
is indeed amusing. T h e Com-
merce Minister has restricted the 
product ion of dhoties. He cannot 
stop the mil ls f rom producing white 
cloth of the same w id th which w i l l 
serve just as well for dhoties, so 
long as these have no coloured 
borders. And it is not inonceiv
able that if the price differences 
are prohibi t ive, as they are bouricl 
to be, people w i l l t u rn to substi
tutes, of which there should be 
plenty so long as mi l l product ion 
is as high as it is today. A n d 
would not the remedy then prove 
worse than the disease? There 
was more wisdom in the Chinaman 
who burnt his hut to roast a p ig ! 

Steel Merger and Expansion 

ONE of the most important 
events of the year on the 

industrial f ront has been the merger 
of the Steel Corporat ion of Bengal 
wi th the Indian I ron and Steel 
Company through a Presidential 
Ordinance. W i th this, the Govern
ment's policy with regard to the 
development of iron and steel indus
try has also become clear. The 
steel industry feared that it would 
be amongst the first, to be nation
alised alter independenee. This 
apprehension was set at rest when 
the Government enunciated their 
industrial policy in 1948: the exist
ing units would be allowed to 
reruam in private hands at. least 
tor another ten years ; and it was 
reserved to Government to init iate 
any further expansion of the iron 
and steel industry. A l ter the paper 
plans for starting one OR two iron 
and steel plants under Government 
auspices, it is now clear that Gov
ernment's policy has veered round 
to utilising installed capacity in the 
country to the maximum and allow
ing the existing units to expand as 
much as possible. And what is 
more, Government are now pre
pared to assist the existing units 
actively in their expansion plans 
w i th the result that it may now be 
safely expected that by the end of 
1957 the total production of steel 
in the country w i l l increase to 
about 16 lakh tons as against the 
present product ion of about ten 
lakh. 

The merger of the Steel Corpo
ration w i th the Indian I ron and 
Steel Co. through the Presidential 
Ordinance is only a step----but an 
essential step—in helping the com
panies to facil i tate their expansion 
plans. The position so far, as it 

emerges f rom the speeches of Mr 
T. Leslie Ma r t i n at the Annual 
General Meetings of the two com
panies, is that after the merger the 
Indian I ron and Steel Co. wi l l 
launch an expansion programme at 
a cost of Rs 31 crores which at the 
end of 1957 wi l l help the Company 
to produce 7 lakh tons of finished 
steel and 4 lakh tons of pig i ron. 
Negotiations with the Wor ld Hank 
for a loan of Rs 15 crores to the 
Company under Government gua
rantee are now in the final stages. 
The Government of India have 

also agreed to give the Company a 
loan of Rs 10 crores on easy terms. 
The balance of about Rs 6 ctores 

required fo r the expansion plan 
wi l l be met f rom the Company's 
own resources. The. Government 
deserve to be congratulated for 
taking such a realistic view of 
the question of expansion. If the 
Indian I ron and Steel Co, can 
attain a production target of 7 lakh 
ions of steel (as against its present 
product ion of less than 2 lakh tons) 
and 4. lakh tons of pig iron by the 
end of 1957 at a cost of about 
Rs 31 crores, it wi l l certainly be 
an achievement to be proud of— 
considering that a new plant for 
the product ion of similar tonnage 
would cost at least Rs 60 crores. 

One point which, however, agi
tates the public is the way in which 
the merger of the two companies 
has been brought about. There is 
noth ing intrinsically wrong in 
br inging about a merger of this 
nature through a Presidential Ord i 
nance when the two parties con-
cerned f ind it di f f icult to come to 
an agreed solution. In the present 
ease, however, there is evidence of 
considerable hustl ing. When the 

loom eavers enjoyed during the 
recent period of scarcity of c loth 
can easily be reproduced by mak
ing the supply of cloth wi th in the 
country less abundant than it is 
today, if not scarce. This can be 
done by divert ing die excess pro
duction to markets overseas, by 
special encouragement to exports 
and -cursed be the thought by 
stiffening the controls so that 
people may not get mil l-made cloth 
easily and may be induced to go 
in for handloom products which 
are hound to be dealer. The 
higher prices they wou ld not mind 
when it is Hobson's choice. The 
naivete of the Commerce Minist ry 

of their survival is that they sup 
plement and do riot compete w i th 
the mi l l product. Even a cursory 
acquaintance w i th the markets in 
which handloom products f lourish 
and w i th the varieties that are in 
demand would prove this except 
to the purb l ind. But there is the. 
rub. To develop the markets spe
cially suited to handlooms, to study 
the problems of marketing and to 
solve the difficulties that handloom 
weavers face today, there needs to 
be systematic, patient study and 
sustained hard work. There are 
no shortcuts to them, nor laurels 
to be won cheaply by posing as 
friends of the handloom weavers. 
Playing to the gallery is so much 
easier. It yields ready dividends. 
Hence it is easy to understand how 
Government are being led away 
f rom the straight and narrow path, 
into the wilderness. One would 
not m ind it were it not for the 
fact that the Government are also 
dragging the handloom weavers 
into the wilderness and to their 
eventual ruinat ion. They cannot, 
possibly compete on equal terms 
wi th the mi l l industry in products 
where mass production is so much 
more economical. Misdirection wi l l 
lead the handloom weavers some
where, but not to the promised 
land. 

Tha t is why the mill-owners have 
not been much perturbed by this 
latest act of folly on the part of 
the Government. On the other 
hand handloom interests--the Presi
dent of the Bombay State H a n d -
loom Weavers' Association, lor 
example have attacked restriction 
on the mi l l production of dhoties 
on the ground that it gives the 
impression that it had been sug
gested only w i t h a view to help the 
mi l l industry which was loaded tip 
w i th excess and unsaleable stocks. 
Indeed, that the mi l l industry wi l l 
appreciate and welcome such a 
move. But for it, it would have-
to voluntar i ly adopt some other 
method of restriction of produc
t ion. There may be some exag
geration in this point of view but 
it contains a hard core of t ru th . 
Mi l ls are more concerned, over the 
proposed cess which threatens to 
cut. into, if not wipe out, the mar
gin on exports than the vagaries of 
production. control to which they 
have got used by now. 

A readier solution is at hand. 
It is surprising that the erstwhile 
friends of the handloom weavers 
have not turned to it eagerly. The 
temporary prosperity that hand-

THE ECONOMIC WEEKLY 

is a patent fal lacy for the secret 



usual process of law is set aside, a 
great responsibility devolves on the 
Government to see that justice is 
done to the parties affected. The 
T a r i f f Commission's report docs 
not show that the case has been 
properly examined. It was admit
tedly not. fair on the part of the 
Government to ask the Commission 
to examine such a complex prob
lem wi th in a short period of ten 
days. But it is difficult to under
stand why a statutory body like 
the Tar i f f Commission acceded to 
the Government's request to do 
the job in such a short t ime. No 
chance was given to the interests 
affected to present their case to 
the Commission. Herein lies the 
element of arbitrariness. It is true 
that the Commission has accepted, 
and rightly too, the principle of 
earning capacity as the basis for 
determining the ratio of I I S C O 
shares to be allotted to the stock
holders of Scob. Accepting a pr in
ciple is one thing, its application in 
practice is quite another. Earning 
capacity has been determined by 
the Commission on the basis of 
profit earned dur ing 1951 in the 
case of Scob and 1952-52 in the 
case of I I S C O . 'Chough it has 
mentioned that adjustments for 
variations -in earnings which might 
be expected to occur in the fore
seeable future in the absence of 
the merger have been taken into 
account, the report does not ind i 
cate how this has been done. When 
earning capacity was taken as the 
criterion, the Commission must 
have examined in detail the pre
sent state of the companies, their 
plant and machinery. whether 
depreciation has been provided on 
similar principles by the two com
panies and to what extent, what 
provision is made by each of the 
companies for taxation liabilities. 
etc. The Commission may have 
examined these in detail, but 
nothing would have been lost had 
they been explained in more 
detail, so that the public could feel 
assured that there was no clement 
of arbitrariness in the Commis
sion's award. It enhances the pres
tige of an expert body like the 
Commission if it shows evidence of 
careful examination of such diffi
cult cases and advises the Govern
ment impart ial ly instead of merely 
finding arguments in support of a 
decision taken by the Government. 

F rom all indications, the Govern
ment have now decided to help the 
existing units in their expansion 
plans by readjustment of retention 

prices Since 1949 Goverament's 
policy regarding steel prices has not 
been quite satisfactory. The W o r l d 
Bank has been cri t ical of the com
paratively low prices fixed for 
Indian steel. For the first time in 
the case of the Steel Corporation, 
the Government have agreed to fix 
prices on the basis of actual costs. 
Similar treatment is necessary for 
the l a t a I ron and Steel Co. and 
the Mysore I ron and Steel Works 
also. One cannot understand why 
the Commission did not examine 
whether any increase was necessary 
in the case of the other two units 

also wnen unexamined the produc
t ion costs of the Steel Corporation. 
The Ta ta I ron and Steel Company, 
it appears, has not been given 
cover even for the increase due to 
higher freight charges which came 
into force from A p r i l last, though 
the Indian I ron . Steel Corporation 
and Mysore I ron have. It is linn-
that some formula for determining 

retention prices of steel in a manner 
equitable to the units concerned 
was evoked by the Tar i f f Com
mission. It should not be suspect
ed of trying to trim its sails to 
suit Government winds. 
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