SUB-GROUP – III

LOGISTICS RELATED ISSUES – RAIL TRANSPORT, 
BULK TRANSPORT, CEMENT EXPORT,
 CEMENT IMPORT AND WTO

1.0
Introduction

1.1
The industry needs to prepare itself to face the challenges thrown by globalisation.  The Sub-Group III has hence focussed its stress on three main issues, which are of urgent concern to the industry, viz., Bulk Cement Transportation, RMC, Exports and the problem likely to be faced due to the implications of WTO, particularly FTAs with Sri Lanka, Thailand and other counties under SAARC, BIMSTEC, and ASEAN.

1.2
Competitiveness of the industry is a key issue, and the impact of costs such as, royalty on limestone, grid power, railway freight and taxes & duties come into sharp focus. The industry is saddled with heavy taxes and duties and such duties accounting for over 70% of the production cost.  These costs restrict industry’s performance and growth also have a direct bearing on exports.

2.0 Rail Transport

2.1
Cement, being a low value and high volume commodity, its dependence on railways for movement of finished product need not be emphasized. Dependence on railways also increases because it is mineral based industry and around 1.5 tonnes of limestone is required to produce one tonne of cement.  Accordingly, most of the cement plants are located at or near the limestone deposits, which are mostly away from the main cement consumption centres.  The industry, therefore, has to depend mainly on railways to despatch cement particularly for distance beyond 30 to 40 kms.

2.2
Besides limestone, other major raw materials required by the industry are coal & gypsum.  Both are location specific.  Industry needs about 200 kgs. of coal to produce one tonne of clinker.  Similarly, about 50 kgs. of gypsum is needed per tonne of cement.

2.3
With the recent trend of setting up of grinding units near the consumption centres, industry depends heavily on railways for movement of clinker. Similarly fly ash from thermal power plants and granulated slag, which is a bi-product of steel plants, need to be moved from the power plants/steel plants to consuming cement factories.

2.4
The Task Force on cement industry for the IX Plan period recommended a target of 60% of cement product to be moved by rail. This includes movement of clinker also.  However, due to various constraints, target could not be achieved and railways at present are moving only about 39% of cement by rail. The trend of modewise cement despatches during last 10 years is given in the table below:

Cement Despatches by Rail, Road and Sea 

	Year
	Despatches (Mn.t.)
	%age Despatches by Rail to Total

	
	Rai.l
	Road
	Sea
	Total
	

	1997-98
	32.58
	43.99
	-
	76.57
	43

	1998-99
	32.72
	49.11
	-
	81.83
	40

	1999-00
	38.71
	55.29
	-
	94.00
	41

	2000-01
	36.8
	56.64
	-
	93.44
	39

	2001-02
	36.2
	64.06
	2.11
	102.37
	35

	2002-03
	37.12
	72.25
	1.70
	111.07
	33

	2003-04
	39.28
	76.45
	1.50
	117.23
	34

	2004-05
	41.45
	83.55
	2.14
	127.14
	33

	2005-06
	48.11
	85.61
	7.87
	141.59
	34

	2006-07 
(Upto Sep.06)
	28.39
	39.90
	3.65
	73.65
	39


2.5
In addition to the above, the railways have been moving about 15 mn.t.  of clinker to grinding units. 

2.6
It would be seen from the above table that there has been continuous fall of rail share of cement despatches till 2004-05.  However, since then with the improvement in railway’s performance, share of cement traffic again has started increasing. Cement production during XI plan period is likely to increase to about 269 mn.t.  With the recent improvement in railway’s performance, it would be realistic to fix a target of 50% of cement production to be moved by rail. In addition to this, the movement of clinker by rail also would increase from 15 mn.t. at present to 30 mn.t.  The requirement of rail facilities for movement of other inputs like coal, gypsum, granulated slag & fly ash will also increase.  Following table will give the expected targets for movement of all inputs finished product to be moved by railways in the terminal year of XI Plan i.e. 2011-12. 

	Commodity
	Qty. in million tonnes
	Wagon requirement per day in terms of rakes
	Remarks

	Cement
	130
	150
	2500 tonnes per rake with  350 working days

	Clinker
	30
	24
	‘N’ rake to 3600 tonnes for 350 days

	Coal
	30
	24
	Out of total requirement of 46 MTs, balance quantity is expected to be moved by road from coalfield/ports

	Slag
	10
	8
	--

	Fly ash
	10
	10
	Subject to availability of suitable wagons and incentives


2.7
At present, entire fly ash is being moved by specially designed road tankers. However, recently railways have converted some old petroleum tank wagons with a remaining working life of about 5 to 7 years for this purpose.  To attract fly ash traffic, railways may have to either purchase specially designed wagons for fly ash or allow an attractive freight rebate, to enable the cement industry to make investment in these specially designed wagons, in line with rebate currently allowed on movement of cement in bulk.

2.8
The targets indicated above will not only help the cement industry to achieve the ambitious target of cement production of 269 mn.t. for the terminal year of XI plan, but will also help the country economically as rail is the most fuel efficient mode of transport while reducing burden on road sector.

2.9
Reduced level of rail movement would result in additional transport cost to cement industry which may ultimately have its impact on the market price of cement as well as its availability, particularly in far off areas where movement by road would be difficult such as Assam & North Eastern States.

2.10
To achieve the target of rail movement for the XI Five Year Plan, railways have to gear up suitably to meet the growing requirement of cement industry.  Major problems envisaged in this regard are as under:

a) Increase in freight rates
Movement by rail involves multiple handling and in shorter leads road transport is more cost effective.  No doubt, during the past couple of years, railways did not increase rail freight for Cement, but recent increases are likely to shift the pressure in favour of road.

b) Long Term Incentive Scheme

This Incentive Scheme was a bold initiative meant to sustain and encourage growth in freight traffic and applicable to the entire traffic.  It was also meant for long term at least up to three years.  Incentive was to be given immediately by way of rebate on RRs.  However, refund route has robbed the incentive value inherent in a rebate scheme and is fraught with uncertainty and delays in-built in any refund process. 

The scheme is being implemented on incremental traffic that too for one year and on refund basis for rest of the period. Further, a clarification given by the Railway Board has restricted the incentive to the incremental traffic only, thus diluting the efforts to boost cement loading. 

c) En-Route Re-Weighment of Cement and Levy of Penal Charges

Cement companies are experiencing hardships due to frequent en-route re-weighment of cement and also forced to pay heavy penal charges with no fault of theirs.  

All major cement players located in SEC Railway have been subjected to re-weighment of cement/clinker rakes and heavy penalty levies. 

Cement is a bagged commodity and as per Weights and Measures Act, the packers are calibrated to fill 50 kg. per bag. So long as there is no variation in the number of bags in a wagon.  Moreover, there is no weighment of empty rakes as railways are going by the printed tare weight of wagons, ignoring increased weight on account of added material during maintenance and repairs.

d) Re-Weighment of Coal Rakes/Wagons En-route/Destinations

Railway Board's circular No. TC-I/2002/109/5 dated 15th November 2002 clearly states that once a wagon/rake is weighed at originating station/first available weighbridge station under the supervision of railway staff, no rake/wagon should be re-weighed at enroute/destination stations under normal circumstances.  For a customer, it is not clear which weighment the railways are treating as final i.e. the first weighment of the originating point or the second point at enroute/destination stations.

It has been reported that on re-weighment, sometimes excess weight is found in few wagons and shortage in the remaining wagons of a rake, but in totality there is net shortage of coal in almost all the rakes to the originating weighment. However, Railways ask customers to pay the penalty  for those wagons found with excess weight, whereas no credit is given for the shortage of weight detected in the remaining wagons of that particular rake. This does not stand to any logic.

e) Loading of Cement in Box ‘N’ Rakes

Railway Board has recently increased the concession to 15% from the earlier 10% for loading in open wagons to meet the cost of fixing tarpaulins, twines, wagons cleaning, insurance, etc.   However, they have also levied a surcharge of 5%, which has nullified the increase in the concession.

Cement industry has been pleading from time to time, that this concession is inadequate even to meet the cost of tarpaulins, twines, etc.  

f) Freight Rebate for Clinker when Moved to Open Wagons 

Like cement, quality of clinker also deteriorates when it comes into contact with water/moisture.  To protect the clinker from rains, industry has to meet the cost of fixing tarpaulins, twines, etc. Railway Board gives a 15% freight rebate when cement is moved in open wagons, but there is no such rebate for clinker.

g) Development of Terminals

Presently most of the major terminals lack facilities such as covered sheds, lighting for 24 hours working, proper raised platforms & other logistic requirements. 

Moreover because of the various restrictions in truck movements in important cities, it is not always possible to lift the material lying on platform in time.  On account of these constraints, cement plants are required to pay huge wharfage/demurrage charges at the terminal points.  

Further, most of the cement terminals at or near metro cities have reached a saturation point, where additional unloading is not feasible. 

h) Transportation of Fly Ash and Slag By Rail

At present, cement industry is consuming more than 18 mn.t. of fly ash, which is likely to increase 35-40 mn.t. by the end of XI Plan.  Cement industry is presently moving almost entire quantity of fly ash by road, as movement by rail is uneconomical.   However, there is a huge potential for railways to tap this market.

i) High freight rates

Recently a study made by one of the premier chambers shows that while passenger fare rates are lower by 55% in India as compared to China, freight rate for goods are higher by over 60% as compared to China.  

j) Increase in Carrying Capacity of Covered Wagons: 

Due to increased carrying capacity, the additional bags are now stacked near the doors of the wagon.  Even after taking all necessary precautions, rain water penetrates from the door.  As a result, almost all the bags, stacked near the door, get damaged.  

k) Maintenance Charges for Railway Track 

Normally, railway tracks in the private sidings are being maintained by private siding owners. However, certain small portion at the connecting point, where the track portion is very small is also being rounded off to higher side and maintenance for the same is levied. For instance, even in case where the length of such track which is being maintained is below 0.1 km, it is rounded to half KM and is being charged to cement companies. 

3.0
      Bulk Cement Transportation

3.1
Indian cement industry witnessed vibrant growth during the last two decades.  The distribution and usage system of cement in the country, however, continues to remain primitive and as such needs upgradation.  In the developed countries, over 70% of the cement is transported and distributed in the form of bulk, whereas in India, it accounts for around 5% only and balance cement is distributed in outdated mode of 50 kg bags.  Availability of cement in bulk and its usage is critical for the modernization of the construction industry.  The first step is to put up modern Bulk Cement Terminals at important distribution/consumption centers in the country.  These terminals could either be based on movement by rail for land locked plants or from coast based cement plants to port based terminals through coastal shipping. 

3.2
The First Rail Bulk Cement Terminal was set up with the active participation of Ministry of Industry, World Bank and Railways in 1995-96 near Kalamboli, Mumbai.  Since then, only one more rail bulk terminal has been set up near Bangalore. In addition to this, 3 port-based bulk cement terminals using specialized bulk cement carriers for transporting cement through coastal shipping have been set up at new Mumbai, Mangalore and Surat.  

3.3
So far no terminals have been set up to take advantage of viable river routes.

3.4
Advantages and Benefits of Bulk Transportation

3.4.1
Cement, in bulk, is transported in specialized bulk carriers (wagons, road tankers and ships) and then unloaded and stored in silos at bulk terminals and then further distributed in specially designed bulk road tankers to the construction sites where 15 – 30 tonnes mobile silos are installed.  It is then pumped into these silos for storing and consumption.  While the entire process is very efficient and environment-friendly, it has several other benefits:

· The loss on account of seepage, multiple handling and occasional bursting of bags is totally avoided. With the targetted cement production of 269 mn.t. by end of the XI Plan, there could be a loss of around 2.7 mn.t. if cement is transported in bags, taking into account a loss of 1% due to seepage and multiple handling. This national loss could be eliminated by transportation of cement in bulk.

· Pilferage during transit and at the site is avoided.

· Dust emissions at railway yards, cement handling godowns, transportation by trucks and construction sites is now a major concern in cities. The resultant Suspended Particulate Matter (SPM) levels lead to crores of rupees being spent by the government towards health related issues. Use of bulk cement through modern bulk terminals and related equipment would significantly contribute to reduction in pollution levels.

· Plastic bags, which are currently the preferred mode of packing used in India, are not environment friendly, since these bags are non bio-degradable.  Bulk transportation avoids such pollution.
· A major advantage of transporting bulk cement is the easy availability in large volumes and consistent quality. 
· The shelf life of cement is increased when transported in bulk and stored in silos. 

· Need for storage space is considerably reduced resulting in savings in multiple handling and storage costs.

· Transportation of cement in bulk has been able to reduce the project implementation time and cost.  In mega-cities such operations have been demonstrated successfully.  Construction of Flyovers, Multistoried buildings, Housing complexes, Malls etc. have been possible only with the help of modern construction technology including usage of Ready Mix Concrete (RMC) and Bulk Cement.  RMC is a corollary to Bulk Cement. RMC has advantage of consistency in quality and helps in speeding up construction activities.

· With the advent of mega Infrastructure Projects, face of construction industry is changing rapidly. The concept of Housing Complexes, Malls and Multiplexes is becoming popular in smaller towns also. Construction industry would immensely benefit from development of Transportation of Cement in Bulk and RMC.

· Bulk Cement can only be transported in specialized tankers - be it railway wagons, trucks and ships, resulting in captive business for railways, truck operators and cargo liners. This system would attract private investment in development of railway yards/sidings.  These facilities would normally be away from the existing congested railway facilities.  It would help railways to develop existing and new terminals economically for other industries too. 

· Railways could be the major beneficiary of transportation of Cement in bulk as this efficient system would result in faster loading/unloading, higher turn-around time for the wagons and higher track availability.  This becomes important because of the competitiveness of railways viz-a-vis road. 

· Bulk Cement transported through coastal route would help in faster turn-around at ports.  Most of the vessels reaching ports occupy berths for 3- 4 days only in a month thus permitting usage of such berths for handling other cargo.  Such movement would lead to efficiency of Ports apart from higher revenue generation.

3.4.2
Advantages of transportation of cement in bulk have been recognized by various Government agencies but still not fully exploited. Such a vast potential, which remains untapped, needs immediate attention of concerned Government agencies so that models like New Mangalore, Surat and Mumbai can be emulated at least at one Port each on East and West Coasts in the immediate future.  Similarly rail terminals at new Mumbai and Bangalore need to be set-up near other major consumption centres.

3.5
Bulk Terminal and Its Limitations

3.5.1
Though, first Bulk Cement Terminal was set up more than 10 years ago, much progress has not been made for setting up of desired number of terminals at other important consumption centers.  This has been mainly because of the following factors:

· Non-availability of land near railway line/goods shed around major consumption centers particularly metropolis at economical price.

· Based on current market prices of land near major consumption centers, the setting up of bulk terminals becomes unviable.

· For movement of bulk cement, specially designed rail wagons have to be owned by Terminal owner, as railways as a matter of policy are not making investment in any type of special purpose wagons.  Railways are at present giving rebate of 22.5% for a limited period of 10 years.  With this rebate restricted to 10 years period, the heavy investments to be made on procurement of specially designed wagons and plants and machinery, become unattractive and unviable.

· Promotion of usage of Bulk Cement is a time consuming process and needs heavy investment for educating consumers. The Government departments are particularly reluctant to use cement in bulk in spite of various benefits.  This is mainly because of the century old construction practices being followed by these Departments.

· Despite vast coastal line of 7000 km. with 13 major ports and 187 minor ports, not much progress has been made in setting up of bulk terminals except the 3 terminals established in 90s.  One of the impediments is the initial heavy investment, return on which is spread over 20 – 25 years.  Concerned Government agencies are reluctant to allow setting up of storage silos, and handling facilities near the water front despite the fact that entire process of transportation, handling and bagging of cement is totally covered and devoid of even any fugitive emission.  In fact, the entire system is eco-friendly. 

· Government of India in 1999, authorized State Government to give Environment Clearance for setting up of stand-alone grinding units whereas in case of port based cement handling and storage terminals, Central Government is reluctant to give environmental clearances resulting in non-utilization of cost-effective and environmental friendly mode of transportation, which could ease pressure on over strained railways and road transport system.   

· All laws and rules applicable to factories and industrial units are applicable to Bulk terminals. In the era of liberalisation there are some 30 odd inspectors and agencies that control the compliance of various rules for industrial and commercial establishments. These rules and regulations do not apply to packed cement conventionally transported through public railway yards or by road. These issues act as deterrents for cement companies to invest in Bulk Cement Terminals. As cement companies hesitate to put up infrastructure for bulk movement, the availability of cement in bulk remains limited, and so does the user base for bulk cement and RMC.

4.0
Ready Mix Concrete (RMC)

4.1
In India, growth of Ready Mix Concrete (RMC) industry is directly linked to growth of bulk cement especially in urban centers.  RMC industry assures several benefits, not only to large consumers, but even to smaller consumers. The industry’s growth has not kept pace with the growth in cement industry mainly because of RMC units not being able to compete with the age-old practice of site mixing.  The industry being in organized sector is faced with inherent disadvantage of heavy investment on plant and machinery and very high prices of urban land, in addition to high taxes and levies.  

4.2
With unprecedented boom in construction sector, big players in organized sectors have also started entry even into in small cities and towns. For meeting requirement of bulk cement in semi-urban areas, large projects in many cases are converting cement from bags into bulk before consumption in their batching plants due to non-availability of facility of Bulk Cement and RMC.

4.3
The need of the hour is to change the consumer perception i.e. from bags to bulk by creating an enabling situation that would promote setting up of RMC plants.  With planned growth of GDP at 9%, the pressure on implementing agencies putting infrastructure projects would be enormous, both in terms of cost and scale.  Only solution would be to provide transportation of cement in bulk and also use of RMC.

4.4
Most of the smaller scale construction activities even in mega cities are in the hands of unorganized contractors, who resort to old age practice of using site mixing.  Public land is invariably used to dump all the construction materials causing adverse impact on environment. No taxes are involved in site mix concrete.  Contractors for obvious reasons choose not to maintain desired level of concrete quality.

4.5
Considering the eventual cost of frequent repairs required for poor construction, the outflow of wasteful expenditure from nation’s economy would reduce, as RMC would bring improvement in quality of construction and move the construction industry in line with international practices. There are significant long-term financial benefits in terms of quality and durability.

5.0
Export of Cement

5.1
Indian Cement Industry with state-of-the-art technology can boast of quality that matches with World’s best.  The industry is capable of producing cement to the specified standards of any importing country.  Indian cement has made its strong presence in various countries across the globe and during the last two decades it has extended its availability to over 35 countries.

5.2
With a beginning of mere 1.5 lakh tonnes in 1989-90, Indian exports have grown to over 10 mn.t. in 2004-05.  During the last few years Indian cement has established itself not only in the neighbouring SAARC countries but also in West Asia and African continent.

5.3
The details of  cement & clinker exports during the last 5 years are given in the following table.

(Mn.t.)

	Year
	Cement

Export
	Clinker Export
	Total 
Exports

	2001-02
	3.38
	1.76
	5.14

	2002-03
	3.47
	3.45
	6.92

	2003-04
	3.36
	5.64
	9.00

	2004-05
	4.07
	5.99
	10.06

	2005-06
	6.01
	3.18
	9.19


5.4
Cement Industry has the capacity to export cement / clinker to the tune of 15 – 20 mn.t. during the XI Plan period.  However, the boom in cement demand in West Asia which has provided a good opportunity for cement exports is likely to taper-off by mid 2008.  Hence Indian exporters would have to penetrate in other markets, which are likely to be Africa, Europe and also United States of America.  The industry has been facing problems in increasing exports due to lack of modern ports with mechanized bulk handling facilities, proper connectivity to ports, high cost of inputs and transportation making Indian cement less competitive in the International market.

5.5
World Scenario
5.5.1
The World Cement consumption has grown steadily at 4 – 5% to reach 2.3 Billion Tonnes in the year 2005.  The world cement capacity was at 2.74 Billion Tonnes.

5.5.2
India produced 148 mn.t. (including mini cement plants) which accounts for 6.43% of world cement production.  India is the second largest producer in the world after China which accounted for 1060 mn.t. having share of 46% of world production.

5.6
Per Capita Consumption

5.6.1
The per capita consumption of cement in the world is 355 Kgs, as against 130 Kgs in India.  The growth possibility of Indian cement industry is hence enormous.

5.7
Cement & Clinker Trade
7.1.1
World Cement Exports during the year 2005 were 160 mn.t. accounting for 7% of the World Cement Production. The Major cement exporting countries are :

	Country
	Million Tonnes

	China
	20

	Canada
	8

	Egypt
	9

	India
	10

	Indonesia
	7

	Japan
	10

	Thailand
	9

	Turkey
	11


5.7.2
The above 8 countries accounted for over 50% of world exports. India’s share of exports was 6.25% of world trade.

5.7.3
The major importing countries in 2005, were the United States of America – 30 mn.t.  followed by UAE, Spain, Vietnam, Singapore, Iraq and most African countires.  Our own neighbours import cement and clinker :   Bangladesh - 6 mn.t. of clinker and Sri Lanka 2.4 mn.t. of cement and one mn.t. of clinker annually.

5.8
Export Scenario for Next 5 Years 

5.8.1
Due to huge construction boom in the middle-east, supported by astronomical rise in oil prices and reconstruction activity in Iraq, the export of cement & clinker has largely been to these countries besides Africa and Srilanka in the last 2 years.  The FOB prices have also been healthy.

5.8.2
Large scale capacity expansion in the cement industry is happening in UAE, Saudi Arabia, Iran, Pakistan and Egypt and the capacities are expected to be commissioned in 2007-08.  These capacity expansions will facilitate their self sufficiency in cement requirement necessitating the Indian Cement producers to concentrate on newer markets of Africa and Europe besides stepping up despatches of cement and clinker to Srilanka and clinker to Bangladesh.

5.8.3
The details of consumption of cement in Middle East countries during the year 2005 including surplus/(deficit) :

Table 1: Cement statistics in the Middle East – 2005(E)

	Country
	Effective
Capacity
	Consumption
	PCC
(kg per person per year)
	Last three-year average consumption growth (%)
	Surplus/
(Deficit)

	Saudi Arabia
	26.8
	26.7
	1109
	9.44
	0.1

	Iran
	35.0
	37.0
	548
	11.03
	(2.0)

	UAE
	13.1
	12.7
	2920
	25.66
	0.4

	Oman
	2.4
	2.8
	866
	18.10
	(0.4)

	Qatar
	1.5
	2.3
	3541
	14.78
	(0.8)

	Kuwait
	3.0
	4.9
	1708
	21.23
	(1.9)

	Bahrain
	0.2
	0.9
	1287
	7.23
	(0.7)

	Yemen
	1.5
	3.9
	195
	12.53
	(2.4)

	Syria
	5.4
	7.0
	364
	11.42
	(1.6)

	Jordan
	4.0
	3.8
	655
	13.48
	0.2

	Lebanon
	4.8
	2.6
	587
	1.32
	2.2

	Iraq
	2.5
	11.0
	405
	n/a
	(8.5)

	Total
	100.2
	115.6
	643
	14.19
	(15.4)


Source: CMA

5.8.4
The changed scenario due to capacity additions in the above mentioned countries in respect of supply, demand and surplus/(deficit) is given in the following table.

Table 2: Middle East cement – 2010 (F)

	Country
	Effective
Capacity
	Consumption
	PCC
	Surplus/
(Deficit)

	Saudi Arabia
	53.0
	38.0
	1360
	15.0

	Iran
	73.0
	60.0
	830
	13.0

	UAE
	26.1
	20.4
	3505
	5.7

	Oman
	5.4
	4.3
	1072
	1.1

	Qatar
	3.7
	3.5
	4603
	0.2

	Kuwait
	4.7
	7.8
	2220
	(3.1)

	Bahrain
	0.4
	1.3
	1635
	(0.9)

	Yemen
	6.0
	5.4
	228
	0.6

	Syria
	11.0
	10.5
	462
	0.5

	Jordan
	6.5
	5.0
	733
	1.5

	Lebanon
	4.8
	3.1
	657
	1.7

	Iraq
	7.5
	18.0
	572
	(10.5)

	Total
	213.1
	177.3
	903
	24.8


           Source: CMA

5.8.5
Bangladesh imports 6 mn.t. of clinker and Srilanka imports 2.4 mn.t. of Bulk Cement and one mn.t. of clinker annually.  These are SAARC nations and continued preference should be given by lower customs duty for Imports from India.

5.8.6
European countries have slowed down on cement plant capacity expansion especially due to strict EU Norms on pollution.  This will give us a good opportunity to export bulk cement to countries like Spain & Greece.

5.8.7
Though large growth in exports in the near term is difficult, India, by exploring new markets and maintaining a large presence in Sri Lanka and Bangladesh, can maintain current level of growth and increase exports upto 15 mn.t. by end of XI Plan period.

5.9
Strengths and Weaknesses for Cement Exports

5.9.1
Strengths

· Indian cement exporting companies have established strong presence in SAARC countries, West Asia and some countries in Africa.

· Indian cement industry, 2nd largest in the world only after China has 90% of the plants producing well over 100% of the capacity.  The cement industry can boast of having most modern state-of-the-art technology cement plants at par with the best in the World.  Energy consumption both thermal and electrical is as low as compared to best elsewhere in the World.

· The Indian cement industry comprising of 130 cement units mostly having capacity over million tonnes per annum spread across the country.  These plants are manned by highly skilled team of personnel trained and experienced having stood test of the time.  The industry is fully supported by availability in abundant quantity of its main raw material – cement grade limestone.  Cement production is not only sufficient to meet the domestic demand in full but also export in large quantities.  The industry is gearing itself to put in huge investments in next five years to meet the growing demand.

5.9.2
Weaknesses 

Indian cement industry in the past and also at present is confronted with various problems in exploiting export potential in full.  These are mainly-

· High costs due to heavy taxation.

State Levies and Taxes on Cement Exports

	Sl No.
	Item
	Rs/t. of Cement (Avg)

	1
	Royalty and Cess on Limestone
	69

	2
	Royalty on Coal
	22

	3
	Royalty on Gypsum
	1

	4
	Duties on Power Tariff
	27

	5
	Sales Tax on Stores & Spares for Cement Production
	15

	
	Total
	134

	
	Indian Costs Compared to competing Countries
	

	1
	Interest on Export Credit
	53

	2
	Power Tariff
	180

	3
	Port Charges
	150

	
	Total
	383

	
	Overall Impact
	517











          Say USD 11.5

· The major raw material required for clinker/cement production is limestone which is available in adequate quantity.  Limestone along with other inputs such as silica sand, laterite, bauxite etc. are to be procured by paying considerable royalty to State/Central Government.  Similarly, power tariff & duties on power tariff, VAT on stores &spares and heavy port charges make Indian exporters less competitive in export market.  The Cement Industry, therefore, has a disadvantage of about USD 11.5 per tonne of cement exported as compared to its competitors.

· Lack of infrastructure facilities both for movement of cement from land locked cement units and also at ports adds to cost for cement exports.  There is not even a single dedicated berth for handling cement at any of the Indian ports.  Exporters have to incur additional cost due to non-availability of berths at ports by way of heavy wharfage charges to Shipping companies.   Another component that adds to the cost is heavy inland freight incurred by the land locked plants to move cement from the plants to the ports.

· Loading facilities at ports are very poor.  Best loading rate of 2,500 tonnes per day, which is far low compared to international levels of 12,000-15,000 tonnes per day.

· Taxation in most of the countries is rationalized and a single point value added tax is charged.  In China, it is 17% of the F.O.B. value.

· DGFT, in May 2005, have restricted import of duty-free inputs to the levels of actual consumption.  In other words, efficient cement exporting units are being penalized for their efficiency.  Standard input/output norms once approved by Government should continue to be allowed.

· China has enormously improved its export performance from 5 mn.t. in 2004 to over 21 mn.t. in 2005.  This has been possible because of the low rate of taxation and high level of improved infrastructure facilities for handling & trasnportaion of cement.  It has been reported by China Cement Association that 60% of total cement in manufacture and despatch chain is covered by low cost Inland waterways.

· It is of paramount importance that the Government and industry look at the cement exports strategically.  Government should create a level playing field for the industry to increase exports as envisaged in the XI Five Year Plan.

6.0
Imports and implications of WTO

6.1
The Indian Cement industry has achieved technological excellence at par with the World’s best and also acceptability of Indian cement has extended as far as Europe.  To sustain the level of competitiveness, Government needs to provide level playing field in terms of (i) lower taxes, (ii) quality inputs and (3) infrastructure & lower cost of transportation.  Mature Indian cement industry fully supports Government’s policy of globalisation.  However, it is necessary for the Government to have a look at the support in terms of subsidies & non-tariff barriers being provided to the cement companies in other countries.  

6.2
Indian Government should consider imposing such quality testing and registration barriers as are applicable to Indian cement manufacturing companies.  Cement being a commodity of mass consumption needs to maintain the quality specified under BIS specifications.  Production, distribution & sale of cement is subjected to testing by BIS authorities and unless imported cement is put under similar system of testing for achieving minimum norms of BIS, a potential threat of addressing quality complaints would be extremely difficult to contain.  

6.3
The import duty on cement is already at a very low level of 12.5% resulting in eminent threat to the domestic industry.  Indian cement industry has been impressing upon Government to keep cement/clinker in the negative list for FTAs as it would lead to (a) output contraction (b) employment loss (c) decline in investment and capacity utilisation.  

7.0
Inland Waterways

7.1
Cement Industry, in India, has recognized importance of logistics cost to remain competitive both in domestic and international markets.  At present, bagged and bulk cement is mainly transported either by rail or by road.  Only around 2% of cement is transported in bulk through coastal route.  One of the viable alternative measures for increasing bulk transportation is good connectivity of cement manufacturing units with ports through water ways. No doubt, transportation of cement through inland waterways is smooth but at present is not hassle free and does not compliment with the entire transportation system.
7.2
Presently, three national waterways (i) The Ganga-Bhagirathi-Hoogly River System from Allahabad to Haldia (1620 kms.) – NW-1; (ii) The Brahmaputra from Sadiya to Dhubri (891 kms) – NW-2 and (iii) The West Coast Canal from Kollam to Kottapuram along with Champakara and Udyogmandal canals (205 kms.) – NW-3 are operative. Its shares is just 0.24% of total transport volume of the country.
7.3
Inland waterways sector in India is still in its infancy as compared to countries like USA, Russia, China and European Region.  In India total cargo transported through IWT mode is largely confined to Goa, West Bengal, Assam, Mumbai and Kerala.  As a result, Cement Industry, which is located in land locked areas, is not in a position to take advantage of the system.  Very negligible quantity of Cement is transported through Inland Waterways system.
7.4
IWT Infrastructure

7.4.1
The infrastructure and the facilities have not improved at the desired level even now.  The growth in cargo movement depends on ensuring efficiency parameters of time taken in delivery of cargo and cost effectiveness of operations so as to have lower freight structure than rail / road.  Various plan schemes are underway to improve efficiency to these parameters.  These are proposed to be continued in XI Plan.  They include putting in place :
· Adequate fairway (LAD and Width of Waterway), Night Navigation facilities and Channel Marking.

· Loading / unloading and storage facilities at the terminals.

· Availability of suitable barges for difference type of cargo (General, POL, Container etc.).

· Fuel efficient M.V. Vessels 

· Arrangements for Multi Modal Transportation.

7.4.2
   Due to the above mentioned infrastructural deficiencies, a vessel is not able to make as many trips as it should, to make the operations commercially viable.  Also, 50% of the operating cost is the fuel component.

7.5
Advantages

· Low level of skills required for IWT movement.

· Low maintenance cost compared to other modes.

· Energy efficient and environment friendly mode.

· Can reduce burden on over-stretched rail and road transportation system, specially for the backward areas in North-Eastern Region.

8.0
Recommendations

· With cement industry adding over 118 mn.t. capacity during the XI Plan period, timely and adequate wagons availability needs to be ensured –

· Through a long- term transport agreement.

· Cement industry specific long-term policy.

· To encourage transportation of cement by railways, appropriate incentive schemes should be worked out on long-term basis, besides making the existing schemes effective and user friendly. 

· The present rate of concession of 15% for loading cement in open wagons should be suitably increased and extended to clinker also.

· Railways may initiate the process of supervising weighment of wagons at loading point and avoid re-weighment enroute or at destination.  This will not only ease the additional financial burden on the industry but also help increasing the rail co-efficient for cement.

· Railways need to improve the facilities at the major terminals by providing proper platform, sheds and facilities for loading and unloading. Railways should also set up new terminals in a time bound manner so as to be operational by the middle of XI Plan. 

· The classifications of fly ash for freight charges prevailing earlier should be restored with a view to encourage more use of fly ash.

A freight rebate, as is given for bulk movement of cement, should be given for movement of fly ash in special purpose wagons.  The Railway Board has been providing such rebates for bulk movement of cement on the Malkhed-Bangalore and the Wadi-Kalamboli routes.  The rebate needs to be extended till the life of the wagon, i.e. 35 years, so as to make investments in special purpose wagons a viable proposition.
· Railways should provide land near railway goods sheds on long-term lease to cement companies for setting up cement bulk terminals.

· Govt. should permit setting up of port based bulk terminals for bulk transportation of cement.

· Cost of setting up of a bulk cement terminal of  1 mn.t. capacity is around Rs. 80 crore.  Since the payback period is long, a rebate in excise duty for a specified period should be given for cement despatched from cement plants to the bulk terminals.

· The State Governments are authorized to grant environmental clearances to the stand alone grinding units. For the purposes of environmental clearances, port based/inland bulk handling terminals should be treated at par with the stand alone grinding units and State Governments should be authorised in this regard.

· The RMC is subject to VAT whereas the same ingredients (sand, cement and aggregates) when used for site mix are not subject to VAT.  To promote RMC and provide for a level playing field, the State Governments should be persuaded to withdraw VAT/Sales Tax on RMC.

· Government needs to facilitate setting up of at least a terminal each on the east and west coasts for exports.

· Cement manufacturers should be encouraged to explore the possibilities of markets and consultancy business in Asia, Europe, Africa etc.

· Though export of cement is limited, concerted efforts are required to protect the existing export markets in view of increasing competition from China.  In this regard following steps are required: 

· Reduction of taxes and levies.

· Making available power and other inputs at international prices.

· Reducing port and bunker charges.

· Including cement and clinker  in the focused products for the purposes of exports.   

Cement /Clinker should be included for preferential treatment in FTA with Bangladesh

· Required infrastructure should be developed by providing suitable connections from landlocked cement plants to the river systems. Dedicated terminals with proper loading/unloading system should be established to facilitate multi-modal transportation and facilities for night navigation.

· At present, incentive of 20 paise per tonne per km. for moving cargo through national waterways is subject to the following conditions:

· The scheme is applicable for movement of cargo for at least 100 km. in NW-1 and NW-2 in one trip one way by mechanized vessel registered under the Inland Vessels Act, 1971.

· In NW-3, the scheme is applicable for movement of more than 50 km. one way by any mechanized vessel registered under the Inland Vessel Act.

· The scheme is not applicable for exclusive movement between the route of Haldia and Kolkata where infrastructural facilities are fully developed.

Government should consider for relaxation/withdrawal the above conditions.

· Dedicated terminals need to be developed on the three national waterways for loading and unloading of Cement.
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