schemes but allow the past investments to go waste
and Government will also have to bear the responsibility for fresh foreign
exchange for new schemes.

4.2, The industry needs immediate stabilising. At this stage no step
should be taken which will create confusion and problems for the industry.
A cautious move, steg by step, after a lapse of every two years will be a
very wise action on the part of the Government. The opportunity for
improving quality and quantity of the existing makes of cars has come for
the first time with the availability of adequate foreign exchange. This is
the time to remove all bottlenecks and modernize the plant where necessary.
I am of the opinion that at least 1} years’ time should be given to the
existing manufacturers to maximize their production and to rationalize their
management in the best possible manner.

4.3. Since the Government are willing 1to allocate to this industry
substantially more foreign exchange, I would expect that these units will be
able to produce much more. If after this full co-operation from the Govern-
ment side they cannot produce as many cars as the backlog requires, the
resp%nsgbility is theirs—any step from the Government side would then be
Justified.

4.4. This increased output will achieve two results:—
(i) clear the arrear demand substantially,
(ii) Reduce the price per car.

It is at this stage that they will finally decide their rockbottom price
when they will be actually producing to the maximum of their capacity.

4,5, The Indian automobile industry (cars) supported by three units
{Hindusthan, Fiat and Standard) has been struggling hard for the last 10 or
12 years—they passed through the birth pangs of the industry—they suffered
keen competition in the early years—they also got Government backing and
nursing—they have off and on suffered from lack of foreign exchange. Now
they cannot be bypassed and the newcomers preferred until the existing
units get their first chance and having got it, fail to satisfy the public demand.

4.6. With a meagre increase of demand during the next 2/3 years if
another one or two models are brought into the market, the old units will
be more than weakened and new units will hardly get necessary nourishment,
At this time of industrial development of our country, problems and Qdiffi-
culties are already abundant, and if the automobile industry adds another
lot of difficulty and unrest, the present Indian economy will be badly
affected. It is our duty to see that one industry after another is stabilised
in India. I shall, therefoM, suggest that Government may place before the
existing units adequate foreign exchange for production and partial modernisa-
tion and comper them to meet the people’s demand. They must reduce the
prices as far as possible. Government also, in their turn, will see what
reduction in the tax and duty can be effected. It is in this way that all
round reduction will be possible to some extent. Thus the industry wili be
s’;a})ilﬁed if they are not threatened by other units supported by Government
of India.

5.1. Comparison of prices impossible—under Indian conditions prices are
likely to be high.—For the new schemes, no probable demand-volume can be
gauged with any amount of probability, since such cars will not bear the
average load of an Indian family and such cars may not be suitable for use
as taxies and the costing data under Indian conditions are lacking. Costing
of new cars will, therefore, become a matter of guess. On the other hand,
costing of the existing models has been done with meticulous care—their
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popularity and load-bearing capacity being knowpn. A comiparison, at this
stage, of prices of the existing cars with those new models is meaningless,
Any serious proposition of a new car in a small market like India is hound
to be costly—even if it is shown low initially, the cost is bound to mount up
in the existing Indian conditions and foreign exchange required will be large.

5.2, It must be admitted that in the nature of things, as they appear before:
us, it is not possible to get any dependable details, Comparison of prices is,
therefore, out of question. Some firms in a straightforward way have given
cost to the tune of Rs. 7,000, and others have kept them between Rs. 5,000
and Rs. 6,000 in the hope that the figures cannot be subjecied to any close
scrutiny. To be very candid, I consider the lower range of prices to be more:
matter of imagination wishful thinking than an outcome of objective cal--
culation.

5.3. Since I consider that introduction of a cheap cat is an unwise move'
and directly against the avowed object of planning and since I consider that
cheapening of the price of the existing cars is of prime necessity, all means
at the disposal of the Government should be adopted to reduce the price of
the existing cars. Thus larger output will be achieved, prices will be reduced,
second-hand car market will be depressed and the normal demang with.
backlog of demand will be appreciably met.

6. If “standard” is discontinned then Bangalore scheme should be taken'
of in the public sector.—If for any reason production of small ‘Standard’ car
is discontinued, then only, production of a cheaper car may be provided for
but that must be done in the public sector so that element of competition can.
be introduced. I am of the opinion that in that case, Bangalore Scheme
should be taken up under the auspices of the Government of India. No more
should India by tied to the apron strings of any foreign couuntry for manu-
facture of an automobiles (existing units have prepared the ground for
independent design).

7. Competition in the jeep manufacture.—In the sector of passenger cars
there is an element of competition, though at the present stage, there is none:
since the‘demand is much more than the actual production. But there is a
potential possibility of a competition when production will exceed the demand.
Such an element of competition is totally lacking in the Jeep manufacture
and I suggest that another unit be created for Jeep manufacture preferably
in the public sector so that there will remain a check on pricing.

8. Complete release of the manufacturing units from Government control..
—I have another suggestion to make and the Government of India will
consider how far and in what way a scheme is workable. I hold the view
that time has come when Government should withdraw all nursing of the
industry in the private sector after fixing a quota of foreign exchange for
each Unit. They should now stand on their own legs and they may even:
be given a freedom to manufacture whatever they like. They will be res-
ponsible for their own fate. I suggest this because I feel that so many
schemes have been placed before us for manufacture of a cheap car simply
because they will be nursed by the Government of India.

9. Central manufacturing organisation under Government auspices not
favoured.—I am opposed to the idea of any centfl organisation of the
Government of India for the manufacture of components required for different
units. I have every reason to think that this will create mere trouble and
headache to Government than we can imagine now.

10. Cheapness of the quotations may be due to other advaniages.-—The:
present manufacturers do not rely on the details of the low priced schemes:
(some reasons have been given in their letters). They apprehend that for
some years at least, the loss on such cars will be adjusted to the gains on
their other makes. They think that the fruck users wili subsidize the car
users.

11. Baby Hindustan not a new scheme.—In fairness, Baby Hindustan
should be given adequate foreign exchange since Government sanctioned
its manufacturing programme sometime ago. It captured the Indian mar-
ket—for individual use and for taxis and even now it is apptreciated in
every part of India as a ‘“cheap maintenance” car. On top of these, if the
manufacturers can offer it to the public for appreciably low price, it may
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be put back on the road after Government withdraws the production-
suspension order since foreign exchange is now available. As it is a tried
car, it should not be considered a new scheme but guarantee must be taken
;hat gh)e price will not exceed Rs. 7,200/- to the consumer (excluding
reight).

12. Emphasis on Reduction of Prices of the existing makes by all means.—
Government have clearly made a distinction between:—

(1) reduction in the prices of the existing cars [para. (6) of the
Government resolution] and

(2) introduction of a cheap car [para. (6) of the Government reso-
lution]. This indicates that the proposed cheap car is far a
lower income group. I have given my arguments earlier why
1 consider this step to be unwise. I want to add here that
demand for cars in a poor country like India cannot be compart-
mentalised; in other words, the demand for small cars will very
congiderably affect the demand for other bigger cars. Already the
economic levels for medium sized carg have not yet been: achiev-
ed—any inroad into this demand by the small cars will affect
them so much that a meagre increase of demand in future years
may not have any favourable effect on production cost. I, there-
fore, finally suggest that measures for reduction [as per (b) of
the Government resolution] should be forced upon the existing
units apd (c) of Government resolution should be dropped for the
present (at least 2 years).

541t31i { feel I cannot agree with the statement given in Chapter VIII para
K at:

“In these conditions there can be no question of reducing taxation as
a means of stimulating the demand.”
and am giving my reasons below:—

The demand has increased, in spite of these deterrents, in tune with
industrialisation and better distribation of wealth, This is not to say that
high taxes are not serious deterrents. I have no doubt that demand would
have considerably increased if these deterrents had been removed which
would have resulted in lower prices. In Great Britain, Industrialisation
reached a peak point some time agd and hence demand came to be estab-

lished—at this stage any increase in taxes would naturally arrest demand
and force exports.



ANNEXURE 1-A
AD HOC ENQUIRY ON AUTOMOBILE INDUSTRY
Second Note of Dissent by Shri B. N. Dasgupta

In the Report, on page 126, para. 7.3, prices suggested are Rs. 11,054 for
Ambassador, Rs. 9,283 for Fiat and Rs. 9,516 for Standard-10. These figures
are evidently based on the findings of our investigation. I, however, feel that
these figures cannot be depended upon since I find many prima facie incon-
gruities which vitiate the soundness of the conclusions, Some of these which
are glaring to me are given below:—

(1) It is known that detailed costing has been carried out several times by
the Tariff Commission from 1952 to 1956 by expert Cost Accountants and in
the 1956 report of the Tariff Commission, it was stated that the Ambassador
was being sold at Rs. 833 less than the cost of production. Since then the
percentage of indigenous contents in that car has gone up rendering the cost
higher, because, in the existing Indian conditions, the increase in the indi-
genous contents is accompanied by increase in cost. In this case, however, the
Ambassador Car suffers a price reduction “being the difference of suggested
ex-factory price over present dealer net price”; whereas, it is reverse in the
case of Fiat as the outcome of investigation (though the Report has recom-
mended the same reduction). It will thus be seen that cars with higher indi-
genous contents suffer a cut in the prices.and car with lower indigenous con-
tents gz:ims in price. Any formula which leads to this position is prima facie
unsound.

@ Another item of importance is the computation of “Capital Employed”
in the manufacturing units. In the same statement, return allowed to
Ambassador, Bedford Petrol and Bedford Diesel is in the region of 70 per cent.
to 80 per cent. of what has been allowed in the cases of Dodge Petirol and
Diesel and 30 per cent. of what has been allowed to Tata Mercedes Truck and
Bus. It is well-known that Hindusthan Moors produces a larger number of
cars and trucks than either Premier Automobiles or Telco and the capital
employed in the case of Hindusthan cannot be smaller—certainly its capital
employed cannot be one-third or half of Telco. I have a strong prima facie
suspicion that the calculations have not been correctly and fairly done. The
capital employed in the case of Hindusthan must have been grossly under-
estimated or Telco’s and Premier's overestimated,

(3) Our attention has been drawn to heavy._rejections and wastage etc. in
the case of Hindusthan Motors. This is certainly a matter which must be
rectified at once. But if it is shown by the manufacturers that the rejections
are due to old machineries and plant, then the explanation will not be very
poor. They may point out that while the manufacturing is handicapped, con-
sumers are not put to any disadvantage in price since what the cost suffers
(cost up) by rejections, it gains (cost down) by smaller capital employed. The
question is not, therefore, to be viewed from one angle only. This only leads
me to the conclusion that modernisation is urgent for which foreign exchange
may be adequately given,

It has been mentioned to us that the average cost of Telco in the Foundry
has been found to be about double that which has been considered reasonable
for inclusion in the estimated cost. This is indeed alarming yet it has certainly
some explanation and also redeeming features. This provides the same type
of inefficiency as Hindusthan Motors in the matter of rejections ete.—only, in
the case of Telco, investment is much more than what is necessary and in the
other case, much less than what is necessary.

(4) Tt is perplexing to see the suggestion that there should be reduction in
the price of the Ambassador, while an increase has been suggested for Fiat.
Yet the fact remains that the statement mentions that “the ratio of net dealer
price to overseas built in price” is 1-6 in the case of Ambassador, whereas it
is 2.06 in the case of Fiat, 1.9 in the case of Standard.
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Looking at these figures, one should get a thorough satisfaction that with
the highest indigenous contents in the Ambassador, the existing price shows
the lowest ratio. This does not mean that the manufacturers should not make
all out efforts to reduce cost but it does mean that there is something wrong in
the suggestion that the price of Fiat should get an increase.

(5) From the figures supplied to us, it works out that the oversess
Ambassador’'s price is higher than Fiat by more than 33 per cent. (s0 must be
the cost), yet it was strongly contended that Ambassador should be made in
India at a cost of 4} per cent. more than Fiat. If what I understand is correct,
then, how theoretical is such a proposition! As if, technological skill and
demand in India are so high that we have beaten even the highly industrialised
countries of UK. and the Continent in production cost. Logically it follows
that this unit in particular should be pressed to reduce the cost. But frankly
speaking, I doubt if the figures are fully dependable. If they are, the malady
is grave because in the future, as more indigenous contents will come into the
cost, the ex-factory cost of Fiat will rise still more in spite of the fact that
larger production may tend to lower the price.

Looking at these figures, I wonder if one will not be fully justified in
giving high compliments to Hindusthan Motors for bringing down the ratio to
1.6 whereas even Telco has not gone below 1-7 and Jeep not gone below 1-6
and it must be borne in mind that a truck manufacture is much lesg:compli-
cated than a car manufacture.

(6) The working capital of Hindusthan has been taken at a figure about
25 per cent. less than Premier’s and 50 per cent. less than Telco’s. Looking at
the above figures, one must have serious doubts because the ratios between
them are simply untenable,

I have doubts about the soundness of the conclusions aiso.

('7) If these very figures are used to find out “capital employed per Unit
of output”, the results may be most alarming.

It is the usual rule in such investigations that a very careful calculation is
made about the “capital employed” as “Should be” in a representative factory
taking into account the quality, quantity etc. of the products. The amounts
of capita)l employed should take into consideration what ancillary components,
under Indian conditions, should be done by the car manufacturers. Thus the
capitals employed by different Units should come under one standard,

{8) One outstanding matter of the greatest importance where I differ
radically from my colleagues is in respect of para. 11.2(c) of Chapter VII of
the main report where it has been gtated:—-

g

...... In this context we would also add that in general it is not advis-
able for the same firm to have more than one manufacturing pro-
gramme in hand.”

I hold the view that it should be just the reverse. It is essential for the
same firm to have as many programmes as fhey can tackle or experiment with
gsince they are the experts in the line and as they gain in experience and
resource, they are the only agents to reduce the cost and satisfy the con-
sumers by a variety of models. They will make their own design. To clarify
my position, I want to say that no new manufacturer other than those who
are now holding the field should be brought in. The existing manufacturers
should be given free choice to satisfy the consumers by any make or any
model of car as in Europe and America (e.g. General Motors etc.). The
Government will only see that foreign exchange is given for capital require-
ments only and no impori of components should be allowed except proprietory
parts so long as the latter are not made in the country.

In this report, we are giving full choice to the manufacturers of trucks to
produce different models of truck with different payload capacily. I do not
understand why the car manufacturers cannot be given the same choice with
regard to car. Let nobody have a sheltered market—a free competition at this
stage will settle the vexed question as to which Unit is serious and which
Unit is confident and resourceful without the constant aid of the Government.
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. (9) I maintain that after 15 years of close supervision by Government, the
time has come when these Units should be left free to compete amongst them-
selves, Government having fixed a reasonable quota of foreign exchange.in
view of their capital requirements and past achievements. Some new Units
are now anxious.to come in for car manufacture after the field is created by
others ie. the pioneers of the industry (Hindusthan, Premiers and Standard)
in the expectation that the Government of India’s spoon-feeding will continue

for a long time, but this will be unfair to those who took the risk in the
beginning.

(10) According to the main report, there would be the following truck,
cars, jeep and 3 wheeler manufacturers: —

Hindusthan

Premier

Telco

Ashoke Leyland
Standard

Mahindra & Mahindra
Tempo

Simpson.

Thus, there will be 8 in number. On principle, I am strongly opposed to
more than four or five in India, because, I feel that such a large number of
manufacturing Units in a country like India would be an insurmountable
obstacle in the matter of gradually reducing the cost of production. My
impression is that in U.S.A., England and Germany the number of producing
Units would not exceed five or six and that is why they have been able to
keep the production cost low. Although the demand there is incomparably
higher, still, the number has been kept to five or six. I would, therefore,
suggest that for India we should have as few as possible i.e.

Hindusthan

Premier

Telco

Ashoke Leyland

Mahindra & Mahindra and
Tempo.

If Standard Motors can continue with Standard-10 which I consider to be
a small Car, then only it should remain—otherwise, it should vacate the field.
If it fails with Standard-10, any better future cannot be promised by a change-
over. Sometime ago I heard a report that Ford Co. would be interested at
this stage to be associated with Simpson. If the rumour has no basis, I have
nothing to say, But if the rumour has any basis, then 1 would very strongly
disapprove of bringing, at such a late stage, a Company like Ford with
.enormous resources at their command. When the Tariff Commission asked
them in 1952-53 if they would take up car production in India, they did not
agree to come into the field and when the Indian industry has developed to
this stage, I for one would not at all approve of their or any other foreign firm
collaborating with any Indian firm now. I would, however, make a sugges-
tion: —

The sanctioned capacity of Simpsons which is 3,000 engines at present
should not be allo edpto expand but this number should be produced and the
Government shoulgl insist on Hindusthan Motors and Fremier Automgbiles to
absorb these 3,000 engines so that Simpsons may not suffer any loss. To make
it clear, between the Hindusthan Motors and Premier Automobiles, their first
requirements of diesel engines should come from Perkins upto 3,000 engines
and any further requirement will be met from their own production. On this
condition, Hindusthan Motors and Premier Automobiles should be allowed to
ake their own engines.
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(11) Page 33, para. 4.4. of the main report, it has been stated that it would
be desirable to provide competition by expanding produclive capacity of the
existing units, yet an additional unit for small car has been recommended. I
fail to understand it. :

(12) Page 37, para. 7.1, I do not agree with the view expressed that there
is a serious lack of cost accounting system in the Automobile industry. 1 agree
that there are defects and they should be rectified, as production increases.

(13) In para 4.4 of Chapter V, it has becn stated that Bedford Diesel
landed cost (Col. 3) is Rs. 6,200 and its price (Col. 4) Rs. 9,795. It is a faulty
-comparison since a higher priced engine of Indian make of another type is
included in the latter figure.

(14) I do not consider it fair to compare a Company which produces a full
car with that which produces an engine only or a truck, except in a limited
field. In Chapter V, paragraph (4.4) comparison between columms 3 and 4
is misleading in respect of item No. 9—Jeep. The reasons are—firstly,
American components are priced higher than UK. or German and secondly
the indigenous parts refer to Jeep parts which are much simpler not requiring
processing and finishing as a car would require. Therefore, to say that ancil-
lary components are bought by Mahindra and Mahindra at a much cheaper
price may be half truth.

(15) In Chapter VII, para. 11.4, the report recommends the restoration of
import licence for Vanguard, I think that it neither helps the manufacturer
nor the indusfry. I repeat what I have stated many times i.e. that Standard
Motors should continue with small 10 and every possible effort should be
made to consolidate its position.

In this connection. I must say that the Government attitude about the case
of Baby Hindusthan is not understandable. I do not know of any other case
where a manufacturer who was licensed to produce a car or a truck has been
stopped from doing so after sanction was given by Government. In the case
of Hindusthan Motors, import licence for Baby Hindusthan has been suspended
which should be forthwith restored as Vanguard. This is only a“fair deal
since this small car is still exceptionally popular.

(16) I am strongly of the opinion that—

(a) All duties on imported components should be considerably raised
after 14 years within which period the manufacturing Units should
be self-sufficient in India (except proprietory parts);

(b) Government should considerably reduce taxes;
(¢) Excise duties on original equipment should be abolished.

(17) Page 120, para. 3-~it is stated that “investment in the automobile
industry deserves some incentives”. Yet I find that an ad hoc reduction in the
price has been recommended without specifying any item in which there is
sufficient case for cut. Either the costing details should clearly indicate it. or
in the alternative, leaving costing conclusions, full competition should be
.allowed between the units. :

(18) Page 123, para. 6.1, I consider it very unsound in theory and in prac-
tice that one type of vehicle (wiz, Car) should suffer price contro]l and the
other type of vehicle (commercial Truck) should enioy full freedom from
control, Besides this, my fundamental objection is against the recommendation
made in the report that the car price may be adjusted against the truck price,
Nothing can be more unfair than this. This suggestion will have a dangerous
effect—it will bid good-bye to the importance of costing and dishonesty of all
types will result. Surely, after a long period of deliberation, such a proposal
will be a very poor performance. I entirely dissociate myself from this
recommendation.

(19) Page 123, para. 6.1(c), this recommendation will have no meaning,
under the present conditions of the market in India, unless negotiations are
done through the Government of India. Such a procedure will indirectly
mean some kind of price control for trucks.
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(20) Page 70, para. 5.1, it is true that the demand of Leyland Vehicles is:
small but if it means monopoly then it is not only bad for the Leyland con-
sumers but it seems to me that 1t goes against the provision of the Indian Cons-
titution. I, therefore, suggest that the Ordnance Factories under the Defence
Department should be allowed to manufacture all kinds of vehicles including
heavy vehicles as well as Jeep.

When price control is removed from Truck manufactures and competition
is also absent, the consumers i.e. the State Transport undertakings will have-
constant trouble in respect of price-—ultimately it will affect the passenger-
fares and the common man will be affected.

B. N. DAS GUPTA,

Member, Ad Hoc Committee for Enquiry into Automobile-
Industry in India.



ANNEXURE II
MEMORANDUM TO THE JHA COMMITTEE
from
THE INDIAN ROADS & TRANSPORT DEVELOPMENT ASSOCIATION LTD.,
BOMBAY

1. During the First Plan there were complaints in 1953 about the
inadequacy of rail transport in the country. They led to the appointment
o! a Study Group to investigate thenw and to suggest remedies. During the
Second Plan there have been complaints about the inadequacy of road trans-
port. This recurrence of complaints about or}e service or another from Plan
to Plan points, in our opinion, to the need to formulate a basis for estimating
in advance the transport requirements of each Plan and for making provision
for them, including the foreign exchange element, to ensure adequacy of
transport to a reasonable extent and to avoid having to deal with complaints.
from time to time.

2. With this end in view we enclose a comprehensive note on the Require-
ments of Road Transport during the Second and Third Plans and request the
Corg:;mittee to examine the basis put forward in it and express its opinion
on it.

3. In regard to the queries raised in your letter No. IA(N)-31/59, dated
14th May, 1959 our views are as follows:—

(i) For reasons mentioned in the Note it is necessary to accord first
priority to the Development of road transport, in the first instance,
up to the end of the Third Plan.

(ii) It would be more economical to find at this stage the requisite
foreign exchange for this development than to leave over the issue
to a later date since if the present shortage of vehicles continues
it may be necessary within the next few years to import vehicles
in CKD packs to meet the country’s needs, This will entail more
foreign exchange.

(iii) The best way to ensure economic prices is, in our opinion, to raise
the actual output of the present makes of cars and commercial
vehicles to the full capacity of the factories. For this purpose,
adequate Zforei exchange should first be made available to the
existing manufacturers. The feasibility of introducing any addi-
tional make of vehicle, such as a cheap car, may be investigated
on the basis that foreign exchange would become available for
the purpose after the existing programm.es have been completed
and the maximum possible indigenous content is reached.

(iv) The requirements of automobiles are as follows:

Second  Third Total
Plan Plan
Cars and Jeeps - . . . . . 90,000 2,00,000  2,90,000
Load-carrying vehicles . . . . . 77,000  2,15,000 2,92,000
Passenger-carrying vchicles . . . . 23,000 60,000 83,000
ToTAL . 1,90,000 4,75,000 6,65,000
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REQUIREMENTS OF ROAD TRANSPORT IN THE SECOND AND
THIRD PLANS

INTRODUCTORY

1. In para. 12.5 of its 1956 Report the Tariff Commission has cbserved as
follows in regard to the assessment of transport requirements of the Second
Five-Year Plan:.—

“The transport requirements of the Plan could be estimated in various
ways, one of which would be by taking into account the possible
relationship between an increase in the national income and the
corresponding increase in transport requirements.”

The Commission then proceeds {o analyse the railway requiremenis for the
Secoiid Plan on the basis of an increase in the national income during the
First and its relationship to the estimated increase in traflic and observes
that “similar figures for other forms of transport are not available but the
demands on them also may be expected to increase more or less in the same
proportion”.

2. The basic year on this basis has to be 1950-51 before the First Plan
commenced. Hence, the employment of this basis in the case of various
transport services should be right if their 1950-51 traffic capacities were
more or less equitable. This has not been the case in respect of road fransport
and shipping for reasons which are well-known. Hence, the figures arrived
at for each form of transport on the basis of an increase in national income
and the corresponding increase in transport requirements will require a
correction to bring up the backward forms to an equitable level. Subject to
this observation we fee] that it may be useful to examine the transport
provision for the Second and Third Plans on the basis of an increase in
national income as suggested by the Commission since the final figures for the
First Plan which were not available at the time of the Commission’s Report
in 1956 are now available. It is also possible to form an idea of the require-
ments of goods transport from the targets of production of various commodities
but similar data cannot be employed in the case of passenger transport.
‘Here, a reasonable basis seems to be the per cent. increase in national income
from Plan to Plan. Hence, the same basis may be employed in the case of
both passenger and goods transport to see how far the figures cbtained are
borne out by results. Such a procedure may also provide a basis for com-
paring the targets for various services set by the Planning Commission.

Estimate of Motor Transport on the basis of National Income.

3. During the First Five-Year Plan the per cent. increase in the number
of various motor vehicles in relation to the per cent. increase in the National
Income of the country was as follows (Enclosure 1) :--

Motor cycles, etc. . . . . . 29 times.
Jeeps and cars . . . . . 1-5§ times.
Passenger vehicles . . . . . 1-9 times,

Goods vehicles . . . . 2-§ times,

4. On.the basis of the same relationship to the per cent increase in the
nathnal income during the Second and Third Plans the motor vehicle
requirements of those Plans work out as -follows (Enclosure 2):—

Motor Jeeps, DPassenger Good

cycles, cars, vehicles vehicles
etc. etc.
Second Plan . . . . . 29,000 75,000 271,000 74,000
Third Plan . . . . . 56,000 1,15,000 _ 35,000 I,35,000
85,000 1,90,000 56,000  2,09,000
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5. Tn para. 12.2 of its 1956 Report the Tarlff Commission has indicated an
8 per cent. replacement per annum for mofor cars on the basis of a 12-year
life and a 10 per cent. replacement per annum for commercial vehicles on
thé basis of a 10-year life. However, it has mentioned that in actual practice
replacements did not work out to these percentages. We feel that in the
absence of information about the number of vehicles actually scrapped Irom
year to year provision for replacements on the basis of an estimated life of a
vehicle will be hypothetical. Thus, the number of vehicles scrapped in the
U.S.A. during the ten years 1947 to 1956 works out to 6.8 per cent. per annum
in' the case of cars and 6:2 per cent. per annum in the case of trucks of the
number of vehicles in each category in the country each year (Enclosure 3).
These figures are below those indicated by the Commission. Still we Zfeel
that in view of our difficulties in regard to foreign exchange we should go
below the U.S.A. figures also and provide, till the end of the Third Plan and
subject to revision later, replacements at 4 per cent. per annum in the case
of cars and 5 per cent. per annum in the case of other vehicles i.e. half the
allowance indicated by the Commission apd about two-thirds of the U.S.A.
figure. Further, these percentages may be applied to the number of vehicles
in the country at the beginning of each Plan instead of to their yearly
number during the period of the Plan. This will reduce the number to be
provided by a further about 20 per cent. so that the replacements will be
about 3} per cent. per annum in the case of cars and about 4.5 per cent. per
annum in the case of other vehicles. This procedure will meet the present
difficulties of foreign exchange to a large extent without having to cut into
the requirements’ of traffic. On this basis minimum replacements work out
as follows (Enclosure 3A):—

Motor Jeeps, Passenger Goods
cycles, cars, vehicles  vehicles,
etc, etc.
Second Plan . . . . ' L 10,000 40,000 11,000 29,000
Third Plan . . . . . ] 17,000 55,000 17,000 48,000
ToTraL 27,000 95,000 28,000 77,000

6. Combining the figures in paras. 4 and 5 the production targets for
automobiles for the two Plans work out as follows:—

Motor Jeeps, Passenger Goods

cycles, cars, vehicles  vehicles
* etc. etc. .
Second Plan . . . . . 39,000 1,155,000 32,000 I,03,000
1,35,000
Third Plan . . . . . 73,000  1,70,000 52,000 1,83,000
2,35,000
ToTtAL . I,12,000 2,85,000 84,000 2,386,000
3,70,000
ADJUSTMENTS

7. Since the above réquirements have been based on the number of
vehicles operating in the country in 1950-51 it is necessary to see whether
there have been any changes in the operating conditions of motor vehicles
since that year warranting any adjustments in the figures arrived at. There
have been no changes in the operating conditions of motor cycles and
cars. In regard to commercial vehicles the main changes are:—

(i) Raising in 1857 the permissible laden weight of medium vehicles
from 14,560 to 18,000 lbs.
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(ii) Specifying in 1958 a gross laden weight of 27,000 lbs. in the case
of a few national highways and allowing an increase in load of
25 per cent, in the case of vehicles manufactured since 1933, and

(iii) Suggesting in 1959 the possibility of employing semi-trailers and/
gr truck-trailers combinations on roads having a carriageway o
2 feet. :

We feel that it is too early to assess the effect of these improvements on the
number of commercial vehicles required since the full implementation of
these changes will not be effective till States agree to them and States are
known to be unwilling to accept them in full till the condilion of certain
roads and bridges is improved. It has been mentioned that a number of old
bridges and culverts in the country are not capable of taking heavy loads,
that the road beds of some roads require strengthening and that there are
not many roads in the country having a carriageway of 22 feet. TUntil these
improvements are carried out the changes in the operating conditions of
commercial vehicles will not be fully effective. Therefore, it will be hypo-
thetical at this stage to suggest any adjustment in the number of vehicles
on their account.

8. On the other hand, long-distance road traffic which was not permitted
in 1950-51 is now beginning to develop on account of relaxation in licensing
procedure and there are definite indications of public preference for it for
certain commodities on main roads. Our Parliament also is in favour of
such a development as evidenced by its refusal to incorporate a distance limit
on road transport in the Motor Vehicles Amendment Act of 1956 and the
recent debate in the two Houses on rail/road co-ordination. This development
will require extra vehicles for which there was no provision in 1950-51 figures.-
Hence, we feel that these two factors, i.e. betterment in the operating condi-
tions of vehicles on the one hand and the need to place on road extra
vehicles for originating long-distance traffic, on the other may cancel one
another to a large extent and it will be premature to suggest specific provi-
sion either for the one or for the other till after the end of the Third Plan.

PLAN TARGETS

9. Against 1,15,000 Jeeps, cars, etc, and 1,35,000 commercial vehicley as
the likely requirements of the Second Plan on the basis of an increase in
national income as per para, 6 the number of vehicles that would have been
produced in the country according to the production target in that plan fixed
by the Planning Commission works out to 1,00,000 jeeps, cars etc.. anc
1,40,000 commercial vehicles (Enclosure 4, item 5). Thus the target agrees
with the figures based on National Income in the case of commercial vehicles
but was 15000 vehicles less in the case of cars. The probable reason for this
may be that in those days Government were thinking more about commercial
vehicles than about cars. On 27th March 1958 the Minister of State for
Transport mentioned in the Lok Sabha the following likely iargets for
commercial vehicles for the years 1957-58 to 1960-61:—

1957-58 . - . B . 20,000
1958-59 . . . . . 32,000
1959-60 . . . . . 39,000
1960-61 . . . . . 45,000

1,36,000

Adding 14,000 vehicles produced in 1956-57 the number comes to 1,50.000
i.e. 15,000 more than required on the basis of national income and exactly
the same figure as was reduced on cars. In other words, the tctal production
of cars and commercial vehicles would have been the same as that required
on the basis of national income. It is a pity, that subsequent events pre-
vented the full implementation of these targets since had it been. possible
to proceed with the original programme the country would have obtained
. definite data for the production of autom.obiles during the Third and perhaps
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subsequent Plans also, However, in spite of the difficulties during the
Second Plan we are of the opinion that the basis of national income should
not be abandoned and that the requirements Qf the Second and Third Plan
should be combined on that basis and implemented fully till the issue is
reviewed again say in 1986-67.

SUGGESTED TARGETS

10. During the first three years of the Second Plan 46,000 cars and 45,000
commercial vehicles were produced against about 54,500 cars and 65,000
commercial vehicles which should haye been produged according {o Planning
Commission’s targets (Enclosure 4). "It does not seem likely that the back-
log can be made good entirely during 1959-60 ahd 1960-61 but we are of the
opinion that 44,000 cars and 55,000 commercial vehicles should be produced
during these {wo years, bringing the total production during the Second Plan
to 90,000 cars and 1,00,000 commercial vehicles, The balance should hae
carried forward to the Third Plan.

11. On this basis the number of vehicles to be produced during the two
Plans will work out as follows:—

Jeeps, Passenger Goods

cars, vehicles vehicles
ete.
() For the 2nd and 3rd Plans as per‘para. 6 .  2,85,000 84,000  2,86,000

(i) Suggested target for the znd Plan as per

para, 10¥ . 90,000 23,000 77,000

(%) Balance for the 3rd Plan : ; . 1,95,000 61,000 2,09,000

Say . 2,00,000 60,000 2,I5,000

On the basis of replacements mentioned in para. 5 for the number of vehicles
required as per para. 6 the addition to the fleet during the Second Plan
will be about 60,000 cars and 72,000 trucks and during the Third Plan 1,34,000
cars and 1,98,000 commercial vehicles. We have pointed out in fElsara.. 9 that
the Planning Commission’s original target for automobiles confirmed very
nearly to the figures arrived at on the basis of national income. Therefore,
we would suggest that as soon as this target is reached say in about another
3 years or s0 the position may be examined again in the light of fresh
experience to see whether and if so to what extent any adjustments are
required in the target for the Third Plan suggested above. On the other
hand if as a result of the various schemes of foreign aid reported to be
under consideration the general position of foreign exchange improves there
may be ne need to effect any adjustments.

RAILWAY CAPACITY

12. At this stage it may be useful to- see how the application of the hasis
of an increase in national income works out in the case of the railways.
During the 1st 5-year Plan there was no increase in railway passenger traffic
(Col. 2, Enclosure 5). Applying the ad hoc increase of 15 per cent. fixed
by the Planning Commission the estimated passenger traffic in 1960-61 and
1965-86 work out to 1,491 and 1,744 million passengers respectively. This
is obviously on the low side since the traffic in 1957-58, i.e., 3 years before
1960-61 was 1,431 million passengers. This fact suggests that the railway
provision for passenger traffic is on the low side and requires to be stepped
up. On the other hand, the railway’s goods traffic which works out to 155
million tons (Enclosure 5, column 3) in 1960-61 has been stepped up to 168
million tons. In other words, the railway’s passenger traffic was under-
provided and the goods traffic over-provided. This has been horne out by
results; the over-crowding of passenger trains is being continuously complain-
ed of by the public and in regard to goods traffic the railways have admitted
that they have surplus capacity on certain routes. In view of these results
we feel that the railway capacity also for the Third Plan should be based on

*Same ratio for passenger and goods vehicles as in (i).
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the national income as in the case of road transport. It may be interesting
to note here that against about 216 million tons of goods traffic for the rail-
ways for the year 1965-66 arrived at on this basis in Enclosure 5, thg figure
arrived at by the Chief Engineers for the railways for 'ghat year in their
Road Development Plan for India 1961—1981 in Appendix III, Column 35,
page 62, on the basis of traffic likely to be generated by the targets of produc-
tion for various commodities is 228 million tons, some 6 per cent. high. This
fact suggests that the basis indicated by the Tariff Commission is supported
by the basig of traffic likely to be generated. Hence, it should be emp_loyed
in the first instance subject to adjustments if any in the light of experience.
Had this been done at the beginning of the Second Plan the amount of foreign
exchange which has been allotted to the railways would not have been requir-
ed and the prunning of automobile targets which took place during the first
three years of that Plan may possibly have been avoided. This should not
be allowed to happen during the Third Plan.

FOREIGN EXCHANGE

13. There has been unanimity of opinion in the country on the need to
develop road transport. Side by side, there is considerable shortage of both
passenger and commercial vehicles as a result of which a premium market
has sprung up. Finally, there has been a demand to try and bring down
the prices of vehicles. The solution to all these problems is a determined
effort to raise the production target of vehicles during the next 7 years upto
the end of the Third Plan. We are convinced that unless this is done the
preseni position will not ease.

14, In its 1956 report the Tariff Commission made a number of recommenda-
tions for developing road transport. The Central Government has imple-
mented most of tﬁem and has created a climate suitable for such development,
However, all this will be of no avail until the requisite number of
vehicles is forthcoming. Hence, it is absolutely essential to fix a reasonable
target of production based on the purchasing power of the country in terms
of national income and to implement it fully.

15. We are aware of the difficulties about foreign exchange. To meet
them we have suggested in para. 5 a smaller provision for replacements,
Further, in working out that provision we have omitted additions to the fleet
from year to year, as a result of which the replacements suggested are some
20 per cent, less than those on the attenuated provision (see note Enclosure
IITA). We feel that this is the very maximum which can be allowed to meet”
the difficulties of foreign exchange. In regard to the requirements of traffic
we are unable to suggest any reduction. In the case of a developing economy
recourse to foreign exchange is inevitable ana such difficulties as may arise
in this respect have to be faced. That this is feasible has been proved in
the case of the railways for whom it has been possible for the Government
to find the necessary foreign exchange in an ample measure from various
sources in the Second Tlan. This is a question of priorities. Government
could meet the monetary requirements of the railways so far since it believed
that the development of the railways was necessary for the implementation
of the Second Plan although as has been shown above this development should
have been less on the basis of an increase in national income. Therefore, from
now onwards the priority will have to change in favour of rcad transport
which will have to play an increasing role in the transportation of finished
goods as the tempo of our industrialisation grows. We are of the opinion
that in the Third Plan first priority should be given to the development of
road transport and such foreign exchange as may be requireq for the purpose
should be found instead of making its development depehident on such foreign
exchange as may be available,

REASONS FOR PRIORITY

16, There are four reasons for according such priority;—
(i) Growing industrialisation of the country.
(ii) Need to utilise the country’s investment in roads.
(iii) The employment potential of the road transport industry.
{iv) A high return from taxation from motor vehicles.
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INDUSTRIALISATION

17. The development of industries depends to a large extent on the qui.ck
turn-over of finished goods. Unlike raw materials finished goods require
expensive storage the cost of which can be minimised only by providing a.
sufficiently quick transport. Moreover, the distribution of finished goods has
to be in the hands of dealérs who being relatively small people cannot afford
to look up their capital. Therefore, they look for that reason to a quick
means of communication. This is where road transport will play a vital
role in our economy since it travels three times as fast as a railway wagon.
A "Government intent on industrialisation cannot afford to overlook this
important point.

UTILISATION OF INVESTMENT

18. By the end of the Second Five-Year Plan the country’s investment in
roads will be about Rs. 726 crores; by the end of the Third Plan it may well
go over Rs. 1,100 crores. The extent to which this investment is being
utilised at present and will be utilised if the targets for the production of cars
and commercial vehicles suggested above are accepted can be seen from the
following table:—

Year 1950-5I ., I955-56 1960-61  1965-66
1. Mileage of surfaced roads . . 97,500 I,2I,600 1,44,000 I,71,000
2. Number of cars in round figures . 1,59,000- 2,03,000 2,63,000 3,97,000:

(2034 (2-63+
0°60) 1-34)

3. Number of commercial vehicles in
round figures . . - 1,16,000 1,65,000 2,37,000 4,35,000-

' (1-65+  (2-37+
0-72) 1-98)

4. Cars per mile . .o i 1 1-63 1-67 1-32 2-32
5. Commercial vehicles per mile . . .19 1-36 1-64 2-54

The utilisation of roads in other countries is much higher than in our
case. Thus in 1956 there were about 28 motor cars and 9 commercial vehicles
per mile of surfaced roads in Great Britain.. Taking half these numbers as
the optimum to be aimed at ang taking one commercial vehicle as equivalent
to 3 cars the optimum intensity works out to about 9 commercial vehicles
per mile of surfaced road. Against this the2 i;xé:ensity in our case in 1965-66

on the figures shown above works out fo plus 2.54=-3.31 i.e, a little
over one-third. This means that nearly two-thirds of our Rs. 1,100 crore
investment in roads, i.e., nearly Rs. 700 crores will be unutilised entailing a
loss of interest at 4 per cent. of Rs. 28 crores per annum,

EMPLOYMENT

19. Road transport plays an.important role in providing employment. In
1957 road transport provided employment for about 11 million hands in the
U.S.A. out of a population of 172 million, Of the persons employed in that
country one of every seven was in the road transport industry. In our country
%hﬁ position about employment in road and rail transport in 1957-58 was as
ollows;—

Roads Railways.
(®) Goods traffic, million ton-miles . . . . . 11,440 44,897
(#) Passenger traffic, million passenger miles . . . 37,700 42,33%
(itf) Workers employed, million . . . . . 2:7 1:3¥

*Including 2 lakhs of workers on prcjects.
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“Taking a passenger including luggage at 200 lbs. the passenger traffic for
roads and railways works out to 3,366 and 3,779 million ton-miles respectively.
?(lilding it to the goods traffic the above relationship can be expressed as
ollows:—

Roads Railways

‘Total ton-miles, millions . . . . . 11,440+ 44,8974
3,366 : 3,779
=14,806 =48,676
Workers employed, millions . . . 2:7 13
WorKers employed per 100,000 million ton-miles 18:24 2:66
Ratio . . - . . . . 7 1

Thus, for the same load road transport provides employment for about 7
times as many hands as rail transport.

The effect of increasing the number of vehicles, both cars and commercial
vehicles by about 2} times from 3.68 lakhs in 1955-56 to 8.32 lakhs in 1965-66
will be to raise the employment potential\of the industry to over 6 million
hands. This is an important aspect in fixing priorities,

RETURN TO THE STATE

20. In 1956-57 total receipts from all taxes on motor vehicles were about
Rs. 79 crores. Deducting about Rs. 15 crores for revenue duty, about Rs. 223
crores for road maintenance and about Rs. 43 crores contributed to the Central
Road Fund the balance available representing net yield to the State was
about Rs. 37 crores from about 4 lakhs of vehicles, excluding motor cycles,
i.e., roughly Rs. 900 per vehicle. On account of various exira levies since
made, viz.,, a surcharge on motor spirit in 1957, additional excise on diesel
and tyres in 1959 and, certain levies by States since 1956-57, the average may
now be about Rs. 1,000 per vehicle, At this figure the net yield from 8.32
lakhs of vehicles in 1965-66 will be about Rs. 83 crores on an estimated invest-
ment of about Rs. 1,100 crores on roads against a dividend to General Reve-
nues of Rs. 44.4 crores from the railways in 1957-58 on a capital-at-charge
of Rs. 1,229 crores. These figures of relative return on investment as also
the amount of extra if come-tax which will accrue from the employment of
ad_dit_itqnal commercial vehicles should be of some assistance in fixing
priorities.

SUMMARY

21. Summarising we are of the opinion that.—

(i) The passenger and goods traffic requirements of road and rail
transport in each Plan should, in the first instance, be based on
the relationship between an increase in national income and an
increase in the number of vehicles or traffic during the previous
Plan, subject to adjustments, if any, later in the light of experience.

(ii) Judged by this basis the Planning Commission’s provision for rail-
way goods traffic in the Second Plan was on the high side. This
has been borne out by results.

(iii) The Commission’s original provision for passenger road transport
in that Plan was on the low side while that for goods transport
was correct.

(iv) Greater priority was given to rail than to road transport during the
Second Flan as evidenced by the fact that while the targets for rail
transport have been substantially adhered to these for road
f;a?slg?rt were materially reduced during the first three ~ears of
tha an,
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{v) For this reason it is suggesteq that the provision for road transp_ort
in ‘the Second and Third Plans should be combined ihus carrying
forward the back-log in the Second Plan.

(vi) The automobile production for the two Plans should be as follows: —

Jeeps, DPassenger Goods
Cars, etc. Vehicles Vehicles

Second Plan . . . . . . . 90,000 23,000 77,000
‘Third Plan . . . . . . . 2,00,000 60,000  2,15,000
ToOTAL . 2,90,000 83,000 2,92,000

NoTe.—In 1955, 1956 and 1957 Jeeps and station wagons accounted for about 29-5%
of the total production for cars, jeeps and station wagons.

(vil) Provision for railway goods traffic during the Third Plan should be
216 million tons to be reached in 1965-66. Provision for extra
passenger traffic should be at 20 per cent. if not more,

(viil) In view of the fact that during the first two Plans the railways
received first priority it is suggested that road transport should
receive first priority during the Third Plan for the following
reasons:

(a) Public preference for it for certain commodities on account of
speed, door-to-door service and benefits arising therefrom.

(b) The insufficient utilisation of our roads has been entailing a
loss on the country of about Rs. 28 crores per annum by way
of interest paid on unutilised investment.

(¢) For the same load road transport employs currently about
seven times as many hands as the railways.

(d) On the basis of our recommendations road transport will pay
to the State a net return of some Rs. 83 crores on an investment
of about Rs. 1,100 crores on roads by 1965-68 against Rs, 44.4
crores returned by the railways on an investment of Rs. 1,229
crores in 1957-58.

363 C&I—9



ENCLOSURE 1

Number of Motor Vehicles in relation to National Income in the First Plan

Motor Jeeps, Passenger  Goods
No. Item Cycles, Cars, Vehicles  Vehicles
etc. etc.
.chicles in 1955/ 40,961  2,03,184 46,461  1,19,097 B.R.S. VII1, P. 17.
56.
. Vehicles in 1950/ 26,860 1,59,263 34,411 81,888 Study Group Report.
SI.
. Increase in  1st 14,101 43,921 12,050 37,209
Plan.
. % increase on 52°5 276 350 45°4
1950/51. ‘
. % increase in 1st 18:0 180 18-0 18-0
Plan in National
Income over
that in 1950/51.
. Relation of 29 15 1:9 25
Items 4 to s.
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ENCLOSURE 2

Number of Motor Vehicles in relation to National Income in the Second and Third Plans
on the basis of increase in vehicles during the First Plan

Motor Jeeps, Passenger Goods
No. Ttems Cycles, Cars, Vehicles Vehicles
etc. etc,
1. Vehicles in 1955/56 . 40,961 2,03,184 46,461 1,19,097
Say . 41,000 2,03,000 46,000 1,19,000
2. 9, increase in 2nd
Plan corresponding
to an increase of
24-8% in N.I. 24'8%2-9 24°8X1'5 24.8X1'9 24-8x2°§
= 72 = 37 = 47 = 62
3. Number of vehicles
required in round
figures (Jtem 1 X
Item 2) . 29,520 75,110 21,620 73,780
Say . 29,000 755000 21,000 74,000
4. Vchicles in 1960/61
(Item 1+3) . 70,000 2,78,000 67,000 1,93,000
5. 9% increase in  3rd
corresponding
to an increase of 289, o
in N. L . . 28 X 29 28 X 1'% 28x 19 28 x 2-3
= 81 = 42 = 53 = 70
6. Number of Vehicles
required in  round
figures (Item 4 %
Item §5) 56,700 1,16,760 35,510 1,35,100
Say . 56,000 1,15,000 35,000 1,535,000
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ENCLOSURE 3

Ratio of Vehicles scrapped to total registrations in the U. S. A.

P. S. and 18, Automobile Facts and Figures 1958

Years rc\g:)ticcrlgzl :éggggg Eg:a;;réf:l
to registered
. PasseNGger Cans
1947 : 30,845,350 1,374,000 4'5
1948 . 33,350,894 1,780,000 5'3
1949 . . . 36,453,351 2,616,000 72
1950 . . . . 40,333,591 2,598,000 64
1951 . . . 42,682,591 3,122,000 73
1952 . . . . . 43,817,580 3,163,000 7°2
1953 . . . . . 46,422,443 3,466,000 75
1954 . . . 48,461,219 3,840,000 79
1955 . . . . . 52,135,583 3,773,000 72
1956 . . . s 54,200,784 4,327,000 8-0
Average . 68
Buses AND TRUCKS

1947 . . . . 6,996,148 437,000 62
1948 . . - . . 7,734,637 495,000 6.4
1949 . . ’ 8,236,945 535,000 65
1950 . . . . . 8,861,621 636,000 72
I9ST . . o . 9,266,215 652,000 7:0
1952 o . . . . . 9,483,749 604,000 64
1953 o . . . . . 9,832,063 588,000 60
1954 o . . . . . 10,081,718 513,000 51
1955 . . . . . 10,591,590 619,000 58
1956 . . . . 10,981,776 621,000 58
Average . 6:2
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ENCLOSURE 3-A
Replacements
At 5% p.a., for motor Cycles
4% » » 3 Cas
5% s 3 3 Commercial Vehicles.

Motor Jeeps,  Passenger Goods

No. Item Cycles, Cars, Vehicles Vehicles
etc, etc.
SECOND PLAN
1. Vehicles in 1955/56 in round figures
(Item 1, Encl. 2) . . . . 41,000  2,03,000 46,000  1,19,000
2. Replacements in § years . . . 25% 25% 25% 25%
3, Vehicles for replacement . . . 10,000 40,000  [131,000 39,000
THIRD PLAN

4. Vchicles in 1960/61 (Item 4, Encl. 2) . 70,000  2,78,000 67,000  1,93,000

5. Replacements in § years . £ 3 25% 25% 25% 25%
6. Vehicles for replacement . . . 17,500 55,600 16,750 48,250
Say . 17,000 55,000 17,000 48,000

NoTe.—The replacements arrived at above are less than those required since they
have been based on the number of vehicles in the country at the beginning of each P

instead of on the yearly additions to it. Thus, in case of cars the replacements should
be as follows :(—

Year Vehicles Replacements at 4%
1955/56 2,03,000

{ 195657 . 2,18,000 8,720
l19s§158 . 2,33,000 9,320

Second Plan « { 1958/59 . 2,48,000 9,920
] 1959/6 . 2,63,000 10,520
| 1960/61 . 2,78,000 11,120

49,600 Say 50,000

Against this only 40,000 have been provided, i.e., some 20% less.



ENCLOSWRE 4
Estimated number of vehicles on the basis of production target set for the Second Five

Year Pian.
Cars,
Jeeps Commercial
Year and Vehicles
Station
wagons
1. 1960/61 target . . . 25,000 40,000
2. 1955 production . . 13,591 9,493 B,R.S, VIII P, 8.
3. Difference in § years . 11,409 30,507
4. » P.a, . . . 2,282 6,101
Say . 2,300 6,100
5. Estimated pro rata production
stepping up cars, ctc., by
2,300 and commercial vehi-
cles by 6,100 p.a.
1956 . . . . 15,900 15,600
1957 . . . 18,200 §4,600 21,700 65,100
1958 . . . . 20,500 27,800
1959 . . . . 22,800 33,900
47,900 73,900
1960 . . . . 25,100 40,000
1,02,500 1,39,000
Say .  1,00,000 1,40,000
6. Number of vehicles tg;o—
duced during the first three
years of the Plan,
1956 . . . . 17,995 14,1437 B.R.S, VIII,
1957 - . . . 16,810 16,248 »P. 8, .
1958 . . . . 11,663 15,125 | Monthly statistics
of production for
# December, 1958,
: : P. s54.
46,468 45,516
Say 46,000 45,000
¥. Production suggested for
1959 and 1960 . . 44,000 55,000
8, Totsl for the Second Plan . 90,000 1,00,000
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ENCLOSURE s

Rail traffic on the basis of National-Income

Passengers in Goods in
Item Millions Million Tons
169) (2) (3)
[ x. Traffic handled in 1955/56 1,297 115
2. s 1950/51 1,308 92
3. Increase in 1st Plan .. 23
1st Plan  { 4. % increase over 1950/51 o 25
5. Do. in National Income 18 18
6. Relation of Item 4 to e 1'4
item §.
L 7. Trafflc in 1955/36 . 1,297 115 = II§
8. % increase in N.I, in
| Second Plan . 24-8 24-8
2nd Plan J‘ 9. Corresponding 9%, in~
| crease in traffic. . 15% allowed. 248X 1'4=34'72
|_10. Increase in traffic < 1,207% 0'1% 115X 0°3472=40
= 194
11. Traffic in 196061 . 1,297 + 194 115 - 40 = I5§
= 1,491
12. % increase in N.I. in
Third Plan | 28 28
13, Corresponding % in-
3td Plan  { crease in traffic. 2800
X 1§ = 17 28X 1'4= 39'2
248
14. Increase in traffic ¢ I,49I X 0-17=253 I55 X 0:398 = 6I

L15. Traffic in 1965/66 v L,491 + 253 = 1,744 155 + 6I = 216

Note.—There being no increase in railway passenier traffic during the First Plan
the increase in the Second Plan has been based on what has been provided i.e., 15%.
However, this is insufficient in practice since the traffic in 1957(58 was 1,431 million i.e.,
%ﬂi 60 million less than that estimated for 1960/61 on the basis of 15% for the Second



ANNEXURE III

TARGETS OF PRODUCTION OF DIFFERENT TYPES OF VEHICLES FOR:
THE THIRD FIVE YEAR PLAN

The criteria for determining the targets of production of different types-
of automobviles would obviously be the demand in the country, but in the
past targets worked out on this basis have had to be reduced on acecount of
the limiting factor of the availability of foreign exchange. For the purpose
of this inquiry, we have refrained from taking note of the posi‘ion relating:
to avallabllity of foreign excharnge and have conflned our efforts to finding oxt.
the actual requirements of trade and industry as the Third Plan is projected.

The demand for automobiles arises from two sources—replacement demand:
which is relatively easy to estimate and new or net demand the estimate of
which is beset with many difficulties and must, in the circumstances, be-
conjectural to an extent.

In its 1956 report, the Tariff Commission had indicated about 8 per cent:
replacer.ent per annum for motor cars on the basis of a 12-year life and
about 10 per cent replacement per annum for commercial vehicles orr the-
basis of a 10-year life. The report, however, mentioned that in " actual
practice replacements did not work out to these percentages. There is ne-:
reliable data to indicate the vehicles actually scrapped from year to year,
but in USA where such data was collected, it has been found that the:
vehicles scrapped during the period of 10 years from 1947 to 1956 worked.
out to 6-8 per cent per annum in the case of cars and 6-2 per cent per annum
in the case of trucks in each year. Conditions for replacement of vehicles i
this country are far less favourable than those in the USA and we, therefore,
feel that it would be quite safe to estimate the average weightage at about
5 per cent annually in respect of all types of vehicles. On a careful study
o? vehicles on the road from ycar to year and the availabilily of new vehicles
and on a comparison of the observed behaviour of aulomobile users in this:
country and elsewhere, we are satisfied that replacement once in 20 years is.
much nearer the average reality than any higher ratio.

As regards the new demand, there can be no absolutely correct yardstick:
to determine what will be the requirements in 1961—65. Growth of popula-
tion, expansion of agriculture and industry and increase in the nationak
wealth are, however, important factors which can indicate the requirements
in the coming years. We have taken all these factors into consideration and-
have in addition studied the increase in transport vehicles since the First
Five Year Plan and the extent to which it has been able to meet the demand.
Qur conclusions are not based on any one individual factor, We have tried-
to take a synthesis of all the factors in order to arrive at estimates which,
in our opinion, are very near the actual requirements.

To begin with, we have collected the figures for the three main types of
vehicles—i.e. jeeps and cars, passenger vehicles and goods vehicles—that were -
operating in the country in 1950-51 and 1955-56. We have then projected:
this increase during the First Five Year Plan on a pro rata basis to arrive at-
the figures for 1960-61 and 1965-66 as will be seen in the table below:—

TabLE 1
B Jeeps Passenger Goods
and Vehicles Vehicles
Cars
1950-51 . . . . . . . 159,263 34,411 81,888
1955-56 . . . . . . . 203,184 46,461 119,097
Increase during the 1st Plan . . . . 43,911 12,050 37,209
1960-61 . . . . . . . 247,105 58,511 156,306
1965-66 . . . . . . . . 291,026 70,561 193,515
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Comparing the pro rata increase in automobiles of different types to the
figures of actual production (the figures for 1959-60 and 1960-61 are, however,.
not actuals but estimates), we find the picture as follows:—

TaBLe 2
Existing number of vehicles in 1956-1957.

Cars, Passenger Goods

Jeeps, buses Vehicles
Cabs

Production . . I1956-57 . . . 219,237 44,500 124,628
1957-58 . . . 15,000 4,000 12,000

1958+59 -~ . . . 17,000 5,000 15,000

1959-60 . . . 20,000 7,000 20,000

1960-61 . . . 20,000 7,000 25,000
72,000 23,000 72,000

Addition 5% mortality in 4 years . . . . I0000X 4 2,000%x4 6,000%4
Total mortality will be . . . . . 40,000 =8,000 =24,000

Net addition during 4 years

. 32,000 15,000 48,000
Total No. of vehicles in 1960-61 Approx

252,000 60,000 173,000

It will be seen that as a result of the addition due to actual production the-
figures for all the three types of vehicles for the year 1960-61 are higher than
those worked out on pro rata basis. This is understandable because the pace
of industrialisation in the Second Plan is much faster than that in the First
Plan and also b»ecause the targets of production of vehicles were initially
kept rather low. The fact that in spite of higher production targets during
the Second Five Year Plan there will be a considerable unmet demand for
vehicles proves this. The pro rata basis of calculation is, therefore, not a
reliable indication of the demand during the Third Five Year Plan; neither is
the actual production the correct basis to assess the requirements during the
Third 5-year Plan because for one reason the Third Plan is much more
ambitious than the Second Plan and for another the consumers’ preference-
for road transport indicatges a rising trend. Actual production figures, how-
ever give us an idea of how the manufacturing programme can be limited
as a result of the scarcity of foreign exchange.

A more reliable basis of assessing the demand of different types of vehicles
during the Third Five Year Plan would be the projected increase in national
income. The table below will show the requirements of different types of
vehicles during 1960-61 on the basis of increase in national income:—

TaBLE 3
Jeeps, Passenger  Goods
Cars and Vehicles Vehicles
Cabs
1950-51 . . . . 159,263 34,411 81,888
1955-56 . . . . 203,184 46,461 119,097
Increase in the
number of Vehicles
during 1st| Plan, 43,9ar 12,050 37,209
National Income . . 1950-51 9,110 Increase in 1st Plan
1'690 2680
1955-56 . 10,800 —— = 1,588

) I’ 1690
196061 13,480 ] Increase in 2nd Plan 2,680
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dncrease in  the 43,921 X 15858 12,050 X 15858 37,209 x..1:5858
number of wvehicles = 69,650 = 19,109 59,005
4n 2nd Plan.
Number of vehicles ‘
in 1960-61 . 203,184+69,650 46,461+ 19,109 119,097+ 59,006
= 272,834 = 65,570 = 178,103

National Income

1960-61 . . 13,480 ) Increase 3,780
=2-2367
. Fin 3rd 1,690
1965-66 . . 17,260 JPlan
3,780
Increase in the num-
ber of vehicles in
3rd Plan . 43,921 X2°2367 12,050 X 272367 37,209 X 2,2367
= 98,233 = 26,952 = 83,225
Number of vehicles
in 1965-66 . 272,834—98238 65,570-=26,952 178,103—83,225
= 371,072 = 92,552 = 261,328
Jeeps, Passenger  Goods
Cars and Vehicles Vehicles
Cabs
1950-5T . R . { ) 159,263 34,411 81,888
1955-56 - . A 3 . 203,184 46,461 119,097
1960-61 . ’ / ! 1 272,834 65,570 178,103
1965-66 . s 5 s . 371,072 92,522 261,328

On a comparison of the figures for 1960-61 in table No, 2 and table No. 3,
it will be seen that the difference between the two calculations Is not very
wide. On a conservative estimate this difference can be said to indicate the
unmet demand.

We feel that it will He quite satisfactory to accept the national income
basis for the projected demand for jeeps and cars for the year 1965-66, but
for passenger and goods vehicles certain other tests may have to be applied.
For instance, it is well-known that industrialisation leads to urbanisation_and
better methods of farming lead to prosperity of the rural population. Both
these factors in turn contribute to a greater travelling habit. The increase
in the number of cars not being sufficiently in proportion with the increase
in population, people will have to depend more and more on_public iransport
for travelling. A larger number of passenger vehicles would, therefore, be
mneeded than what we have calculated on the basis of national income. This
is all the more necessary because the railways have been planning for only
15 per cent increase in traffic and even when that target is achieved the
overcrowding in trains is becoming worse than it was before. The shortfall
in railway capacity, therefore, has to be catered for by road transport. In
the circumstances, it would not be wrong to add another 10 per cent at
least to the requirements for passenger vehicles in 1965-66.

On the other hand, the increase in goods road transport has to be related
to some extent to the traffic likely to be generated during the Third Plan.
The table below gives the additional total traffic during the Third Five Year
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Plan as well as the trafic generated upto the end of the Second Plan and
accordingly the number of goods vehicles that would ‘be required in 1965-68;—

TABLE 4

Generation of additional long distance traffic in the Third Five

Year Plan Million tons
Coal . . . . . . . . . . 40
Iron and Steel . . . . . . . . 2
Cement . . . . . . . . . 7
Iren Ore . . . . . , . . . 3
Lime Stone . . . . . . . . . 3
Miscellaneous . . . . . . . . . ‘45
TotaL . . . 100
Long distance traffic by 1960-61 : 3 . . . 180 million tons
Addition of 100 million tons by 1965-66 . . . . 100 million tons
ToTaL . . . 280 million tons
In 1951 for 90 million, number of trucks for feeder and local
transport . . . A 3 5 A . . 81,888
1955-56 for 120 million, number of trucks for feeder and
local transport . . . d 1 3 . . 119,097

1960-61 for 180 million number of trucks for feeder and 193,515
local tranport

'1965-66 for 280 million number of truck for feeder and 317,545
local trangport

about 3-25 lakhs
25,000 trucks to replace bullock carts share in rural sector . 25,000
ToTAL (1965-66) . 3-5 lakhs

"The difference between the requirements of goods vehicles worked out on
this basis and that worked out on the basis of national income is nearly
'90,000. This difference is, no doubt, substantial and even if on a canser-
vativé basis we add 50 per cent of it to the requirement of vehicles on the
basig of national income, we will need a little over 3 lakhs of goods vehicles
in 1965-66. We are making this reduction on account of the uncertainty
-of foreign exchange being available to the full extent as also on account
of the possible increase in the carrying capacity by the railways as a result
of more efficient operation.

On the basis of the analysis made above, we feel that the total number
ofdvehicles on road in 1960-61 and 1965-66 should be in the following
order;—

Jeeps, Passenger Goods
Cars and Vehicles Vehicles
Cabs
1960-61 . . . . . . . . 270,000 65,000 180,000

1965-66 - . . . . . 370,000 . 100,000 300,000
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This means that the additional number of vehicles to be produced during
the Third Five Year Plan period should be

Jeeps, Cars and Cabs . . 100,000
Passenger Vehijcles . . . 35,000
Goods Vehicles . . . 120,000

In addition, about 80,000 cars and jeeps, 20,000 passenger buses and
60,000 trucks have to be %n'oduced during the third Five Year Plan to meet
the wastage. Thus in all the total automobile production during 1961—66

comes to—
During 3rd Plan Average per year
1961—66
Cars and Jeeps . . . . 180,000 35,000
Passenger buses . . . . 55,000 11,000
Trucks . . . . . . 180,000 36,000

At present the production of jeeps is slightly less than half that of cars.
Further, about 80 per cent of the cars produced have been of the light and
medium variety i.e., Baby Hindustan, Fiat 1100, Standard 10 and Hindustan
Ambassador. Standard Vanguard and big American cars accounted for the
balance. With the suspension of the programme for the production of
Standard Vanguard and big American cars, the demand for them will have
to be diverted to medium cars, but that may not be quite satisfactory. We
therefore feel that according to the present trend the production structure
of the different types of cars, jeeps etc. of an average representative year
during the Third Plan (break-up of 36,000) should be as follows:—

Light . ; A 15,000
Medium - 1 10,000
Cars Station Wagons and
Delivery Vans . 1,000
Heavy . : . 2,000
Jeeps . . . . . 8,000

We have deliberately kept the demand for heavy cars at a low figure because
we feel that these cars cannot be produced economically within the country
and we have to cater for only very urgent requirements either by means
of import of ck.d. packs or by developing a single unit like Standard
Vanguard in the manufacture of which certain progress has already been
made. We feel that there will be need to ration the supply of large cars
and allow the balance of the demand to be diverted to medium type cars.

As regards the production of buses, one can hardly overlook the increas-
ing demand for heavy buses during recent years. A study of the past trend
of production of heavy buses will show a steady rise from 12 per cent in
1956 to about 20 per cent in 1958. Presuming that the same trend will
continue the production requirement of 11,000 buses can be broadly sub-.
divided as follows:—

Average representative
year during Third Plan

Medium . . " . R 7,000

Heavy . . . . . 4,000

TOTAL 11,000
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Similarly the break up of production of trucks for an average year dur-
ing Third Plan of various capacity groups can be put as-

1 ton truck . . . 1,500
3—5 2 3 - . . 32,000
5 » s» and above . 2,500
36,000

It need hardly be mentioned that the above calculation is based on the
presumption that there will be about 270,000 cars and jeeps, 65,000 buses
and 180,000 trucks by the end of the Second Five Year Plan. In case of any
shortfall, the production of automobiles during the Third Plan has obviously
to be stepped up accordingly to meet the deficit.

.Increase in the demand, and consequently the production, of Commercial
vehicles may also occur in case the inhibitory factors in the development of
road transport are eliminated as a result of the report of the Neogy Com-
mittee. Similarly, if a decision is taken to introduce a cheap small car the
total figure of production of cars may have to be revised upwards.

A}

A further break-up of the production of vehicles of the different types
during the years of the Third Five Year Plan has also been attempted in
the table below, but it depends very much on the manufacturers whether
they will be able to follow this pattern:—

Year Cars Jeeps Buses  Trucks
1961-62 . . . H - 20,000 6,000 8,000 30,000
1962-63 . . . . . 25,000 7,000 9,000 35,000
1963-64 . . . x : 25,000 7,000 11,000 35,000
1964-65 . . . 3 5 35,000 8,000 13,000 40,000
1965-66 . . . . " 40,000 8,000 14,000 45,000

145,000 36,000 55,000 185,000
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ANNEXURE IV
THe demand durihg the III Five Year Plan and the investment necessary

during that period to achieve the production equal to the demand as_esti-
mated by the Development Council for Automobile, Automobile Ancillariesr

and Transport Vehicle Industries:

Relevant extracts of the report of the sub-committee (on the Study of

Demand and -Capacity for the production of important and Special Compo-

ents for the Automobile Industry) on the issue of demand during the IIT
Blan and approved by the main Council are reproduced below:

“Final Report on Estimated Demand and Capital Required to_ensure that the
demand may be met,

For ready reference of the Development Council the statement of demand
which the committee considers will arise by the end of the Third Five Year
Plan period .is attached. This represents the final view of the sub-committee.

* » L] L ] ]

All present agreed for the purposes of estimating the total capital requir-
ed by the industry including automobile manufacturers, engine manufac-
turers and ancilary manufacturers including coach builders, it could be
taken that if the turnover of the automobile manufacturers was ‘X' then
the block capital required by the automobile manufacturers would be ‘“4X’
and by the ancillary industries would be ‘12X’. On the basis of the mini-
mum turnover by the automobile manufacturers included in the Interim
Report submitted to the Council; it was agreed that taking the turnover
including spare parts to be Rs. 250 crores, the total block capital required
to achieve the estimated demand would be Ra. 100 crores for the automobile
manufactyrers and in addition Rs. 30 crores for the ancillary manufacturers,
a total of Rs. 130 crores.

* » * » »

It was unanimously agreed that the present investment being approxi-
mately Rs. 30 crores an additional sum of Rs. 100 crores would have to be
found of which Rs. 30 crores would be represented by land and building
leaving Rs. 70 crores for machinery. It was accepted that we might hope
to obtain Rs. 20 crores from indigenous manufacturers of machinery leaving
a sum of Rs. 50 crores representing landed cost of plant and machinery
which would have to be imported. Assuming the cost of import duty, land-
ing charges and internal freight might represent from 10 to 15 per cent on
the c.if. value, then foreign exchange from Rs. 43 to 45 crores would have
to be provided if the industry is to meet the demand indicated in the esti-
mates accepted by the sub-commitee.

L L ] » * »

The sub-commitee was of the unanimous view that in order to achieve
the total turnover, which if the estimate is correct will not be less than
Rs. 250 crores per annum, the automobile industry will require not_less than
Rs. 43 crores in foreign exchange for the import of machinery and in addi-
tion not less than Rs. 57 crores will be required for land and buildings and
for machinery produced in India.”

For achieving the higher limits of the demand indicated in 1966 a further
20 per cent increase in investments would have to be added. However these
estimates were exclusive of investments for forging and foundry capacities
which would have to be created. Investments on machinery on these would
be of the order of Rs. 10 crores for foundry and Rs. 10 crores for forge; the
foreign exchange element on the above investments would be of the order
of 12 to 13 crores for the foundry and forge put together.

Demand for Automobiles:

Estimates of the demand for motor vehicles have been various, but they
may be summarised by assuming that minimum demands in 1961 and 1966
respectively will be as shown in the table below. For comparison probable

129
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production figures for 1959 and the Tariff Commission's estimates, made in
1959 or production in 1961 are given:

Type of Manufacturer Probable Probable Tariff
vehicle production demand in Commission
in 1959 Estimate
1961 1966 for
1961
Nos. Nos. Nos. Nos.
‘Cars . . . Premiers . 4,000
Hindustan . . 5,000
Standard . . 1,5C0
10,500 20,000 40,000 20,000
to to
24,000  45,000%
“Trucks and Buses . Telco . . . 8,000
Premier . . 4,300
Hindustan . . 4,000
Ashok Leyland . 1,400
18,200 30,000 60,000 40,000
to
75,000
eeps . . . Mahindra . 5,500 6,000 9,000 5,000
to
10,000
Motor Cycles and .. 8,000t 20,000 40,000
Scooters. to to
l 24,000 50,000
“Three Wheelers | 4,000 8,000
| to to
L ss000 10,000

*If a small car [is introduced into the automobile industry’s manufacturing pro-
grammes, or any other development results in some appreciable price reduction, the
demand would probably increase to 60,000 Nos.

+This figure includes the production of three-wheelers for 1959.

N. B.—The above estimates do not include the Defence requirements,

2. Assuming the production figures given for 1968 are accurate the total
turnover of the industry involved in making automotive vehicles, and not
including ancillary industries will be as below:—

Minimum turnover Quantity Approximate Total
valie

Cars . . . . 40,000 : Rs. 10,000 Rs. 40 crores

Trucks and Buses . 60,000 Rs. 25,000 Rs, 150 ,,

Jeeps . . . . 9,000 Rs. 10,000 Rs. 9 s

Motor cycles and Scooters 40,000 Rs. 2,000 Rs. 8 .

“Three-Wheelers . . 8,000 Rs. 4,000 Rs. 8:2

TOTAL .  210'2 crores



Maximum turnover Quantity
Cars . . . . 45,000
Trucks and Buses . 755000

Jeep . . . « 10,000
Motor Cycle and Scooters 50,000

3 Wheelers . 10,000

323 C&I--10
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Approximrre
valye
Rs. 10,020

Rs. 25,000
Rs, 10,000
Rs. 2,000

Rs. 4,000

Toral

Total
45 erorss
187-5 »
10 ”
10 »
4 »

2565 crores




ANNEXURE V

OBSERVATIONS BY THE CHIEF COST ACCOUNTS OFFICER

As already observed by the Tariff Commission in its 1956 Inquiry, none
of the units mentioned above, except Simpsons, has detailed cost accounts
to determine the actual cost of production of the various componsents and/or
sub-assemblies. The costing problem has become particularly acute at
present in view of the'further advances made by some of the units in their
indigenous manufacture,.

(a) Hindustan Motors: This company does not maintain any cost
accounts. Adequate production and statistical data are maintained, hut
these are not co-ordinated to enable the cost of production of the vehicles
to be easily determined. Although Standard Labour Hours for the various
components manufactured in the machine shop are available, no reconcéga-
tion is made between the actual and standard hours. Standard specifita-
‘tions of material are available only for the assembly shop. Even the stan-
dard consumptions of materials for the various jobs in the machine shop
are not available, The Cost Accounty Officer had, therefore, to depend on
the standard hours for the various components and sub-assemblies and the
overall consumption of material jn the machine shop to work out the cost
of production of the different vehicles. Sufficient data is maintained only
in respect of the forge and foundry sections.

(b) Premier Automobiles: This company. maintains cost data showing
the direct wages and material for the various components manufactured as
well as assembling of the different models of vehicles. The wages are based
on the average pre-determined rates for each shop. The materials are priced
at the maximum purchase rate of the stock-in-balance. No priced store
ledgers maintained.” Since issues are priced at the higher purchased rate
of the stock-in-balance instead of the weighted average rate, the material
costs of the comﬁonents are always inflated. This ower-recovery is not ad-
justed even at the year end. Overheads are recovered at the pre-deter-
. mined rates, as a percentage on direct labour. No reconciliation is made
between the cost and financial accounts.

(c) Standard Motor Products of India Ltd.: No regular system of cost
accounting has so far been introduced in this company. But, however,
quantitative consumption of materials, and, labour hours for each of the job
orders are available. These are not converted in terms of monetary value
to ascertain the cost of different jobs.

(d) Ashok Leyland: This company has no system of cost accounting.
But, however, control on material is effected by comparing the actual con-
sumption with the overseas standard material specifications.

(e) Teleco: This company does not maintain proper system of cost
accounts. ' Direct materials are drawn based on the standard bill of materials.
No priced store ledger is maintained. Expenses are not departmentalised,
The company has a schedule of standard man-hours for manufacture/sub-
assembly/final assembly for each group of component, but actual man-hours
spent on jobs are not booked against the various components to ascertain the
variation between the actual and the standard man-hours. It is, however,
understood that periodical tests are made to study the variation between
the standard and actual time.

(f) Mahindra & Mahindra: Although a comprehensive system is being
followed by this company, it is based on the pre-determined standards both
for material and labour. The actual time taken for the manufacture is
recorded and valued at pre-determined rates. The overall cost is compared
with the pre-determined standard to judge the variations. As the company
adopts hourly rates for labour and overheads for each cost centre, it would
not be difficult for them to determine the actual cost of individual compo-
nents/sub-assemblies/final assembly.

132
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(g) Automobile Products of India Lid.: This company has no system at
present but promised to instal a system shortly.

Although the Tariff Commission, in its 1956 report, recommended that
the manufacturers should maintain cost data in sufficient detail -(to enable
the cost of production' of components, individual assemblies and final assem-
blies to be easily ascertained), the manufacturers have not appreciated the
importance of costing and taken any steps to implement the Commission’s
recommendations.



APPENDIX I

List of firms or bodies or individuals to whom the Committee’s Questionnaires
were jssued and from whom replies or memoranda were received

(*Indicates those who sent replies or memoranda.)

A. MANUFACTURERS OF AUTOMOBILES

*]. The Tata Locomotive & Engineering Co, Ltd.,
‘(Automobiles Division),
Bombay House,
Bruce Street,
Bombay—1.

#3. The Premier Automobiles Ltd.,
Agra Road,
Kurla,
Bombay—-37.

€3, M/s. Hindustan Motors Lid,,
8, Royal Exchange Place,
Calcutta—1.

*4, M/s. Ashok Leylang Ltd.,
Bank of Mysore Building, N.S.C. Bose Road,
Madras—1.

*5. M/s. Mahindra & Mahindra Lid,,
Gateway Building,
Apollo Bunder,
Bombay—1.

*6. The Standard Motor Products of India Ltd.
29, Mount Road,
Madras—2.

B. MANUFACTURERS OF ENGINES
*]. M/s. Simpson & Co. Ltd,,
Mount Read,
Madras—2.

*2, The Automobile Products of India Ltd.,
Agra Road,
Bhandup,
Bombay—40.

*3. M/s. Ashok Leyland Ltd.,
Bank of Mysore Building, N.S.C. Bose Road,
Madras—1.
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B. MANUFACTURERS OF ENGINES (Contd.)

%4 The Tata Locomotive & Engineering Co. Ltd.,
(Automobiles Division),
Bombay House,
Bruce Street,
Bombay—1.

*5 M/s. Enfield (India) Ltd.,
36-C, Mount Road,
Madras.

*§, M/s. Bachraj Trading Corporation Ltd,,
134, Dr. Annie Besant Road,
Worli,
Bombay—18.

C. MANUFACTURERS OF THREE WHEELERS

*1. The Automobile Products of India Ltd.,
Agra Road,
Bhandup,
Bombay—40.

*2. M/s. Enfield India Ltd
36-C, Mount Road,
Madras.

*3, M/s. Bachraj Trading Corporation Ltd.,
134, Dr. Annie Besant Road,
Worli,
Bombay—18.

D. MANUFACTUERERS OF AUTOMOBILE ANCILLARY ITEMS
*1. M/s. Motor Industries Co. Ltd.,
Post Box No. 93,
Bangalore.

2. M/s. India Radiators Lid.,
6, Armenian Street,
Madras.

3. M/s. Hydraulics Private Ltd,,
29, Mount Road,
Madras—2.

4. M/s. Union Co. (Accessories) I.td.,
29, Mount Road,
Madras.

5. M/s. Best & Co. Ltd.,
P.B. No. 63,
Madras.

*6, M/s. India Pistons Litd..
Hazur Gardens,
Sembiam,

Madras.
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D. MANUFACTURERS OF AUTOMOBILE ANCILLARY ITEMS (Contd:)
*7. M/s. Engine Valves Ltd.,
5, Patullos Road,
Mount Road,
Madras—2.

*8, M/s. Automobile Products of India Ltd.,
Bhandup,
Bombay.

*9. M/s. Asbestos, Magnesia & Friction Materials Ltd,,
Ghatkopar,
Bombay—39.

*10. M/s. Malleable Iron & Steel Castings Co. Ltd,,
Mathurdas Mill Compound,
Parel, Bombay.

11, M/s. Payen-Talbros Ltd,,
71/3, Nazafgarh Industrial Area,
New Delhi—15.

*12. M/s. Associated Accessories Private Ltd.,
20, Mangoe Lane,
Calcutta—1.

*13. M/s. Goetze (India) Ltd,,
Pratap Building,
Connaught Circus,
New Delhi.

*14. M/s, Auto Accessories (India) Lid.,
Near Halav Bridge,
014 Kurla,
Bombay.

*15. M/s. John Fowler (India) Ltd.,
Marshalls Building,
Ballard Road,
P. Box No. 654,
Bombay—1.

16. M/s. H. J. Leach & Co. Litd.,
Asian Building,

Nicol Road.

Ballard Estate,

Bombay.
. 17. M/s, Fuel Injections Litd.. _ .
&
'—

i f

Fort, Bombay.

18. M/s. Hind Equipment Corporation,
24-B, Hamam Street, 4th Floor,
Raja Bahadur Compound,
Bombay—1.

19. M/s. Acme Manutacturing Co. Ltd.,

Canctriintion Hanea
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D. MANUFACTURERS OF AUTOMOBILE ANCILLARY ITEMS (Conid.)

20. M/s. Kirloskar Oil Engines Ltd,,
Kirkee,
Poona.

*21. M/s. Usha Automobile & Engineering Co. Lid,,
63/2, Belgachia Road,
Calcutta—37.

*22, M/s. Chloride & Exide Batteries (Eastern) Ltd.,
59-C, Chowringhee Road,
Calcutta.

*23. M/s. Standard Batteries Ltd.,
Bombay.

*24. M/s. Metropolitan Spring Ltd.,
Antop Hill, West,
Wadala,
Bombay—31.

M/s. Addison Paints & Chemicals Ltd.,
Madras.

26. M/s. Mahindra Owen Ltd,,
Gateway Building,
Apollo Bunder,
Bombay.

27. M/s. Dunlop Rubber Co. (India) Ltd.,
57-B, Free School Street,
Calcutta,

28. M/s. Hoare Miller & Co. Lid.,
5, Fairlie Place,
Calcutta.

25

*29, M/s. National Bearing Co. Ltd.,
Jaipur.

*30, M/s. Canara Workshops Litd.,
P.B. No. 12,
Mangalore—3.

31. M/s. Amco Ltd.,
Mysore Road,
Bangalore—2.

32. M/s. Bhor Industries Ltd.,
Bombay.

*33. M/s. Pradip Lamp Works,
45, Armenian Street,
Calcutta.

M/s. Radio & Electrical Mtg. Co.,
Bangalore.

34
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D. MANUFACTURERS OF AUTOMOBILE ANCILLARY ITEMS (Contd.)

*35. M/s. National Rubber Mfrs. Private Ltd,,
Leslie House,
Chowringhee,
Calcutta.

36. M/s. Pioneer Rubber Mills (Bombay) Ltd.,
Agra Road,
Bhandup,
Bombay.

*37. M/s. Dharampur Leather Cloth Co..
10, Chowpatty Sea' Face,
Bombay.

38. M/s. Hindustan Rubber Works Ltd,,
14, Ballygunj, Station Road.
Calcutta.

The Association of Rubber Mfrs. in India,
Calcutta.

40. M/s. Imperial Chemical Industries Ltd.,
Calcutta.

41. M/s. Hind Electric Lamp Private Ltd.,
Shikohabad.

42. M/s. Indo Belga Engg. Co. Ltd.,
Ahmedabad.

*43, M/s. Sanghavi & Co.,,
109, Love Lane,
Mazgaon,
Bombay—10.

39,

44, M/s. Oriental General Industries i.td.,
6, Ghore Bibi L.ane, Narkeldanga.
Calcutta.

*45. M/s. National Radiators,
20, Mangoe Lane,
Calcutta.

46. M/s. Swastik Rubber Products Ltd.,
Opp. Kirkee Rly. Station,
Kirkee, Poona,

*47, M/s. New Beamco Engg, Products Ltd.
Belgaum,

48. M/s. Upper India Trading Co. Ltd,,
Mount Road,

Madras.
485, Sandhurst Road,

Bombay.
49. M/s. Veera Industries of India Ltd.,
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D. MANUFACTURERS OF AUTOMOBILE ANCILLARY ITEMS (Concld.)
50. M/s. Summermal Bansilal,
Rangamahal,
Ajmer,

51, M/s. Guest, Keen, Williams Ltd,
41, Chowringhee,
Calcutta—10.

*52, M/s. Premier Aufomobiles Ltd., (for Axles)
Agra Road, Kurla,
Bombay.

53. M/s. Hindustan Industries & Machinery Mfg. Co. Ltd.,
Konia,
Kashi.

*54, M/s. Himco India Ltd,,
542, Sandhurst Bridge,
Bombay—17.

*55. M/s. Modak Rubber Produects Ltd.,
Verma’s Building, Golanjee Hill Road,
Sewree,

Bombay.

56. Automobile & Agricultural Industries Corporation,
Bombay.

57. Automotive Manufacturers Association of India,
India Exchange Place,
Calcutta—1.

58. General Manager,
Manipur State Transport,
Imphal.

E. ASSOCIATIONS

*]1. The Secretary,
All India Automobile Association,
New Delhi.

*2, Secretary,
Automobile Association of Upper India,
Iijla Ram Building,
Connaught Place,
New Delhi.

*3, The Secretary,
Automobile Operators Union,
New Delhi.

*4. The General Manager,
Orissa Road Transport Services I.td
Behrampur.
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E. ASSOCIATIONS (Contd.)

5. Director of Transport,
Madhya Pradesh,
Nagpur,

*g§. Secretary,
Automobile Association of Southern India,
36-A, Mount Road,
Madras.

*7. The Secretary,
Automobile Association of Bengal,
13, Ballygunge Circular Road,
Calcutta.

8. The Secretary,
Indian Institute of Road Transport,
Bombay.

*9. The Secretary,
Indian Road and Transport Development
Association Limited,
27, Bastion Road,
Bombay—1.

10. The Chairman,
State Transports,
Shillong.

*11. Federation of Motor Transport Association,
Mehar Building,
Chowpatti,
Bombay.

*12. Secretary,
Motor Vehicle & Allied Merchants Association,

38-A, Mount Road,
Madras—6.

*13. Secretary,
Automobile Traders Association,

Scindia House,
New Delhi.
%14, The Chairman,
Bombay State Road Transport Corporation,
80/81, Dr. Annie Besant Road,
Worli, Bombay.
15. The Manager,
Kashmir State Transport,
Srinagar.

*16. Bihar State Road Transport Corporation,
Patna (Bihar).
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E. ASSOCIATIONS (Contd.)

*17. The Secretary,
Saurashtra State Transport Corporation,
Rajkot,

#18. The Director, Transport,
Kerala.

*19. Manager,
Orissa State Trangport,
Cuttack.

20. General Manager,
Madhya Bharat Roadways,
Gwalior.
21. General Manager,
Himachal Pradesh Transport Service,
Simla.

22. General Manager, Govt. Transport,
Andhra Pradesh,
Hyderabad.

*23, General Manager,
Mysore Government Transport Dept.,
Bangalore.

24. Honorary Director,
Madras State Transport,
Madras.

25. General Manager,
Punjab Roadways,
Chandigarh.

*28. General Manager,
BEST,
Bombay.

*27. Director-General 1,
West Bengal Transports,
Calcutta.

28. Deputy Transport Commissioner,
Uttar Pradesh,
Lucknow.

29. Transport Manager,
Poona Municipal Transports,
Poona.
*30. Secretary,
Western India Automobile Association,
Bombay.

*3]1. Secretary, West Bengal Lorry Syndicate,
Calcutta.



*32.

*33.

*34,

35.

*36.

Motor Industries Association,
60/3, Dharamtalla Street,
Calcutta.

All India Automobile & Ancillary
Industries Association,

Brabourne Stadium,

87, Veer Nariman Road,

Bombay.

Motor Manufacturers & Industries
Association,

Calcuita.

General Manager,

Provincial Transport Service,
Commercial Road, P.B. No. 42,
Nagpur.

The Motor Manufacturers & Importers
Association Limited,

Bank of Baroda Building,

Apollo Street,

Bombay.

NDIVIDUALS

*1.

*4,

*5.

Shri K. P. Gopinath,

Consultant to the Indian ?roject of BMW,,
C/o. BM.W. Aktiengesellschaft,

West Germany.

. 8Shri G. Krishnaji,

‘Srinivasan’,
2, Murthy Lane,
Madras—3.

. M/s. Vergheese & Co.,

Kunnamkulam,
Kerala.

Dr. Diwan Singh,
President,

United India Association,
10/9, Connaught Circus,

‘New Delhi.

M/s. Puri Industries,
Yamuna Nagar,
Punjab.

. M/s. Boman Chothia,

Jahangir Mansion,
1st Marine Lane,
Fort, Bombay.
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F. INDIVIDUALS (Contd.)

*7. M/s. Sen & Pandit Private Lid.,
Mercantile Building,
Lallbazar,
Calcutta.

*8, Shri Noshirwan Godrej,
Noshirwan & Co. Ltd,,
Maharani Road,

Indore City.

*9. Shri K. C. Lahiri,
70/2, Sindhi Society Chamber,
Bombay—38.

10. Shri N. Daniel Jayasekharan,
Neyyoor, Kanya Kumari Dt,,
South India.

#11. Shri A. Akkaraju,
Kaligiri,
Nellore Dist,,
Andhra . State.

*12. Secretary,
Bharat Chamber of Commerce,
State Bank Building, Barrabazar Branch,

Calcutta—7.

13. Mr. Cherian V. Southil,
Kerala.

*14, Ford Mator Co. of Canada,
Singapore.

*15. International Industries & Trading
Corporation,
1:H.90, Murari Pukhur Road,
Calcutta.

16. M/s. Simac Group (India) Private Ltd.,
Mehar House,

15, Cowasji Patel Street,
Fort, Bombay,

17. M/s. Simpson & Co. Ltd,,
202/203, Mount Road,
Madras.

*18. M/s. Premnath Motors Private Ltd,,
Scindia House,
New Delhi.

*19. M/s. Mohanwi Corporation Private Ltd.,
Post Box No. 1595,
31, Faiz Bazar,
Delhi—17.
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¥, INDIVIDUALS (Concld.)

*20

. Shri P, M, Reddy, !
5/C, Ulsoor Road, f
Bangalore (Mysore State)

M/s. Hindustan
Aircraft Private
Litd., Bangalore,

*21, M/s. Associated Corporation of Industries,

22.

23.

24.

25.

26.

27.

-*28.

.29,

Bombay.

Shri Niranjan Ghosh,
Kalloo Mal Building,
Bela Road,

Delhi—6.

Shri M. P. Sud,
Pavri Bungalow,
Ghodbunder,
Santa Cruz,
Bombay.

Shri P, A. Paul,
Augustine Motors,
Mundakayam, P.O.,
Kerala State.

Shri Kanwar Sen,
44, Ramnagar,
New Delhi.

Chief Editor,
Transporters*Gazette Weekly,
27/27, Shakti Nagar,
Delhi—8.

18, Mangoe Lane,
Calcutta—1.

M/s. Citroen,

Paris.

Shri Murarji J. Vaidya,
Jadavji Mansion,
Cuffee Pardade,
Bombay.

M/s. Shree Pawan Kumar Co.

Litd,,



APPENDIX II
SictioN 1

List of persons who attended the discussions with the Committee in connection with the
manufacture of the Motor Car.

Name of the firm Name of the Representative
M/s. Mahindra & Mahindra, Ltd. . Shri K. C. Mahindra.
Shri Keshub Mahindra,
Mr. Kermaol.
Mr. Fraiffe,

Shri S. K. Swaminadhan.
Shri 1. Chatterjee.
Shri B. R. Sule.

M/s. Premier Automobiles, Limited . Shri Lalchand Hirachand.
Shri D. C. Patel.

M)/s. Bachhraj Trading Corporation, Pri- Shri N. K. Firodia.
vate, Limited. Shri H. K. Firodia.
Mr. Krichner,
Shri G, C. Choudhry.

M/s. Shri Noshirwan Godrej, Indore City Shri Noshirwan Godrej.

M/s. Engg. Projects Private, Limited .. Shri K. K. Roy.
M/s. Hindustan Aircraft, Limited 3 _Shri P, M. Reddy.
M/s. B. M. W., Germany . Shri R. Mahadevan.
M/s. United Provinces Commercml Corpn Shri Bhalla S, R.
Ltd., & M/s. Premnath Motors) Shri Premnath,
Shri K. M. Menon
Shri Murarji J. Vaidya . i « Shri Murarji J. Viadya.

Shri R. Balan.
M/s. Acronautical Services Private, Ltd. . - Shri K. K. Roy.

M/s. Puri Industries . . . . 8hri Y, S. Puri.

M/s. Associated Corporation of Industries Shri Mascharenes.
(India), Ltd

M/s, Hindustan Motors, Limited . Shri B. M. Birla.

Shri C. C. Desai.
Shri K. D. Churiwala.
Shri S. L. Jhunjunwala.

M/s. Standard Motor Products of India, Shri K. Goplakrishna.
Limited.

Dr. Diwan Singh . . . . . Dr. Diwan Singh.
Shri Ragbir Singh.
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SecTION 11

List of representatives of Associations and Organisations connected with the Automobile
ndustry who attended the discussions with the Comnzittee.

Name of the Association/ Name of the Rrepresentative
Organisation
West Bengal State Transports. . . Shri J. N. Talukdar, I.C.S.

Shri P. 8. Mukerjee.
Shri M. K. Mukerjee,

U, P. Transports . . . . . Shri R, L. Rather.
Manipur State Transport, Imphal . Shri R. L. Sethi,
Delhi Transport Undertaking - . . Lt. Col, R. 8. Sahney.

Shei 8. V. Sriramulu.
Shri P. K. J. Menon.

B.E S. T. . . . . . Shri M. R. Ananthanarayan,
Transport Controller, Qrissa . . . Col. 8. R. Ray.

Madhya Bharat Roadways, Gwalior . Col. S, C. Ghosal.
Automobile Association of India . .~ Shri 8. Sobti.

Shri P. S. Chauhan.
Shri H. C. Kubhiij.

Automobile- Association of Upper India . Shri Ram Dass,

Western India Automobile Association. . Shri K. G. Subrahmaniam,
Motor Industries Association, Calcutta . Shri B, P. Poddar.
Mysore State Govt. Road Transport Deptt. Shri R. R. S. Ram.

Automobile Traders Association, New Shri K. C. Jain.

Delhi. Shri-A. K. Sanghi.
Motor Manufacturers and Importers Asso- Shri N. K. Limiji.

ciation, Ltd,, Bombay. Dr. N. M. Rane.
Motor Manufacturers and Importers Asso- Shri B. S, Bagai,

ciation, Ltd., Delhi. Shri K. N. Talwar.
Motor Industries Association, Calcutta . Shri R, R. Aiyer.
Indian Institute of Road Transport . Shri Sagar Suri.

Shri Man Mohan Singh.
Shri R. C. Gupta.

Shri B. D. Garg.

Shri Narinder Singh.

All India Motor Union Congress . . Shri Harbhajan Singh.
Shri B. Banerjee.
Shri Swaran Singh.

Federation of Motor Transport Association Shri Ciinubahai Kilachand.
Shri B. V. Vagh,
Dr. J. M/ Rane.

Indian Road Transport Development Dr. F. P. Antia,
Association,
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APPENDIX IV

(@) Foreign Exchange per vehicle for the production programme envisaged in April-

W N

[ N B S

10
11
I2
13
14
15

Sept. 1959 :

Vehicle

Car Fiat 1100
Car Hindustan Ambassador
Car Standard Pennant

Truck Dodge 1 ton

Truck Dodge 3 ton (Diesel)
Truck Dodge 3 ton (Petrol)
Truck Bedford (Diesel) .
Truck Bedford (Petrol) .
Truck Leyland Comet
Truck Leyland Titan/Tiger
Truck Tata.Merccdes Benz
Jeep C.J-3B

Jeep Utility Van

Jeep Truck -

Diesel Engine

Foreign
exchange
per
imported
pack

Total allocation of
foreign exchange

Rs,

3,317°70
2,492 00
4,110 30

5,615°00
2,698 00
1,718-00
6,820 00
8,102-00
14,329 00
36,692 00
6,717 70
2,827-66
3,652 50
6,436-36

(b) Foreign exchange given to automobile ancillary industries
to balance the same productxon programme (Aprll- Sept.

1959).

(¢) Foreign exchange givento automobile manufacturers for

bringing in spares for the maintenance and serv1cmg of

their vehicles

(d) Value of import licences issued by C.C.L. & E. for spare parts

imports through the trade

(e} Value of foreign exchange given to State Transport under-
takings for the maintenance of their fleet. .

(f) Value of roreign exchange given to provide fleet-owners for
the maintenance of their vehicles . . . .

ToTAL

162

Rs.

84-0 lakhs

1200
630

25038

} 20000
} 17600

32500
.

15900

11376

3

3

s

3

3

3

2y

tE ]

Rs.
1,491 64

8000 lakhs

10000

350°'00

»

1]

AL 50-00 ,, .

J

2,071+64 lakhs



APPENDIX ¥

List of proposals for the manufacture of small cars with inadequate detalls

1.

2,

10.

11,

Proposal of M/s. Puri Industries, Yamuna Nagar, Punjab, for the
manufacture of a low priced car.

Proposal of M/s. International Industries & Trading Corpn, Cal-
cutta, for the manufacture of King Midget car of U.S.A. origin.

. Proposal of Dr, Dewan Singh, New Delhi, for the manufacture of a

car modelled on the basis of Uni-Car of UK. origin.

. Proposal of M/s. Premnath Motors Private Ltd., New Delhi, for

the manufacture of B.M.W. 600 car and ‘India 600’ car. The parti- _
culars of the scheme relating to ‘India 600’ have been indicated im
Appendix VI,

. Proposal of M/s. Marshall Sons & Co. (India) Ltd., New Delhi, for

the manufacture of ‘Frisky’ car of UK. origin.

. Proposal of Shri K. C. Lahiree, Bombay, for the manufacture of a

small car.

. Proposal of M/s. Ford Motor Co. of Canada, for the manufacture of

their car.

. Proposal of M/s. Citroen, Paris, for the manufacture of Citroen 2 C¥

car.

. Proposal of M/s. Hindustan Motors Ltd., Calcutta, for the manu-

facture of ‘Isetta’.

Proposal of Shri M. A. Chidambaram, for the manufacture of
‘Datsun’ car.

Proposal of M/s. Mohanwi Corporation, Private Ltd., Delhi, for the
manufacture ot ‘Skoda’ car of Czechoslovakian origin.

NoTE—Proposal Nos. 10 and 11 were withdrawn subsequently.

163
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APPENDIX VI
BRIEF RESUME OF THE PROPOSALS FOR THE MANUFACTURE OF SMALL
CARS FALLING UNDER THE CATEGORY OF MINJIATURE CARS EXCLUSIVE
OF THOSE INCLUDED IN APPENDIX V,

1. Scheme of M|s. Associated Corporation of Industries (India) Private Ltd., Bombay.

(@) Name of the Applicant . . . M/s. Associated Corporation of Industries
(India) Private Ltd., Bombay.

(b) Foreign collaboration, ifany . . M/s. Hans Glas Isaria, Dingolfing, Germany

(¢) Particulars of the car . . . Goggomobile,

(d) Price range cnvisaged . . . Rs. 5,500/- Rs. 6,500/~ Retail,

(¢) Volume of production . . . 10,000 Nos. per annum,

(f) Manufacturing programme : . . Not indicated,

(g) Total investment envisaged . . Do.

(k) Extent of foreign capital participation . Do.

2. Scheme of M|s. Engg. Projects Private Ltd., Calcutta.

(a) Name of the applicant . . . M/s. Janajan Ltd., Calcutta.
(b) Foreign collaboration, if any . . Collaboration with a British firm proposed..
: Name not indicated.

(¢) Particulars of the car . g . “UniCar’,

(d) Price range envisaged . - - Rs. 4,750/ Retail,

(¢) Volume of production . . - 3000 Nos. per anhum, .

(/) Manufacturing programme X . 80/90% in four years. (Details of components
to be produced in each year have not been
indicated),

(g) Total investment envisaged . . Rs. 50 lakhs (Issued capital) (Rs. 15 lakhs
for imported plant & machinery)

(k) Extent of foreign capital participation - Nil.

3. Scheme of M/s. Sen & Pandit Private Ltd., Calcutta

(a) Name of the applicant . ; . M/s. Sen & Pandit Private Ltd., Calcutta.

(b) Foreign collaboration, if any ., . N.S. U, West Germany.

(¢) Particulars of the car . . . N.S8.U,Prinz 1l

(d) Price range envisaged . . . Rs. 7,000/~ (Retail),

(¢) Volume of production . . . 10,000 Nos. per annum ultimate,

(f) Manufacturing programme . . 70% in five years.

(g) Total investment envisaged . . Not indicated (initial) (Rs. 2-25 crores for

imported plant & machinery),

(A) Extent of foreign capital participation . Not available.

4. Scheme of Shri Murarji ¥. Vaidya, Bombay

(a) Name of the applicant . . . Shri Mutrarji J. Vaidya, Bombay.

(b) Foreign collaboration, if any . . M/s. York Noble Industries Ltd., U. K.
(¢) Particulars of the car., . . ‘NOBLE 200’,

(d) Price range envisaged . . . Rs. 3,900/~ Ex~factory.

(¢) Volume of production . . . Not indicated.

(f) Manufacturing programme . . Do.
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(g) Total investment envisaged . . Rs. 13,33,000/- (initial) (Rs. 66 lakhs for im-
ported plant & equipment),

(k) Extent of foreign capital participation . Nil,

5. Scheme of Shri Noshirwan Godrej, Indore City

(a) Name of the applicant . . . Shri Noshirwan Godrej, Indore City.

(4) Foreign collaboration, ifany . . M/(sU SKha)rpc Commercials Ltd., Lancashire

(¢) Particulars of the car . . . ‘Bond Mini car’,

(d) Price range envisaged : . . . Rs. 5,500/~ to Rs. 6,000/~ retail,

{¢) Volume of the production . . . Not indicated.

(f) Manufacturing programme . . 60-70%, in three years (Details not available),

(g) Total investment envisaged . . Not available (Rs. 4 lakhs for imported plant
& machinery),

(k) Extent of forcign capital participation.  Not available.

6. Scheme of M|s. Bajaj Tempo Private Ltd., Bombay

(a) Name of the applicant . . . M/s. Bajaj Tempo Private Ltd., Bombay.

(&) Foreigr collaboration, if any . ...M/s. Vidal & Sohn Tempo-Werk, G.M.B.H,
Hamburg.

(¢) Particulars of the car . : .- Tempo Mini-Car. ,

(d) Price range envisaged . d + Between Rs. 4,950/- & Rs. 5,220/~ (Net dcalcr)
Between Rs. §400/- & Rs. 5700/~ (Retail),

(&) Volume of production . ; . 9000 Nos, per annum,

(f) Manufacturing programme . .75 to 85% within less than 2 years, (Details of
components to be produced in each phase
not available),

(2) Total investment envisaged : . Not available. (Rs, 72 lakhs for imported
plant & machinery),

(k) Extent of foreign capital participation.  Not available,

9. Scheme of M/s. United Provinces Commercial Corporation Put. Ltd.

(a) Namc of the applicant . . . Mj/s. Bayerische Motor En, Werke, West
Germany.

(8) Foreign collaboration, if any . . B.M. W, of West Germany.

(¢) Particulars of the car . . . B.M.W. 600 (Later B. M. W. 700).

(d) Price range envisaged . . . Rs. 6,000/~ (Retail),

(e) Volume of production . . . 20,000 Nos. per annum in two shifts.

(f) Manufacturing programme . . . 88-599% in 3 years & months (Details of com-
ponents to be developed in each stage not
indicated),

(g) Total investment envisaged . . Not available (Rs. 6-84 lakhs for imported
plant & machinery)

(h) Extent of foreign capital participation . Not available

8. Scheme of M|s. Premnath Motors Private Lid., New Delhi.

(«) Name of the applicant. . Premnath Motors Private Ltd., New Delhi.
(b) Particulars and brief specxﬁcanon of thc “Indo 600,
car, (The features of “‘India 600> will be :

Engine & Chassis—BMW 600 C.C.
Body 4 Seater Designed, by an Italian,

Lamp Assy ——CARELLO—makes,

Electrical equipment.—TECHNOEXPORT
makes),
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(¢) Price range envisaged
{d) Volume of production
(&) Manufacturing programme

{f) Total investment envisaged . .

{g) Extent of foreign capital participation ,

Specification 3

Engine : 2 cylinder Aircooled (Rear engine)
(OHV).

B.H.P,: 23-0/4500 rpm.

Displacement : 582 C.C.

‘Fuel Consumption : 47 mpg.

Wheel base : 677

Between Rs, 5,400/- & R,/ 6,650/~
About 8000 Nos. per annum.

Phase Period Percentage
I 1 year 60%
I 1 year 80%
111 1 year 90%

(Details of components to be manufactured in
each phase have not been indicated.)

Rs. 2 crores (Authorised capital) (Rs. 8o lakt s
for imported plant & machinery.)

Not indicated.

N. B. :—The party earlier desired to manufacture B.M,W, 600 car,



APPENDIX VII

BRIEF RESUME OF THE PROPOSALS FOR THE MANUFACTURE OF SMALL
CARS EXCLUSIVE OF THOSE IN APPENDICES V & VI

1. Scheme of M|s. Hindustan Aircraft Lid., Bangalore

(a) Name of the applicant - . . M/s. Hindustan Aircraft Pvt. Ltd., Bangalore,
(b) Foreign collaboration, if any . . Nil

(¢) Particulars of the car, . . . Low Cost utility car.

(&) Price range envisaged . . . Rs, 5,000/+ Retail,

() Volume of production . . . 6,000 Nos. per annum ultimate.

(f) Manufacturing programme . «  Not available.

(g) Total investment envisaged . . Not available (Rs. 60 lakhs for imported plant

& machinery).
(k) Extent of foreign capital participation Does not arise,

2, Scheme of M/s. Hindustan Motors Lid., Calcutta

(a) Name of the applicant . . . MJs. Hindustan Motors Ltd., Calcutta.
(d) Foreign collaboration, if any . .~ Morris Motors Ltd., U. K,
(c) Particulars of the car . 1 .. () Baby Hindustan,

(##) New Morris Minor.
Baby Hindustan  New Morris Minor

(d) Price range envisaged . . . Net dealer Rs. 6,800/- Rs. 6,350/-
Retail . Rs. 6,850/-
(¢) Volume of production . . « Notindicated. #
() Manufacturing programme g . In 2z to 23 years the indigenous content is ex-

pected to reach the present level of Hindus-
tan Ambassador. Details of components
o be produced in each phase have not been
indicated. In Hindustan Ambassador
parts of body penal and other parts are still
to be developed.

(g) Total investment envisaged . . Not indicated.
) For Baby Hindustan additional im-~
ported plant and machinery—Rs. 150 lakhs.

(i) For New Morris Minor additiemal
imported plant and mechinery—Rs, 2
crores.
(i#7) For modernisation and balancing of tha
existing plant—Rs, 1-§ crores.
(h) Extent of forcign capital participation.,  Not indicated.

3. Scheme of M|s. Mahindra & Mahindra Lid., Bombay

(a) Name of the applicant . . . M/s. Mahindra & Mahindra Ltd., Bombay.

«») Foreign collaboration, if any . . Mj/s. Regie Nationaledes Usines Renault
France.

(¢) Particulars of the Car . . . Renault ““Dauphinoise”,

(d) Price range envisaged . . . Rs. 5,210/- Ex-Works Cost without profit.

(e) Volume of production . . . 10,000 Nos; per annum.
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(f) Manufacturing programm

Phase Period Percentage
I . 18months 50%
I 6 months 63 11%
111 6 months 77:80%
v 15 months 92 40%

(g) Total investment envisaged :

168

Jtems to be manufactyred

Bought out parts, Front axle parts, compe-
nents of Body.

Balance of body components, Gear boex
without taper roller bearings.

Transmission and rear axle without U joiat.
Engine without clutch and accessories.

Rs. 4/5 crores (Rs, 2-50 crores for imported
plant & machinery).

(k) Extent of foreign capital participation . The foreign collaborator have agreed to invest

about Rs. 1- 3 crores.

4. Scheme of M|s. Premser Automobiles Lid., Bombay

(a) Name of the applicant

(b) Foreign collaboration, if any
(¢) Particulars of the car

(d) Price range envisaged

(#¢) Volume of production
(f) Manufacturing programme

Phase Period Percentage
1 18 months 20/25%
11 18 months 50%
11 24 months 75%

(g) Total investment envisaged

(k) Pxtent of foreign capital participation.

M/s. Premicr Automobiles Ltd., Bombay.
M/s. Fiat of ltaly.

Fiat ““600"".

Net dealer Rs, 6,569/~

Retail Rs. 7,226/-

10,000 Nos, per anaum ultimate.

Ttem to be manufacsured
Not available.
Do.
Do.
Not indicated (Rs. 550 crores for imported
plant & machinery).
Nil

5. Scheme of M|s. Tata Locomotive & Engg. Co. Ltd., Bombay

(a) Name of the applicant
() Feoreign collaboration, if any

~¢) Particulars of the car
{d) Price range envisaged

{¢) Volume of production
(fy Manufacturing programme

Stage Period Percentage
1 Iyear 60%
I I ycar 70%
1 1 year 85%

{g) Tetal investment cnvisaged

(P) Extent of foreign capital pacticipation

Mjs. Tata Locomotive & Engg. Co. Led.,
Bombay.

M/s. Diamler-Benz A, G./Auto Union G.m
b.H., West Germany.

D.K.W.
Net dealer . . Rs. 6,950/-
Retail . . . Rs. 7,350{-

12,000 Nos. per anaum.

Items to be manufactured

Engine, gear box, front axle, rear axle, frame,
brake system, pedals & controls, torsion bats,
exhaust system; small parts, upholstry &
trim, assembly & painting.

Steering mechanism, radiator, press parts,
shock absorbers, wheels, norm parts.

Complete body press parts, norm & miscella-
neous parts,

Rs. 1398 crores.
(Rs. s-50 crores for imported plant and

mac}l;.i.tl)ery)
1
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