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INTRODUCTION




CHAPTER
INTRODUCTION

1.01. Background to the appointment of the
Committee.—Prime Minister Jawaharlal Nehru,
while moving in the Lok Sabha, on 22nd
August, 1909, that the Draft Outline of the
Third Five. Year Plan be considered, referred to
the oft-raised question about who had benefited
from the additional income that had been gene-
rated in the country as a result of development
efforts. He mentioned that in his view it was
desirable to have this matter enquired into by
an Expert Committce. In pursuance of this
suggestion, the Planning Commission appointed,
in_October,”1960, a Committee under the

airmanship of Prof. P. C,_ Mahalanobis: one
of its Terms of Reference was “to ascertain
the extent to which the operation of the eco-
nomic system has resulted in the concentration
of wealth and means of production.” The
Committee submitted its Report in February,
1964.% Among its many conclusions, the Com-
mittee observed “that the working of the
planned economy has contributed to (the)
growth of big companies in Indian industry.
The growth of the private sector in industry
and especially of the big companies has been
facilitated by the financial assistance rendered
by public institutions like the Industrial Finance
Corporation (IFC), the National Industrial
Development Corporation (NIDC) etc™® The
Committee further referred to various other
measures including tax incentives and pointed
out that big enterprises were evidently in a
better position to take advantage of such faci-

lities. The Committee also drew attention to
the use of Tank credit for industrial
expansion of which the main beneficia-

riecs had been the big and medium enterprises.
The Committee’s conclusion was that “despite
all the countervailing measures taken. .. con-
_centration_of economic power in__the private

sector is more than what could be justified as
necessary on functional grounds™.* The Com-
mittce had specifically drawn attention to the
fact that industrial licensing was an important
instrument for preventing the emergence of in-
dustrial monopolies *“though this objective has
to be constantly balanced against the equally
imperative nced of promoting efliciency and
productivity”.® Pointing out its own limita-
tions, the Committee had emphasised the im-
portance of collecting “more comprehensive and
detailed information regarding the many as-
pects and ramifications of economic power and
controls in the private sector™® so as to  help
formulate ap appropriate policy.

1.02. In pursuance of this rccommendation
of the Committee, Government appointed the
Monopolies Inquiry Commission (MIC) in
April, 1964, “to enquire into the existence and
cflect of concentration of economic power in
private hands”.” Distinguishing between “pro-
duct-wise concentration” and ‘“country-wise
concentration”, the Commission pointed out
that “the planned economy which the Govern-
ment decided to accept for the country as the
quickest way to achieve industrialisation on
the right lines has proved to be & potent factor
for further concentration™® Among the rea-
sons responsible for concentration, an impor-
tant one, in the Commission’s view, was that
“big business was at an advantage in securing
the licences for starting new indusiries or for
expanding the existing capacity™.® “We are
convinced”, the Commission stated further,
“that the system of controls in the shape of
industrial licensing, however necessary {rom
other points of view, has restricted the freedom
of entry into industry and so helned te pro-

duce concentration™.!® The Commission aln

(1) Lok SabhaSecretaria’, Lok Sabha Debates (11th Session), Val. 45; p. 3986,

(2) Government of India, Planning Comm'ssion; Report of the Comm'tte: on Distribution of Income and l.evels

of Living, Part I (Delhi, 1964).
(3) ibid; p. 30.

{4) Gywernmant of India. Planning Commission; Report of the Committee on® Distribution”of Inceme ord Yeve's

of Living, Part 1 (Dethi, 1964): p. 54.
(5) ibid. r
(6) ibid, p. 38.

‘73 Gyvernment ‘of India; Repoct of the Monoolies Inquiry Cormmission, 1965; Volumes I & I (Delhi, 1966);
]

p ..

p.6 .
(9) ibid; p.7.
(10} ibid; 0. 8.

31 T& D—2

(3) G:N::mment of India; Report of 1he M mopolies Inquiry Commission, 1965; Volumes 1 & 1T (Dethi, 1966)



drew attention to the advantage which big busi-
ncss hus over small people in obtaining assis-
tance from banks and other financial institu-
tions as another factor helpful in the growth
of concentration.!?

1.03. Following these studies and the discus-
sion on them, the Planning Commission in
July, 1966, requested Prof. R. K. Hazari of
the University of Bombay to conduct a study
so as to review the operation of the industrial
licensing system over the previous two Plan
periods, including orderly phasing of licensing
with reference to targets of capacity—with a
view to suggesting where and in what direction
modifications might be made in the licensing
policy. Prof, Huazari submitted an Interim
Report in December, 1966.'2 One of his con-
clusions was that the large and medium-sized
Business Groups enjoyed a higher ratio of ap-
proval in licensing applications as compared 1o
others and that their share in the investment
applied for and approved had tended to rise
over the period. This was specially true about
certain Business Houses, the most important
of which according to him was the House of
Birlas. On this Report, there was debate in
the Rajya Sabha in Muy, 1967, during which
the Minister of Industrial Development made
an announcement that Government would ap-
point a committee to go into the basic ques-
tions regarding the functioning of the licensing
system and any advantages obtained throuch it
by some of the Larger Industrial Houses.2®

1.04. Appointment of the Committee.—In
pursuance of this assurance, our Committee
came to be appointed on 22nd July, 1967, as
“un Expert Committee to inquire into the work-
ing of the industria]l licensing system during
the past ten years” The composition of the
Committee was as follows:—

1. Prof. M. S. Thacker, Member, Plann-
ing Commission, New Delhi—Chair-
man.

2. Dr. H. K. Paranjape, Indian Institute
of Public Administration, New Delhi,

—Member.
3. Shri 8. Mohan  Kumaramangalam,
“Radha Nilayam”, Nungambakkam

High Road, Madras-34.—Member,

Prof. M. S.Thacker, Chairman of the Com-
mittee, resicned on 22nd April, 1968. Shri
Subimal Dutt, who was appeinted to succeed
him as Chairman, joined the Committee on 4th
May, 1968. The Terms of Reference of the
Committee were set out as follows:—

“(i) To enquire into the working of the
industrial licensing system in the last

ten years with a view to ascertaining
whether the larger industrial houses
have, infact, secured undue advantage
over other appiicants in the matter of
issue of such licences; and if they
have received a disproportionately
large share of such licences, wkether
there was sufficient justification for
this;

(i) to assess to what extent the licences
issued to the larger industria] houses
have been actually implemented and
whether the failure to do so has
resulted in pre-emption of capacity
and the shutting out of other entre-
preneurs;

(iii) to examine to what extent the licences
issued have been in consonance with
the Policy of the Government as laid
down in the Industrial Policy Resolu-
tion of 30th April, 1956, particularly
in regard to the regional dispersal of
industries, the growth of small scale
and medium industries and the policy
of import substitution,

The Committee will also inquire whether,
and if so how far, the policies followed
by specialised financial institutions,
such as the Industrial Finance Corpo-
ration and the Industrial Credit and
Investment Corporation of India in
advancing loans to industries have
resulted in any undue preference be-
ing given to the larger industrial
houses.”

+ The Committee was expected to submit its
Report to Government within six months of its
constitution but its terrm was extended from
time to time,

1.05. In view of the nature of the inquiry
entrusted to the Committee, Government con-
ferred on the Committee powers under the
Commissions of Inquiry Act, 1952, on 31st
August, 1967. The Committee was originally
called the “Expert Committee on Tndustrial
Licensing”. Subsequently, it was designated as
the “Industrial Licensing Policy Inquiry Com-
mittee”.

1.06. Scope of the Committee’s Work,—
The Terms of Reference of the Committee
covered two important instruments, namely,

licensing and financial assistance through which
the development of private sector industry
could be regulated and assisted.] Although the
Committee had been specifically asked to
examine the extent to which special benefits
had been obtained by larger industrial houses

(11) ibid ; p. 10,

(12) Hazari.R.K. ; Interim Report to Planning Commission, “Indus*

rial Planning and Licensng Policy.”

(13) Raiya Sﬂbhi Debatcs H Vol. Lx, NOS. I—E H 22nd May.]’st ]uhe’ 1967; P. 1501,



through_t!le working of the licensing system and
the policies followed by the specialised finan-
cial institutions, in eflect, we had to examine
how far Government had operated these instru-
ments effectively in pursuance of the objectives
outlined in the Industrial Policy Resolution of
1956. We considered it necessary to view all
the four Terms of Reference in such a way
that our examination of all these could be in-
tegrated into =a study in depth of the regulation
and financing of the private sector. Though the
Terms referred to the “last ten ycors”, we
decided to study the period between 1956 and
1966, i.e., boyadly the pcriod covering the
Second and Third Five Year Plans. However,
to the extent necessary, we took into considera-
tion the developments during the First Five
Year Plan period and also during the years
subsequent to 1966.

1.07- Another question that the Committee
was immediately faced with regarding interpret-
ing its task was whether it was entrusted with
merely a post nortem study. We, therefore,
asked Government whether the Committee was
expected also to go into the question of the future
policy and changes to be brought about in
the system on the basis of our review of what
had happened in the past. We were informed
that the Terms were only a broad indication of
what needed to be looked into, and that Gov-
ernment expected positive recommendations
from the Committee. This was subsequently
made clear by the Minister of Industrial Deve-
lopment in a statement in the Lok Sabha.'!

1.08. Large Industrial Houses —Three out
of the four Terms of Reference of the Com-
mittee referred to Larger Industrial Houses.
A Larger Industrial House, however, was not
where clearly defined and one of the first tasks
undertaken by us was regarding the definition
of this term. We enquired of the Dcpartment
of Company Affairs whether they had a list
of larger industrial houses and their respective
composition.  We were informed that, but
for the MIC composition of business groups,
they had not compiled any other list of indus-
trial houses. In the absence of any up-to-date
list, and as we could not quite agree with the
concept of business groups as fo_rmulated by
the MIC, for the reasons explained loter in
Chapter 1I, we decided to undertake an in-
quiry into the composition of the large indus-
trial houses. ‘A questionnaire was a(!drgssed to
the apex concerns, i those functioning as
managing -agents, secretarics _and treasurers Of
principal companies, requesting them to indi-
cate the names of the concerns to be added to
or deleted from the lists drawn up by the MIC
and by Prof. R. K. Hazari in_his study, The
Structure of the Cor_norare_anafe Sector. At
the same time, information available from

various other sources was F,olleqted and tenta-
tive lists of concerns comprised in the Business

e ——
Debates—-Sth April, 1969.

"(14) Lok Sabha

Groups listed by the MIC were drawn up.
These were scrutinised in the light of the in-
formation received in answer to our question-
maire, In disputed or doubtful cases, detailed
study was made before we came to a conclu-
sion regarding the inclusion of a concern in a
particular House. Regarding large sized inde-
pendent companies and foreign companies, we
rclied upon the information made available by
the Department of Company Aftairs.

1.09. Data on Industrial Licensing.—We had
to enquire into the working of the industrial
licensing system: the issue of licences, the re-
fusals and the progress of implementation of the
licences issued. It was apparent from our
Terms of Reference that it would not sutfice to
make a sample inquiry on the basic question
of the disposal of applications for industrial
licences. 1t had to be a comprchensive census

study,

1.10. Government had issucd standing ins-
tructions that information about applications for
industrial licences and their disposal should be
maintained in prescribed forms. i this had
been done, a large part of the information re-
quired by us regarding the disposal of applica-
tions for industrial licences would have been
readily available. We, however, found that
the registers for this purpose had not been
regularly or properly maintained. Thus, there
was no readily usable data available revarding
the disposal of licensing applications. ‘the re-
sult was that data for the period of study had
to be complied from the lists of industrial
licences issued and the Agenda papers and
Minutes of the meetings of the Licensing Com-
mittee and the Reviewing Sub-Commitice of the
Central Advisory Council for Industrics.

1.11. We observed that the approval of
terms of foreign collaboration and the authori-
sation of capital goods imports had become
almost an inherent part of the industrial licens-
ing system. Therefore, data on these {wo as-
pects had also to be collected. Our enquiry
revealed that consolidated data on these aspects
were also not readily available an where in
Government, Regarding forcign collaborations,
we were able to obtain from the Ministry of
Finance (Department of Economic Aflairs) a
list for the period between 1956 and 1965.
We were informed that the list had becn
roughly prepared for the use of the Public Ac-
counts Committee some time in 1965 and was
not an exhaustive one. We, therefore, to the
extent possible, supplemented these by culling
out data from the records of the Foreien Agree-
ments Committee.  The data about capl_ml
goods clearances for the period under enquiry
were also not available from any onc source.
We could only use the data available from the
records of the (main) Capital Goods Com-

P




mittee. These records however covered a
substantial majority of cases and therefore suffi-
ciently served our purpose.

1.12. Data on Implementation and Pre-emp-
tion.—The Second Term of Reference required
data to bc collected about the state of imple-
mentation of industrisl liccnces. Here again,
information about the state of inmiplementation
is expected to be maintained by various Prog-
ressing Authorities, such as the D.G.T.D. The
maintenance of information about implementation
is uneven among these diffcrent Authorities. The
meaning attached to terms like ‘partially im-
plemented’ and ‘implemented” was also not uni-
form. The latter part of the Second Term of
Reference relating to  pre-emption posed the
question of the various forms that pre-emption
could take. Data had, therefore, to be collect-
ed about the time taken for implementation,
whzther in cases of delayed implementation
there had been other applicants who were re-
fused licences because of there being no further
scope for licensing, and further whether such
dclayed implementation was for  justifiable
reasons.

1.13. Policy Objectives and Licensing.—The
Third Term of Reference required us to exa-
mine the working of the licensing system on the
basis of the objectives outlined in the Indus-
trial Policy Resolution of 1956, with particular
reference to the regional dispersal of industries,

the growth of small scale and medium indus-
tries and import substitution. This involved a
rather wide field of inquiry. As rcgards the

general policy objectives, we decided to con-
fine oursclves to examining whether licensing
followed the spirit underlying the 1956 Resolu-
tion, especially regarding the respective roles
of the three sectors—State, private and co-
operative and also to what extent it ensured the
growth of different industries according to the
prioritics laid down in the Plans. Our study
of the other three objectives of policy specifi-
cally mentioned in the Term has also had to be

somewhat restricted- It was obviously not
possible for us to undertake detailed and in-
dependent investigations regarding these ob-

jectives. We, therefore, proceeded on the basis
of the data that we collected for our overall
analysis of the licensing system,

1.14. Data on Financial Assistance,—The
Fourth Term of Reference took us into a very
different aspect of the problem, namely, the
policies followed by the specialised financial
institutions in advancing loans to industries. It
wias necessary first to decide which institutions
should be covered by our inquiry, and then to
obtain data from the institutions. As the
period involved was considerable, the institu-
tions took time to furnish the data that we re-
quired. Further, as we had to examine whether
the policies followed by the financial institu-

6

tions had “resulted in any undue preference
being given to the Larger Industrial [Houses”,
we had to examine not only what each indivi-
dual institution had done, but also the aggre-
gative effect of the policies pursued by all of
them together.

1.15. Quantum of work.—We should like to
indicate the quantum of work involved in our
inquiry. For the study regarding Large Indus-
trial Houses, questionnaires were addressed to
337 apex companies. The tentative list includ-
ed 2,893 concerns; the number of concerns
whose inclusion in particular Houses was dis-
puted or in doubt was 1,558; and the number
of concerns finally included jn the Large Indus-
trial Houses is 2,137, Over the ten-year
period, the number of licences issued was
nearly 10,000; the number of licensing applica-
tions rcjected nearly 7,500; the number of
foreign collaborations approved about 2,500
and the number of applications considercd for
capital goods imports about 3,700. The :um-
ber of applications for financial assistance con-
sidered by 34 term financing institutions was
nearly 2,200; and the number of companies
involved in the investments made and assistance
granted by other financial institutiong like the
Life Insurance Corporation, the Unit Trust of
India and the Statc Bank of India and its
Subsidiaries was about 1,200. As alrcady men-
tioned, data had to be compiled from the
Agenda Papers and Minutes of various Com-
mittees and Government Authoritics.  Nearly
60 memoranda and about 1,850 answers to
our questionnaire regarding industrial licensing
applications were received and analysed.

1.16. Use of Computers.—Analysis of such
a huge volume of statistical dala and classifi-
cation of various types of licences according to
the beneficiary categories, capucity and pro-
ducts licensed, their regional distribution and
the like would require a large and competent
staff. There was also the question of analys-
ing data accurately and quickly. As already
mentioned, the data on industrial licensing,
foreign collaborations and proposals for im-
port of capital goods were not systematically
organised and had to be obtained from various
sources. This information had then to be
dovetailed. The collation of data and their
analysis would not have been possible, if we
were to get these done manually. We, there-
fore, decided to make use of electronic data
processing machines with the help of the New
Delhi Computer Centre of the Government of
India and that of the University of Bombay at
Bombay.

1.17. Case Studies.—Our examination of
the first three Terms of Reference also indicat-
ed that our study would not be complete if we
confined ourselves exclusively to a statistical
analysis of the working of the licensing system.



For, we were as}ccd to examine not only whe-
ther the larger industrial houses received a
disproportionately large share of industrial
licences, but also whether there was sufficient
justiication for this. Similarly, we were (o
examine whether these houses obtained an un-
due -advant_agc over others in the working of
the industrial licensing system. Regarding pre-
emption, it was necessary to investigate whether
such a possibility was taken note of by the
licensing authorities when deciding about the
grant of licences. It was similarly necessary to
examine the licensing decisions to see whether
considerations such as regional dispersal, growth
of smali and medium industries and import
substitution received adequate attention. We,
therefore, decided to undertake Case Studics
relating to decision-making on applications for
industrial licences. Case studies were selected
on various bases. We had received com-
olaints from different individuals, industrial
and commercial bodies, and State Governments
about individual cases where they felt that the
licensing decisions were wrong from one point
of view or another. The Estimates Committee
in a Report on Industrial Licensing™* had given
examples of “reconsidered” decisions which
possibly could have led to favours. In the same
context, Prof. Hazari in his Final Report,
“Industrial Planning and Licensing Policy”, had
referred to “on file” decisions.!® There were
also areag where our statistical analysis showed
that a significant share of the licensed capacity
had gone to large houscs. Lists of industries
which according to various sources could be
developed through small-scale and medium in-
dustries, wholly or partially, and industries
which could be developed on the basis of
regional dispersal were also prepared. Cases
were selected from all these categories for
detailed studies. Some were studied through
scrutiny of files relating to individual cases, and
others on the basis of study of connpcted files
dealing with cases of competing applicants. It
was not always easy to obtain these files and
lengthy correspondence was sometimes involv-
ed. Studies were conducted covering 136 pro-
ducts and this required scrutiny of over 1.300

files.

1.18. Inadequacies of Data—As indicated
earlier we were surprised to find that C'SSlanla]
data regarding the operation of the licensing
system were not maintained, even thou_gh forms
are prescribed for the purpose. Available re-
cords are so disorganised that they cannot be
easily used. A wealth of information Js avail-
able from the applications for industrial licences,
import licences for Capital QOods. and finan-
cial assistance; and from foreign  collaboration
agreements and similar other sources. The

present system of maintaining these records is
not such as to permit these data to be readily
available for analysis, relevant for the formula-
tion of development plans and the regulation of
industry. Data on the licensing system (in-
cluding capital goods authorisations and forcign
collaborations) as collected by us from various
sources have been tabulated by us in a syste-
matic form so that these can be kept up-to-date
and profitably utilised with the aid of a Com-
puter. Similar is the case with the data on
linancial assistance provided by ditferent insti-
tutions. We, however, feel that the informa-
tion systcm developed by us would need some
further refinements for purposes of operating
the licensing system. Many of these data can
be fruitfully analysed for various other pur-
poses also and we hope that Government will
facilitate such studies either by its own <tufl
or by independent researchers,

1.19. Staff Problems.—ln view of the nature
of the studies that had to be organised as indi-
cated above, it was necessary to obtain the ser-
vices of qualificd and experienced personnel. It
took time to obtain the services of such persons
from different sources. This was not an easy
task, because the Committee’s term was limited
and the service terms that could be offered were
subject to  Government rules. A way was
nevertheless found through the appointment of
scnior academic personnel as Consultants and
Advisers in an honorary capacity.

1.20. We also attempted to ensure that the
basic data on licensing required by us would
be compiled from Government’s records by
persons already working in the concerncd sec-
tions of the Secretariat, if necessary by paying
an Honorarium. This would have helped
specdier collection of such data. But as
Government did not agree to this, it became
necessary for us to assemble a large staff of in-
vestigators and supervisors for carrying out this
work.

1.21. Progress of work.—As alrcady men-
tioned. the Committee’s first Chairman resiencd
after about nine months. The Members of the
Committee held the first mecting about two
weeks after their appointment and authorised
one among them to act as. Member-Secretary
till a Secretary was appointed. The Commitice
obtained its first full-time Secretary in October
1967. i.e., five months after the appointment
of the Committee. He left in May 1968, and
his snccescor joined only in September 1958.
The Committee was not given any accommoda-
tion till almost the end of October 1967. and.
ac this was in a new building, it had to set up
the whole office anew including provision of

(15) Lok Sabha, Estimates Com ch
(16) Government of India, Planning Commission 3

mittee, Ninth Report } Industrial Licepsing: New Delhi Julv 1667 : pp. 142-142.
Pina! Report Inductriz] Planning & Ticersirs Poticy 5 1. O.



furniture and telephones, Financial sanction
for the Committee's expenditure was received
only on the 1st December, 1967, and the staft
sanctions came gradually. It was only by about
the end of 1967 that the staff requircments of
the Committee were partially mct, and by June
1968, thay the entire stafl required was fully

assembled.

1.22. As already stated, the Committee started
its work from August 1967. The methodology
of work was formulated, and questionnaires pre-
pared and issued to apex companies, companies
which had reccived licences and others. A
Public announcement was made inviting com-
ments and suggestions for the consideration of
the Commitice. Informal discussions were
held with industrial and commercial bodies in
dilferent parts of the country and also with
key personnel connected with the licensing sys-
tem. Since June, 1968, the Commitee could
work more systematically, It may be mention-
ed that the Committee met nine times between
August 1967 and April 1968, and thirty times
betwcen May 1968 and May 1969.

1.23. Causes for Delay in Completion of
Work.—It has been mentioned earlier that the
Committee was originally expected to submit its
Repurt to Government within six months of its
conslitution. The above bricf account of
the problems and task before the  Committee,
to some cxtent, indicates the reasons for the
time taken in completing the work. Govern-
ment have been cooperative, and whencver the
question of extending the time limit for com-
pleting our work came up, our requests were
received with understanding. At the same time
it appears to us that little thought was given to
the organisation that this Committee would re-
quire, the personnel that it would have to re-
cruit, the expenditure that it would have to in-
cur and the time that would be taken for com-
pletine necessary investigations, The Commit-
tee had to begin from scratch and had to build
up the wliole rescarch as well as office organisa-

tion. The result was that the preliminary work
itself took a few months. Despite the fact that
the Committee was an ad hoc body working
for a short period within which it had to com-
plete its work, it was obliged to follow govern-
mental procedures in most respects and this re-
tarded speed. Incentives could not be given
for personnel to come over for short spells of
work and other similar quick working arrange-
ments could not be resorted to. All this re-
sulted in our taking much longer than originally
contemplated, when the Committee was cons-
tituted. We, however, decided not to hurry up
the work, so as to guard against inadequate in-
quiry and deficient analysis. This is not to say
that we did not have to do with certain inade-
quacies in our data. There is considerable
material collected by us which we have not been
able to analyse fully. The difficulties that we
faced do not seem to be special to our Com-
mittee. It would appear that these are com-
mon to many Committees and Commissions
appointed by Government. It is our consider-
ed view that Government should pay more at-
tention to these aspects of the work of a Com-
mittee prior to its constitution.

1.24. Structure of our Report.—The struc-
ture of our Repory is as follows. After dealing
with the concept of Large Industrial Houses
(Chapter 1I), we have attempted a review of the
development of the industrial licensing system
and th: mannper in which it has evolved and
functioned (Chapter IID. This provides the
background for our examination of the first three
Terms of Reference, viz., Large Houses and In-
dustrial Licensing (Chapter IV); Implementation
and Pre-emption Chapter (V) and Policy Ob-
jectives and Licensing (Chapter VI). Chapter
VII deals with the last Term of Reference :
that about financial assistance by various specia-
lised Financial Institutions., At the end (in
Chapter VIID, we state our overall conclusions
and recommendations. There are a number of
Appendices relating to the statistical and other
data that support the analysis in our main Re-
port.
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CHAPTER I

COMPOSITION OF LARGE INDUSTRIAL HOUSLS

2.01- Use of the Term—Qur Terms of
Reference require us o examine the working ol
the sudustrial liccosing system, the policies pur-
sucd by wie specialised tnancral insttutions and
other reluted matters with reference o the Lar-
ger Industrial Houses. It i1s thus of basic im-
portauce to our work that the term  “Larger
Industrial Houses’ should be properly detined.
The Government Resolution does not specity
what is mcant by the term  ‘Larger Industrial
Houscs’, nor is there any generally accepted de-
finttion of the term. The Committce had thus
initially to address itself to the task of defin-
ing this concept and on that basis, deciding on
the composition of the Houscs,

2.02. Lhe twrm "House' has long becn used
to describe a  mercanule tirm, especially  be-
cause, 10 nlany counliics, bHusiness concerns ini-
tially developed as tanuiy concerns, ‘L he names
of unpottant family conccrns which played a
promunent part in the industrial histories of dii-
ferent countrics are well known,  ‘Lhese include
Morgan and Rockelelicr in the U.S.A., Krupp
in Germany, Rothschilds ip U.K. and France
and the Zaibatsu lamilics in Jupan. In India
also, many industrial concerns developed as
family concerns and some of the more success-
ful familiecs gradually built up a large number
of industrial concerns under their auspices, The
joint family tradition which, to some extent, con-
tinues to have significant influence in lodia
even today, and other social factors have also
helped in maintaining close connection among
different branchics of business families and, there-
fore, among concerns which are developed and
managed by an expanding family and their re-
lations. The Managing Agency System signi-
ficantly helped the maintenance of the hold of
family groups over an increasing number of
business concerns. Business concerns usually
take pride in publicising the role that they have
played in developing new industrial or busincss
concerns and the contribution they have made
to the economic and industrial development of
the country tlirough special souvenirs, press
notices and advertisements. More recently, a
few of them appear to have developed reserva-
tions about this as a result of the countrywide

discussion about the concentiation of ceononne
power and the concern expressed i Padluunent
and in the public at the monopolistic wndeneies
in the economy.

2.03. It is thus clear dhat the coneept of a
Busiiess or fndustiial House has been properly
well uuderstood,  There has however veen no
clear welinition of this coneept laid down by any

statute. The Compames Act of 1Y36 delunes a
somewhat related  concept,  Section 370(1B)
of this Act sccks to define what  constituics

sume management’.  Scction 372(11) refers to
companics in the ‘same group’. ‘ihese terms
were however meant to seive the rather limited
purpose of indicating corporate bodics  which
should be deemed to be under the same managce-
ment or group for the purpose of deciding the
propriety of inter-corporate  investments  and
loans. With this restricted purpose, the con-
cepts delined in the Act sulier trom vanous limi-
tations and thercfore are of no signilicant vaiue
for our purposes. Shmilarly, the term ‘Associ-
ate’ mentioned i Sub-Scctions (3) and (4 of
Scction 2 of the Act is very limited in its pur-
pose, and at the same time is very widc in its
connotation, and is therefore not of much signi-
ficance from our point of view.

INDUSTRIAL HOUSLS

2.04, Previous Studics.—Among the acade-
mic studies relating to the structure of busincss
concerns, Dr. R. K. Hazari's on “The Corpo-
rate Private Sector”® has gained  considerable
recognition; the Mahalanobis Commiltee*  re-
lied upon this study a great deal when exanu-
ning the question of concentration of cconomic
power. According to Dr. Hazarl, a corporate
group consists of units which are subject to the
decision-making power of a common authority.
1t is however not always a closed cuicle; it can
rather be compared to a serics of concentric Cir-
cles. The innermost circle is said to consist of
a hard core of bodies which are largely or
wholly owned by and are under the sole cont-
rol of the decision-making authority. Next to

(r)yHazari, R.K.: The Structure of the Corporate
Control (Asia Publishing House, Bombay,
© Mahalanobis Committee.

2) Government of India, Planning Commission?
Living—DPart I (Dclhi, 1964).

a1 L.D—2

Private Sector—A Study of Cc-ncu_malion, '
1966), While this study was published in 1566, 1L was made availat 1o catlior

Owncrehip angd

Report of the Committee 0 Distrituticn of Tncome and Lovdl:
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the innermost circle, there is a circle formed by
the majority companics in which one or more
interests outside the group have a share in cont-
tol, but the majority vote is retained with the
group. Up to this point, in Dr. Hazari’s terms,
can be included sole control and majority com-
panies which form the ‘inner circle’. Dr.
Hazari also developed the concept of an ‘outer
circle’ in which the group has fifty: iifty parti-
cipation, minority participation or even a nomi-
nal participation, or it may mercly look afier the
management of the concern. The outer circle
may consist of companies in which the decision
making authority has a voice and material in-
fluence—but not the congrolling voice.

« 2.05. The Monopolics Inquiry Comunission
was the first authoritative oflicial body which
attempted to define the concept of the business
group and indicate the composition of the more
important such groups. It took a busincss
group to comprise of “all such concerns which
aré subject to the ultimate and décisive dcci-
sion—making power” of the controlling™ initergst
in the group—the group master”, The Com-
mission took into account the substance of cont-
rol and therefore the companies comprised by it
in a business group included managing agency
companies (or Secretarics and Treasurers), their
managed companies, subsidiaries and companics
under the samie managenent as managing agency
and managed companies, and such other com-
panies over which the principal financial and/
or management control is exercised by the indi-
viduals and companies of the business group,
individually or collectively. The Commission,
however, had assumed that controlling intcrest
depends upon majority ownership in equity,
i.e., over 50 pcr cent. It also excluded from its
purview Indian subsidiaries of forcign companies
whercin one or more Indian groups were %ound
to be participating as minority shareholders,
sometimes_with substanfiaT management_contyol.
The Commission also cxcluded banking _com-
panics from_the busines groups and therefore
did not take into account sharcholdings of banks
when determining the” controlling _interest held
in diffcrent concerns by busines groups. Therc
were also 650 companies about which the Com-
mission was doubtful mostly because of lack of
sufficient information, and in such cases they
were excluded from the group.®

2.06, The Monopolies Inquiry Commission,
on the basis of the criteria that it evolved, listed
15 groups whose total assets were found to be
nof less than Rs, 5 crorgs. The Commission
also gave a list of Large Independent Companies
with diversified activities whose assets ‘exceeded
Rs. 5 crores.

2.07. The Concept of the Large Industrial
House.—After considering the results of these
two enquirics briefly indicated above, and
cspecially the work done by the Monopolies In-
quiry Commission, we came to the conclusion
that the concept of ‘Large Industrial use’
should be trcated as broadly similar to the con-
cept of ‘Busineis ~ Group’ as defined by ~ the
Monopolies Inquiry Commission; that is to say,
in thinking of the Group or House, we should
“ascertain the substance of the control” and
not adhere totlie deeming provisions about the
same management or the same group as in the
Companics Act, The House should include
those business concerns over which a common
authority holds sway.—These business entities,
though separate for legal or taxation purposes,
function_in_unisop as parts of a common organi-
sation undcr the overall guidance; direction and
support of a closely-knit group of persons. While
the day to day affairs of the concerns are in-
dependantly carried on by those with whom the
authority rests under proper legal sanction, the
ultimate source regulating overall policies can
be traced to a common authority. There may
be wide variations in the nature and extent of
authority exercised, but there is definite evidence
about the guidance, control and support from
the common authority.

2.08. W= should mention that in some of the
Mcmoranda submitted to us by business con-
cerns, the validity of this concept has been
questioned and it has been said that, in effect,
the individual members of a family act inde-
pendently and that the different companies are
independent and cannot be treated as a group
or House. We examined these arguments but
did not find them coavincing, The manner in
which the concerns belonging to what we call a
House operate belies this kind of argument.*
Thus, we found companies belonging to one
House furnishing common or almost the same
replies to our questionnaire. More important,
in our case-studies in the field of licensing and

(3) Governmznt of India, Report of the Monopolies  Inquiry Commission (Delhi, 1

o et

965), “Altogether 2259

companies were examined for the purpose of ascertaining their group  affiliation ot the 83 groups in our tentative list as
regards 1316 out of these 2259, we had the advantage of admission by the different business houses that t‘h:y belong
to their group. Closer examination wus necessary of 943 companies. Out of these we decided 293 companies to telong
to different groups. As regards §70, our decision was that the evidence did not show that they belonged to any of these
groups, while as regards 80 we wcere unable to come toany  conclusien either way because of lack of sufficient information,
We cught to  point out that fuller investigation of thcse §70, specially as regards the beneficial ownership of the
the sharcholdines, and full information as rcgards the 8o companies for w%ich we were unable to get full informaticn
might disclose that a fair number of these were also controlled by some of these groups under consideration.”  p. 34.

(4) To give one example, Birla Brothers Private Limited, in their reply, have contested the concept of a group. It
is said, “The different companics in which they (i.e., the descendants of Raja Baldcodas (Birla) respectively hold shares
cannot on that account alone, unless there is unity of interest of different share-holders constituting a majority in different
companics, be regarded as belonging to a group,
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rcl_atcd matters, we have come across impressive  size as that of 3 Large House.  Therefore, from
evidence about the closely coordinated opera- the point of view of the inquiry entrusted to us,
tions of business concerns in a House. Licences they are essentially similar to the business groups
are applied for by one concern and later on identificd by the Monopolies Inquiry Commis-
- transfer of the letter of intent or licence is re-  ston. ’
quested to another concern on the plea of it -
being a sister concern better situated to operatc 2.10. It should be noted that in his Report
the licence. When the promoters’ share in the ©on “Industrial Planning and Licensing Policy™
capital of a new project is shown, the share not Dr. R. K. Huzari had specificalty mentioned 28
only of the promoting individual but of a num- Industrial Houscs by ngme; these he apparently
ber of concerns belonging to what we call the treaicd as top industrial houscs for his analysis
House is included. We do not think that there  of licensing policy. His criterion for sclection
can be any serious dispute about the validity of of these Houses was that the investment involv-
the concept of the Industrial House. ed in the licensing application -snbaiitted by
concérns belonging to the House exceeded Rs.
10 crores. For the reasons stated above, we
. ecided that we should treat the list of business
2.09. Large Industrial Houses.—Once we groups cvolved by the Monopolies  Inquiry
accepted this basic approach to the concept of  Commission as the basis for identifying Large
a Large Industna'l_ House, the next_ question wWas  Industrial Houses for the purpose of our inquiry.
regarding the business groups which should be A5 already mentioned, the criterion adopted by
identified as Lal:ge _Industnal Houses for t_hc the Monopolies Inquiry Comnyjssion for includ-
purpose of our Inquiry. As the Monopolies ing business groups in its list was that the assets
Inquiry Commission had conducted its studics  of all the concerns belonging to a group together
and collected and analysed data about total excceded Rs, 5 crores in 1964 We find that
assets as late as 1964, we thought that it would out of 28 Industrial Houscs listed by Dr. Hazari
be quite appropriate to take the 75 business jn his Report, 26 were included in the Mono-
groups identified by the Commission as the polies Inquiry Commission list of business groups
Large Industrial Houses for the purpose of our  and, therefore, aré treated by us as Large Indus-
inquiry.  To this, we thoughtit-approprfat€ to  trial Houses, However there are 2 Houses,
add Large Indcpendent Companies with assets  viz., Aminchand Payarelal and B. Patnaik,
above Rs._ 5 crorgs. Unlike the Monopolics  which were included by Dr, Hazari in his Report
Inquiry Commission, the Committee decided to  but which do not ficure in the Monopolics
include. not only those independent companies Inquiry Commission list, probably because the
which had diversified activities but all Large wsize of their assets in 1964 was less than Rs, 5
Independent Companies, and treat them on par  crores. We have therefore not included  these
with Large Houses. The reason for this is that, two in our list of Large Industrial Houses.
though these companies do not form a complex )
and each of them is a séparate business entity, 2.11. We also considered it necessary to give
the assets of each one are at least of the same  some special attention to the foreign-owned and

Even the fact that certain companies are Under the same management should not hy‘ that test alene he regan'ed
as belonging to a group.  There are certain compnics which act as Managing Agents. These arc as followsi—

Birla Brothers Private Limited,

Birla Gwalior Private Limited,

Birla Bombay Private Limited,

Zenith Distributors & Agents Limited,
Hyderabad Agencies Private Limited,
Veraval Rayon Industries Ltd.

«.In the above companies, individual Birlas hold shares in their own respective rights.”

“Each of the above companies conducts its management independently of the other. .

Bach of the above companies is Managing Agents of public companies in very few of which the Tirlas, even taken
collectively, have substantial interest.”

While such refutation of the concept comes from Birla Brothers, other apex companics of whot we cnll the lerge
Industrial House of Birlas, have indicated in their replics as follows:— ,

“The reply of M/s. Birla Brothers Private Limited may be regarded as compliance by us also.’

: {of the J K.
. K. (Bombay) Pvt. Ltd. have stated that they could not be deemed to be the Head

Singhaniss group, M/s. K(irloskary)S()ns & Co. have stated that the various p:\!‘lncr‘hl]:'d'ﬂft‘rn“fllnt'"‘NT‘F' af‘_anﬂﬂlf’B
Agents included under one group by MIC are “absolutely independent of cach other.”  Mis. Kirletkar Aecocitte ats
that “Kirloskar”, a trade name, has been purchased by a manuged company.

Among others, J

(5) Hazar, R. K. Industrial Planning and Licensing Policy—Final Report (Government ¢f Incia. Planning Ceme-
mission, Delhi, 1967}, p-6.



controlled companies, both Indian subsidiaries of
foreign companies, and Indian branches ol
foreign companies. Some of these foreign
companies are of course included in the Large
Independent Companies, as their assets exceed-
ed Rs. 5 crores. But we also thought that
attention needs to be paid to the other foreign
companies, as many of them form part of the
international network of the industrial giants of
the world. Though the assets held by them in
India may not be on par with those of the Large
Industrial Houses and the Large Independent
Companies, they are in a position to exert
influence in matters like obtaining licences on
the strength of their international stature. Of
course, having regard to the purpose of the Com-
mittee, we excluded from our list all such com-
panies essentially engaged in non-manufacturing
activities like insurance, banking and transport.

2.12. Composition of Houses—a new exer-
cise—While we decided to adopt the list of
Large Industrial Houses on the basis of the 75
business groups prepared by the Monopolies
Inquiry Commission, we could not accept the
composition of the Houses as given by the Mono-
polies Inquiry Commission. The limitations
which the < Monopolies Inquiry Commission
accepted, and which have been explained above,
were in our view such that they would signifi-
cantly affect the composition. We were also not
certain that the criterion of control over 50 per
cent equity was an appropriate one to adopt.
Finally, we had to inquire into the working of
the licensing system and the financial institu-
tions for a period of ten years before the
appointment of the Committee, i.e., between
1956 and 1966. We, therefore, thought it
necessary that we should i1y to ascertain the
composition of Houses as it existed from 1956
up to 1966. In view of these considerations,
we thought it necessary to undertake our own
study for determining the composition of Houses.

2.13. One of our difficultics in undertaking
the exercise of determining the composition of
Large Industrial Houses was the inadequacy of
available data and the complexity of undertak-
ing investigations. Under the Companies Act,
1956, a wealth of data is collected from corpo-
rate bodies by various agencies designated by
the Act, but the system of compiling and ana-
lysing these data is so inadequate that little
effective use could be made of these data by us.

=
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2.14. In view of these difficulties about avail-
able data, we issucd a questionnaire 1o all the
apex companies indicated in the Monopolies
Inquiry Commission list ot the 75 business
groups. The answer received from the com-
panics to these questionnaires topeiher with
data from a varicty of other sources, including
data available with the Department of Company
Affairs, have been studied by us. In using these
data, we were faced with the difficult problem
of identifying rclatives, close associates and
senior employees of Large Industrial Houses®.
Non-official compilations of company directors
were inadequate for such detailed  stwudies.
Knowledge about relationships among different
business families and individuals was also hard
to come by. Considering the volume of work
jo uomisodwod 9yl FuruiwiNdp 10] paxinbax
Houses, we decided to limit our own exercise
regarding the composition of Houses to the 20
top Houses in the list of the Monopolies In-
quiry Commission. Each of these had total
assets excecding Rs. 35 crores in 1964. These
20 Houses have been classified in cut analysis
as ‘Larger Industrial Houses’. For the remain-
ing 55 Houses, we decided to adopt for our
inquiry the composition as given by the Mono-
polies Inquiry Commission with modifications,
mainly in the light of new flotations, liquidations
and changes in ownership to the extent that
information about these was readily available to
us. As regards the Large Independent Com-
panies, and Foreign Companies, we went by the
data available with the Depariment of Company
Affairs’. ‘

2.15. While the data that we obtained about
the composition of Large Industrial Houses was
regarding the Joint Stock Companies, we found
that individuals and partnership firms also are
among the important constituents  of  these
Houses. We also found that industrial licences
were applied for and reccived not only by indivi-
duals and partnership firms, but also by units of
Joint Stock Companies. The identification of
these individuals, partncrship firms and units,
as belonging to particular Houses poscd special
problems.  Unlike the Monopolies Inquiry
Commission, we have attempted to identify as
many of the individuals, firms and units as pos-
sible, though we cannot be certain that this
exercise is complete. Likewisc, thecre were
some corporate bodies regarding which we were
unable to come to any conclusion because of

(6) The practice of the same person using different forms of names at different places, e.g., S.P. Singh, Surcrdra

Pratap
in the way of identification.

8. Pratap Singh, P.S. Surendra, etc., seems to be a widely prevalent one in the Fusiress world and creates hurd'es

(7) Our list of Lnr?eorlndepmdent Companies is mainly based on the dota on companies wifh paid-up-copitel of

Rs. sol;:.gl and uboae’
Large Independent Companies with assets of Rs.
& However, the exclusion of a few such companies s :
& -—aalal acsistance. etc.. materially. ’

the year 1965-66, available with the Depertment of Company Aflrirs. Tt is pessitle thet o few
Y crores and above might have toor excluded frem these data
not likely to affect the results of pur aggregative anelysis of licences



lack of sufficient information. As a matter of
fact, certain business concerns about whom we
had an indication that they are connected with
a particular House had to be treated as
independent because sufficient information for
identifying them was not available. It is also
likely that there would be some others about
which we had no such indication or information.
The practice of organising a number of concerns
for various business purposes is known to be
common for some Houses and, as the concerns
come to life only fitfully, it is not possible even
to obtain information about them. It is not
unlikely thercfore that fuller investigation of such
corporate bodies might disclose that a few of
these also belong to the Industrial Houses
covered by us.

2.16. Criteria for inclusion in a House.—
After considering the criteria used by various
authorities in the past, we decided on the
following criteria for determining the composi-
tion of an Industrial House:—

I. Concerns admitted by the House through
the replies received by the Committee
from the apex companies.

II. (a) Concerns mentioned as forming
part of the House in the Souvenirs or
other publications of the House.

Concerns functioning as Managing
Agents/Sccretaries and  Treasurers
which are wholly or substantially
owned by the controlling authority in
the House along with relatives.

(b)

(¢) Companies managed by (I) and (II)
(a) and (b), above, in their capacity
as Managing Agents/Secretaries and
Treasurers.

(d) : (
‘same management’ under Scction 370
of the Companies Act, 1956 as the
companies at (I) and (i) (a) to (c)
above.

Subsidiaries (other than those incor-
porated outside India) of Companies
at (I) and (II) (a) to (d) above.
III. Companies wherein not less than one-
third ‘cffective equity’ can be clearly
identified as House-intcrest.

(e)

IV. Concerns found to have special
characteristics which would warrant
their inclusion under a House. The
special characteristics may be such as
majority on the Board of Directors
being comprised of persons closely
afliliated with the House, substantial
equity shareholding being owned by
the employces of the House, sole s_ell-
ing agency arrangements and services
lice office premises and tclephone
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2.17. Effective Equity.—Criteria I and 1I
above do not nced any special ' explanation.
Howevel, criterion 111 requires to be explained:
First, it is necessary to explain the concept of
‘effective equity’ as adopted by us. This con-
cept is based on the fact that in many large
companics, a significant part of the equity is
held by large shareholders who are known not
to interfere in their management and internal
affairs. The most important among them are
State-owned or State-sponsored financial institu-
tions (like IFC, ICICI, LIC, and UTI) and
Central and State Governments. The second
important category of this type is that of non-
resident shareholders. In many ‘companies,
especially those which have developed on the
basis of equity participation by the foreign
collaborator, the collaborating concern - and
other non-resident sharcholders usually adopt a
policy of non-interference in the internal manage-
ment of the company. We, therefore thought it
fit to exclude the sharcholdings of such passive
shareholders to arrive at what may be called the
‘effective equity’ relevant for determining the
controlling interest in a company.

2.18. Conﬁolling Interest.—The assumption

“that control over a concern requires that the
_controlling interest should have more than 50

Companies decmed to be under the -

-however, shows that

ing.

per cent of the equity is based upon the belief
that all sharcholders have tic same degree of
interest in the management and other internal
affairs relating to the company. Experience,
this is rarely correct.
Public limited companies, having a large number

.of shareholders, are normally controlled by

groups with a much smaller share of equity hold-
Two factors contribute to this. Firstly,
with the large amounts of capital required for
the more important companies, the number of
sharcholders is large and with the expansion of
the capital market and participation in invest-
ment of small investors, the share ownership is
widely dispersed. The small shareholder nor-
mally looks upon his equity holding as an
investment and is neither interested in  the:
general mcetings of companies, nor able to
attend them because of the time and expense
involved. Thus, these meetings are attended
only by a small fraction of shareholders.
Sccondly, the Company Law does not require|
any minimum percentage of shareholders to be |
present at the general meetings of companies; |
the presence of five sharcholders is enough to
form a quorum in the case of public limited
companies. There is also no limit to the proxies
that an individual can hold and there is no
obligation on the part of the holder to vote in a
particular manner.  Controlling interest can
thercfore be obtained and maintained merely by
having a majority of the votes represented at a
general meeting, and normally this is easily:
possible with control over much less than S0

[



2.19. To determine what should be the crite-
rion for determining controlling interest, we
examincd the equity intcrests of the controlling
House in the case of a number of admitted
companics. As a result of this study, we found
that much less than ‘onc-third” of the effective
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cquity has  ‘been  adeguate
management to continue its
company, We are giving an illustrative state-
ment about 12 companics which have been
admitted by diffcrent Houses as belonging to
them.

for an existing
control over the

Statement showing share of the Controlling House in Total ard Effective Equity.
Sl Name of the Company House Total No. of 9 interest of the
No. eqity share- Housein.
holders
Total Effective
LEquity Equity
I 2 3 4 5
I Ahmedabad Electricity Co. Lid. Kiliick 23,415 2 3
Associated Cement Cos. L, ACC 48,338 2 2
3 Anul Products Litd. . Kasturbhai 39,266 4 4
Lalbhai
4 India Steamship Co. Lid. . . . . Birla 11,320 5 3
[
s Indian Dyestuff Indusiries Ltd. . . . Mafailal 6,931 21 29
6 Madras Aluminium Co. Ltd. . . . . Naidu (VR) 6,415 6 12
7 National Rayon Corpn. Ltd, . Chinai . 10,222 7 7
8 Premier Automobiles Ltd. Walchand 36,143 9 12
9 South India Viscose Ltd. Naidu (GV) 9,023 12 18
10 Synthetics & Chemicals Ltd. Kilachand 26,224 21 30
(Tulsidas)
11, Tata Engg. & Locomotive Co, Lid, Tata 19,860 22 32
13 Tatalron & Steel Co, Lrd. Tata 10,222 6 7

"'B‘.lscd on the holding of top 100 holders.

2.20. In our view thercfore control over one-
third or more of effective equity would provide
a reasonable index of ‘Controlling intcrest’. This
is the criterion that we decided to adopt. It
would not be out of place to mention here that
the Companies Act Section 370(1B) pro-
vides that companies may be considered as
under the same management if one-third of the
equity is held by the same individual or corpo-
rate body. The main limitation of this con-
oept is that it takes each corporate body and
individual as independent and separate.

2.21. Computation of Controlling Equity.—
A further question that we had to decide wAs re-
garding how the equity interest of a House was
to be determined. It is well-known that the en-
tire equity interest held by a House in a com-
pany is not necessarily registered in the name
of the controlling authority of the House. Dis-
persal of shareholding among (i} the members of
the controlling family or group of families and
their close relative, (ii) senior employees of

the House and its controlled companies, (iii)
trusts created by the family members, and (iv)
companies wherein the members of the controll-
ing families and their close relatives, employees.
or trustees individually or collectively exercise
control, is a common phenomenon. Such dis-
persal docs not affect the availability of this en-
tire equity for maintaining the control of the
House on the company concerned.

2.22. Sharcholding of all relatives, as defined
under Section 6 of the Companics Act
(which includes 22 categories of relatives), can-
not always be considered as ‘House interest’.
Some of these relatives might have their own
distinct business entity and interest. The Coni-
mittee, thercfore, decided to include only the
close relatives of the controlling family e.g..
wives, sons and daughters-in-law. We should
add that, while applying this criterion, a depar-
ture was made wherever clear evidence of family
partition was available. On the other hand,
wherever there was clear indication of even
somewhat distant relatives functioning as co-



partners or close business associates their share
uolding had to be acchoned as that of the House.

2.23. Trusts,—It 15 a commopn practice lor
trust funds to be invested 1n equity shares and
such holdings to be utilised for furthering the
busincss imwiests of the donor or his tamily.
‘Ahough the Companics Act has beea recenuy
amended to regulale the exercise of voting rights
vested in trusts, this provision can be circum-
vented 1n many ways. We therefore thought it
fit o treat the sharcholding of trusts created by
the House as part of the controlling interest.

2.24. Inter-curporate investments,—ly iy well-
known that, in the case of many Houscs, in‘er-
corporate nvestment plays a sigmibicant roie in

the maintenance of the controlling interests.
Such Houses have a number of investment,
manufacturing as wcll as trading companics,

These hLoid mvestments in the sharces of other
House companies, and the flow of funds is al-
most cyclical. We have included such inter-
corporate investments in the House interest.

2.25. Banks.—In the course of our analysis,
we npoticed tnat panks ugured among the pronu-
nent shareholders of several companies and the
snares were held by them as bencficial owners,
We therefore thought it necessary to determiine
the  House alliliation of banks. Under the
panking Companies Act, 1949, the voting
power of the sharehoider is restricted to one pey
cent of the total holding irrespective oi the
number of equity shares held. 1he shareowner-
ship is also tound to be often widely dispersed.
We have therefore assessed the control of the
Large Houses over banks not only on the busis
of equity holding and voting power but also
on the basis of circumstantial evidence such as
that relating to the promoters of the banks,
composition of the Board, participation at An-
nual General Meeting, indications in publica-
tions and advertisements and the investments
made by the bank. Banks have been included
under particular Large Houses only where clear
evidence, of close afftiliation with any one Large.
House was available, 1n such cases, the benefi-
cial sharcholdings of the banks have been taken
into account in determining the House interest.

2.26. Fiduciary Holdings.—The delernuna-
tion of the affiliation of a closcly-held company
does not pose much difficulty except when the
shares are held ‘benami’ or in a fiduciary capa-
city. But where the sharcs are widely  held,
and the number of sharcholders runs into thou-
sunds, the practice of benami or fiduciary hold-
ings makes the examination more difficult. The
practical course adopted by us for mecting this
difficulty was to list the top hundred  share-
lolders, identify them and locale their share-
holdings. While in most companics the top
hundred shareholders include those who hold
equity on behalf of the controlling group, there

11

are some companies where this is not so. More.
over it was found dificult in some cascs to iden-
tify the benelicial owners, even among the top
hundied shareholders without a full-ticdged 1~
vestigation which we found it impossible 10 un-
dertahe within the time available to us,

2.27. Circumstuntial Lvidence,—We therefore
decided to adopt criterion 1V and examine cir-
cumstantial evidence such as common address,
comnlon telecphone or telex numbers, common
insignia, sole sclling agency arrangements, pre-
sence of House employces or close  business
assoclales on the Board of the company with
negligible shareholding, or dispersal of share-
ownership among senior House employees
without the latter being on the Board of Direc-
wrs.  Such circumstantial cvidence has been
used for inclusion of a company in a House
only in a few cases, and that too only when it
was sufficiently clear and unambiguous in nature,

2.28. Conflict of Equity and Management.—
In the course of our investigations, we noticed
that in a few cascs there was a conllict between
cquity control and management control. We
decided to place such companics under that
House which had admitted the company as be-
longing to them. Where two Houses had
claimed a company as belonging to them, we
decided to include the company mn the House
which had control over a larger proportion of
equity.

2.29. Sccond Tier—We also came across cer-
tain business concerns which, on the evidence
available to us, did not satisfy the criteria laid
down for inclusion in a Large House, but it
wis found that they were associated with the
House. In a number of such concerns, the
House had a minority participation, a major
part of the equity being held by a relative, an
existing or former employee, a business asso-
ciate or some other person whom the House,
for no obvious rcason, wanted to assist. There
were also  cases where persons  belonging to
similar categorics as above exercise control over
concerns which were originally promoted by or
in cooperation with important family mcmbers
of a Large House. Similarly, there were con-
cerns in which a forcign company or companics
held majority equity and the Large House has
a substantial though minority block. This usu-
ally happens because the forcign concerns want
to have a well-known Indian partner to help
them to obtain licences and other facilities from
public authorities in India.

2.30. While we decided to draw up the com-
position of the Houses esscntially on the basis
of the criteria laid down by us, we thought it
necessary that busines concerns which had close
association with a House, but which could not
be considered an  intcgral part of the House,
should be listed as ‘Sccond Tier’ concerns. We



believe that benelit of the inlluence of the House
is available to the ‘Second Tier’ concerns for
obtwmug industrial licences, linancal accomino-
dation, und other such benefits.® 1t should be
ciphasised that we have excrcised care to ¢n-
sure that only those concerns in which there was
evidence of muluple associaion belween a con-
cern and a  House were  wcated as  *Second
Tier’ concerns of the House.

2.31. Mlarginal Luanges i tie bsi,—As men-
toned earier 1 s Chapter, we deaded to
tahe the /5 business gloups identilied by  ihe
Monopolies Ioguiry Comnussion as Large 1n-
Justrial Houses as a starting point of our in-
quiry. Atter the completion ot the studics (hat
we conducled for dewernnunimg the composition
ot these Houscs, we lound i necessary 10 make
a few marginal changes in the list of these
Flouses.~ ‘Lie Monopoues 1nquiry Commission
had shown Macneill and Barry and Binny as two
scpurate busines groups. As  we found that
both these are uader the overall control of the
Inchcape Group (U-K.) we have thought it ap-
propriate to desighate these two together as oue
Larpe Industiai House—Macaocill and Barry—
Binny (lachcape). The British India Corpora-
tion 15 accepted by us as a separate Large lu-
dustrial House for the period ending 31st De-
cember, 1961; for the period afier that date,
becuuse of the change in management, we have
treated this as a part of the House of Sooraj-
mull Nagarmull. The Monopolies Inquiry
Commission had aslo shown G. D. Kothari as a
scparate busines, group.  Alter examining all
the dula availuble, we bave come to the con-
clusion that it would be more appropriale 10
treat this group as the “Second licr’ of the
House of Birlas,

2.32. On the basis of our studics, we give at
the end of the Chapter the names of the 73
Luige Industrial Houses with the number of
concerns comprised in each House during the
period 1956—66, and the names of the Large
Independent Companies.  More detailed infor-
mation is given in the Appendices to this
Chapter.  These Appendices give :

(i) The composition of the 20 [Larger In-
dustrial Houses along with their second
tier conceros.

(i) The composition of the remuining 53
Large Industrial Houscs along  with
their second tier concerns,

I8

(iiiy The afliliation of the banking com-
panies.

(iv) List of Large Indepcndent Companics,
i.e., those having assets exceeding
Rs. § crores.

(v) List of Indian companics which are sub-
sidiarics of foreign companies.

(vi) List of branches of foreign companies
which carry on business in India but
are rcgistered abroad.

73 INDUSTRIAL HOUSES

Sl Industrial House No. of concerns com-
No, prised in the
House Second
Tier
Larger Industrial Houses
T ACC. . . . 5 1
' 2 Andrew Yule . . 43 o
‘'3 Bangur . . . 93 .
v 4 Bird-Heilgers . . . 76 .
‘s Birla . . . . 203 73
v 6 Goenka . . . . 69 .o
.7 ICI . . . . 6 ve
8 J.K.(SINGHANIA) . 47 4
. 9 Kilachand . . . 24 .
10 Killick . . . 17 .o
s 11 Mafatlal | . . . 34 .
* 12 Martin Burn . . 24 .o
113 Sahu Jain . . . 29 ..
14 Sarabhai, . . . 29 -
15 Scindia , . . . 8 e
16 Shri Ram . . . 36 18
+ 17 Soorajmull Nagarmull . 104 6
v 18 Tata . . . 70 14
+19 Thapar . . . . 59 4
20 Walchand . . . 29 .
Large Industrial Houses
21 A.&F. Harvey . . 18 1
22 Agarwala, Ram Kumar . 40 .
23 Amin | . . . 13 .
24 BJIC. . . . . 13 .
25 B.N.Elas . . . 5 .
26 Baja) . . . . 22 2
27 DBamer Lawrie . . 10 .
28

Chinai . . . 18 'e

(8) Occasivnally we came across exnples of such special relationship, between a Large House and its business associate
We have come to the conclusidn, Yor example, that G.D. Kothari, 2 busitiess group designated as an independent vne by
the MIC, [ should be treated as an associate group of the Large House of Birlas, In examining a case relating to epplica-
tion for an industrial licenee {or the manuiacture of aluminium toil by the General Industrial Society Ltd., New Delhi-—
g company belonging to the G.D, Korhari group—we found that an important member of the Birla family had  given
a note to the Govornment in conpection with thas application,
it was understoad that this company would be alrle to obtain raw materials required from Hindustan Aluminium Corpora-
tion Lwd, an admitted Birla concern, and would be located at Mirzapur, f.e., at the location of Hindusian Aluminiuvm
Corperation Ltd. Tt was even mentioned that favourable raw material contracts could be possible because the applicant’s

concern was alsoe a Birla subsidiary,

The application was also considered favourably tecause
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Sl Industrial House || No. of Concerns Com-
No. prised in the
House Second
Tier
Large Industrial Hotses
29 Dalmia, R. K., . . 11
30 Dalmia,J. 18 .
3r Finlay . . . . 6
32 Gillanders Arbuthnot . 33
33 Indra Singh . . . 12
34 J.P. Srivastava . . 16
35 Jaipuria . . . 18
36 Jardine Henderson . 28
37 Jatia, G.D, . . 15 .
38 Kamani . . . 27 .
39 Kanoria, B. . . . 13 .
40 Kanoria, R. K.. . . 20 ‘e
41 Kasturbhai Lalbhai . 36 -
42 Khatau | . . . 49 L
43 Kirloskar . . 21 I
44 Kothari, D. C. . . 16 4
45 Macneili & Barry Binny
{Inchcape) 49 .
46 Mahindra & Mahindra 18 I
47 Mangaldas Jeysinghbhai 14 1
48 Mangaldas Parekh . 18 .
49 Modi . . . 12 .o
so Murugappa  Chettiar-Tu
Investment 10
51 Muthiah . . . I
52 Naidy,G. V. . . . 17 -
§3 Naidu, V.R. . . . 11 "
54 Nowrosjee Wadia 10 4
55 Parry . . . 10 1
56 Peirce Leslie . . 24 ‘e
57 Podar . . . 20 .
58 Rallis . . - [ 11 3
$9 Ruia . . . . 17 7
60 Seshasayee I3 e
61 Shapoorji Pallonji . 28 I
62 Shaw Wallace . . 25 1
63 Shriyans Prasad Jain . 14 .
64 Simpson . . . . 29 1
65 Swedish Match . . 4 .
p6 T.V, Sundaram Iyengar . 21 f
67 Talukdar Law . 13 .o
68 Thackersey . 28 I
69 Thiagaraja . . . 34
70 Turner Morrison . 9 .-
71 V, Ramakrishna . I1 ve
72 Vissanji . . 10 ..
73 Wallace . I !
Large Independent Companies
1. Ashok Leyland Lid.
2 Ashok Paper Mills Ltd.
31L &D.—4

© ® N e

10.
. Ciba of India Ltd.

12

13.

14.
15.
16.
17.
18.

40,
41. National Insulated Cale Co. of [ndia

»Associated Fleetrical Industries (India

Private Ltd.

. Baroda Rayon Corporation Ltd,

Bata Shoe Company Private Ltd.
Binod Mills Company Ltd.
Brooke Bond India Private Ltd.
Burmalt Shell Refineries Ltd,
Caltex Oil Relining India Ltd.

Chowgule Steamships L.

Dunlop Rubber Co. (India) Ltd.

Mohan Mcakin Brewerics Ltd. (Tformeily
Dyer Meakin Breweries Ltd.).

Escorts Ltd,

Esso Standurd Refining Co. of India Ltd.

Gammon India Ltd,

Ganesh Flour Mills Co. Ltd.

General Flectrie Co. of India Private
Ltd.
. Glaxo Laboratories (India) Private Lid.

. Godrej & Boyce Mig. Co. Private L.td.
. Goodyecar India Lid.

. Great Eastern Shipning Co, Lul

. Guest, Keen & Williams Ltd.

. Hindustan Brown Boveri Ltd.

. Hindustun Lever Ld.

. Imperial Tobacco Co. of India Ltd.

India Cements Lud.

India United Milly Ltd,
Indian Aluminium Co. Ltd
Indian Cable Co, Ltd.

. Indian Oxveen Lid.

. Indo Burmuah Petroloum Co. Lud
. Jessop & Co. Ltd,

. Larsen & Toubro Ltd.

. Madras Rubher Factory Lid.

. Mahendia Mils T,

. Mandya National Pance Mills Tt

. Mctal Box Co. of India Ltd
. Morarjee Gohuldas Spp. & Wve, Co,

Lid.
Motor Industries Co. Ltd,

Ltd.



42,
43,

44,
45.
46.
47,
48.
49.

20

National Machinery Manufacturers Ltd.

Nirlon Synthetic Fibres & Chemicals
Ltd.

QOil India Ltd.

Parke Davis (India) Ltd.
Pfizer Ltd.

Phillips India Ltd.

Sandoz (India) Ltd.

Sarangpur Cotton Mfg. Co. Ltd.

6(. Vazir Sultan Tobacco Co. Ltd.

51.
52.
53.

54,
55.

56.
57.
58.
59.

6n

Sayaji Mills Ltd.
Scn-Raleigh Ltd.
Shree Ram Mills Ltd.

Shri Ambika Mills Ltd.
Simon Carves India Ltd.

South India Shipping Corpn. Ltd
Star Paper Mills Litd.
Union Carbide India Ltd.

Utkal Machinery Ltd.
Vazir Sultan Tobacco Co. Ltd.
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CHAPTER 111

THE INDUSTRIAL

3.01. The Background.—Onpe of the major
factors influencing India’s struggle for irecdom
was the need to raise the living conditions ol
the Indian people. 1n 1931, the indian National
Congress at 1ts Karachi Session adopted  a
comprehensive resolution on varous economic
policies. In 1938, at-a conference of tic
Provincial Ministers of Industries, held under
the chairmanship of Subhash Chandra Bose,
a resolution was passed which stated that
industrialisation was essential for meeting the
problems of poverty, unemployment, nabional
defence and economic regeneration and that a
comprehensive scheme of planning would need
to be formulated towards such industrialisation.
Following this, a National Planning Cominitice
was appointed by the Indian National Conggess
under the chairmanship of Jawaharlal Nehru.
The Committee was to undertake preliminary
work regarding the preparation of a National
plan. In its reports, the National .Planm_ng
Committee  sugpested that basic n}dustnes
should be largely developed in the public sector
and the development of large scale industrics
should be subject to regulation and guidance by
Government. A similar approach to indus-
trialisation of the country was accepted by the
leading Indian industrialists who put forth

‘A Plan of Economic Development for India’

in 1944', This approach to industrialisation
was also recognised by the former Government
of India in the Industrial Policy Resolution of
1945. :

3.02. AICC Economic Programme Com-
mittce—Almost immediately after Independence
the first attempt at working out an overall policy
guideline for development was made by the
Economic Programme. Committee of the All
India Congress Commitee in 1947 under the
chairmanship of Prime Minister Jawahailal
Nehru. The Committee’s recommendations
were broadly in line with the spirit of the
Karachi Resolution (1931) of the Congress
and covered various basic policies and measures
for the purpose of attaining the objectives of
a national minimum standard, full employment,
and the establishment of a just social order.
For this purpose, in the field of industry, a
number of important policy proposals were
made including the demarcation of industries
for development through the decentralised
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scctor and those which were o be developed
on large-scale, and the possibility of intearated
development of the two. It was suggested that
new undertakings in dcfence, key und pubuic
utility industrics, as also thosc which were in
the nature of monopolics or because of scale ol
operation would scrve large parts of the country,
were to be started under public ownership,
while existing undertakings in these ficlds were
to be nationalised gradually after a gap of five
years. Control of investmient and heensing of
new undertakings were cnvisaged for the purpose
of cffective coordination and harmonious
development of different types of industnes. 1t
was also recommended  that  all  resources
available for investment should be subject to
the control and direction of the Stale. At the
same time, banking and insurance shouid be
nationalised and the State should sct up finance
corporations for financing industries.  Industrial
development of backward arcas was emphasised

and special measures for this purpose recom-
mended.

3.03. The Report of the Fconomic Pro-
gramme Commitice of the A.LC.C. raised
considerable controversy and spokesmen of the
private scctor expresscd their concern at these
recommendations.  The Government of India
then called an Industrics Conference to con-
sider various problems relating to the future
policy for industrial devclopment and, on the
basis of deliberations at this Conference, the
Government of India formulated its own Indus-

trial Policy Resolution which was announced in
April 1948,

3.04. Industrial Policy Resolution—1948 and
its implications.—Xhe main features of this
Policy Resolution Wcre almost similar to the
recommendations in the Economic Programme
Comniittee’s report. A distinction was made
between the respective roles of the public and
private sectors, and the ficlds for the two were
demarcated, It was emphasised that the State
must play a progressively active role in the
devclopment of industry. At the same time, it
was agreed that private enterprise, properly
directed and regulated, would continue to play
an important role. A list of basic industries of
national importance was given to indicate the
field where planning and rcgulation was to be

(1) Pagshstamdas Tiakurdas and others. A Plan of Economic Development for India, Bombay, 1'9.1_4- rp. 1 &2,
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the responsibility of the Central Government.
Proper encouragement to cottage and small-
scale industries and their development 10
coordination with large-scale industry was
emphasised. While recognising that the parti-
cipation of the foreign capital would be of value
to the rapid industnalisation of the country, the
necessity for Government to scrutinise each case
of participation was clearly mentioned. The
Resolution emphasised the need for increasing
production, Government must have had in view
distributive and social aspects too while framing
the Resolution. The then Minister of Industry
and Supply, during the discussion in the
Constituent Assembly (Legislative) on Industrial
Policy Resolution, stressed that increased pro-
duction should not lead “towards accumulation
of wealth in the hands of a handful of persons
or great monopolists.'

3.05. Following the Industrial Policy Reso-
lution, and as a first step towards implementing
important parts of it, the Industries (Develop-
ment And Control) Bill was introduced in the
Legislature in 1949. The object of the Bill was
to declare certain industries of all-India import-
ance and to provide machinary for their
development and regulation. The Bill was
expected to help planning for industrial develop-
ment on the national basis through the use of
the instrument of licensing. The Bill became
law in 1951: after the appointment of the
Planning Commission, but before the First Five
Year Plan had been finalised. Some changes
were made in the Bill at the instance of the
Planning Commission, an important one among
them being the provision of the Developnient
Councils for industries; but no clear directions
were laid down about the manner in which the
regulatory provisions could be operated within
the overall framework of the National Plan.
This shortcoming created many of the inade-
quacies to be observed later in its effectivencss.

_ 3.06. The importance of ensuring that good
industrial proposals did not suffer for want of
long-term finance had been considerably em-
phasised in the pre-Independence discussions
on economic development. The ALC.C. re-
port had also referred to the necessity of creat-
ing special financial institutions on the one
hand and nationalising banking and insurance on
the other as a first major step in this direction.
Government established the Industrial Finance
Corporation in 1948.  Various other steps
were also taken subsequently; these we are
dealing with in the Chapter on Financial Ins-
titutions (Chapter VII). It is necessary, how-

ever, to keep in view the complenientarity of
these two instruments forged almost at the same
time and available to Government for regulat-
ing, directing and assisting industrial develop-
ment in the private sector for the attainment of
overall national objectives,

3.07. The Economic Programme Committee's
report had emphasised, among other objectives,
the necessity to bring about equitable distribu-
tion of the existing income and wealth and to
prevent the growth of disparities in this respect
with the progress of industrialisation of the
country. {The Industrial Policy Resolution o
1948 indicated that the instrument of taxation
would be used for this purpose. The Constitu-
tion-makers also accepted this aim and adopted
it as one of the Directive Principles of State
policy—to secure that “the operation of the
economic system does not result in the con-
centration of wealth and means of production
to the common deriment”. The First Five Year
Plap emphasised the importance of giving a
positive orientation to the role of the State in
industrial development both through the deve-
lopment of various new industries in the public
sector and through ensuring that private enter-
prise has a public purpose and functions on the
guidelines provided by the State> The use of
nationalisation and also of other instruments
for directly reducing the concentration of weaith
had, however, low priority. To some - extent,
there was a shift in emphasis during the later
years of the First Five Year Plan, which ulti-
mately led to acceptance by Parliament of the
socialistic pattern of society as the objective of
development planning. The countrywide dis~
cussion regarding the strategy of development
to be adopted for the Second Five Year Plan
also led to certain changes in emphasis. Two
major acts of natioralisation were undertaken at
the time viz.,, those regarding the Impenal
Bank of India and private Life Insurance Com-
panies. These measures were taken to ensure
that the State could play “the dominant role
in shaping the nature and pattern of investments
in the economy, whether it makes the invest-
ment directly or whether, these are made by
the private sector”.® -\As a part of the prepara-
tion for the Second Five!.Year Plan, a revision
was effected in the industrial policy. Another
important development at this time was the
passage of the Companies Act in 1956, which
provided another instrument to enable Govern-
ment to regulate, more effectively, the organi-
sation and functioning of the private sector in
the social interest,

(2) Government of India; Planning Commission; First Five Year Plan ; p. 33.

(3) Governm:nt of India; Planning Commission; Second Five Year Plan ; p, 22. The Plan further mentions that

imaortant steps towards an oreintation of the financial and credit m
been taken in the First Plan period. ““The Imperial Bank of India—the big

anism to the needs of development had
t commercial bankin the country—

h};s been converted into a public owned and public managed State Bank with a view to the expansion and institu-
tionalisation of rural credit,.The recent decision to nationalise Life Insurance has added another potent
insirument to the repertory of the public sector in raising savings and for regulating and directing the flow of

funds in accordence with the

requirements of the Plan.” p. 41.
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3.08. Industrial Policy  Resnlution—1956
and its Implications.—The revised Industrial
Policy Resolution of 1956, after citing the
Constitutional provisions relating to the econo-
mic objectives, mentioned that the Parliament
accepted in December, 1954, the socialist:
pattern of society as the objective of social and
economic policy. The revision of Industrial
Policy was to be based on these principles and
dircctions. The acceleration of the rate of
economic growth and the speeding up of indus-
trialisation, with particular attention to heavy
industries and machine-building industries, ex-
panding the public sector and decveloping a
large and growing co-operative sector, were
emphasised as essential for laying the economic
foundations for the betterment ¢f the people.
The urgency of reducing disparitics in_income
and wealth and preventing private monopolies
and the concentration of economic power in
different fields in the hands of a small number
of individuals was equally emphasised and for
this purpose the State would progressively as-
sume =2 predominant and direct responsibility
for setting up new industrial undertakings. _The!
point that the private sector would have to:
develop and expand as an agency for planned ;
national development was stressed. To provide ;
guidelines for implementation of the policy,
industrics were divided into three categoties
having regard to the role that the State would
play in each of them., It was mentioned that,
while the categories wguld inevitably overlap to
some extent and too great a rigidity micht de-
feat the purpose in view the basic principles
and objectives should not be lost sight of.

3.09. The first category of industries—
Schedule ‘A’—included industries the {uture
development of which would be the exclusive
responsibility of the State “All new units in
these industries, save where their establishment
in the private sector had already been approv-
ed, will be set up only by the State. This does
not preclude the expansion of the existing pri-
vately-owned units or the possibility of the
State securing the co-operation of private cnter-
prise in the establishment of new units when
the national interest so required. ... _thnevcr
co-operation with private enterprise 15 neces-
<ary, the State will ensure either through maio-
rity participation in the capital of otherwise,
that it has requisite powers to guide the policv
and control the operations of the undertak-
jnos™.4  Thig list included arms and ammuni-
tion. atomic energy, iron and .r.teel, coal and
Jiemite. mineral nils, aircraft, _rmlwav .tramnort.
<hin hnildine, telccnmmlmicatmn. compmcnt as
in the 1948 Resolution, and additional items like

heavy castings and forgings, heavy plant  and
machinety required for iron and steel produc-
tion, in mining and for machine tool manufac-
ture, heavy electrical plant including large hy-
draulic and steam turbines, mining of iron ore,
manganese ore, gypsum, sulphur, gold and dia-
monds, and mining and processing of copper,
lead, zinc, etc,

3.10. The second category—Schedule *B'—
consisted of industries “which will be progres-
sively State-owned and in which the State will,
therefore, generally take the initiative jn e¢stab-
lishing new undertakings but in which private
enterprise will also be expectcd to supplement
the &fiort of the State”.®* The State was expect-
ed increasingly to establish new undertakings in
these industries, while private enterprise would
at the same time have “opportunity to develop
in this ficld, either on its own or with State
participation”.® This catcgory was to include
aluminium and other non-ferrous mectals not
included in Schedule ‘A’, ferro-alloys and tool
steels, basic and intermediate products required
by chemical industries, fertilizers, svnthetic
rubber, chemical pulp, carbonisation of coal,
machine tools and anti-biotics and other csscn-
tial drugs. It may be noted that this wag a
new catcgory as compared to the 1948 Rcsolu-
tion,

3.11. Al the remaining industrics were
placed in the third category. The Resolution
expected that their development would be
undertaken ordinarily through the initiative and
enterprise of the private sector, “though it will
be open to the State to start anv industry cven
in this category™.? It was emphasised for the
first time that the State would facilitate and
encourage the development of these industrics
in the private sector in accordance with the
programmes formulated in the successive Five
Year Plans. It was mentioned that in suitable ™
cases, the State mieght grant financial as<istance
to the private sector but such assistance. “es-
pecially when the amount involved is subetan-
tial, will preferably be in the form of marticipa-
tion in equity capital, thourch it may alco be in
part in the form of dehenture  capital™
Another new point in emphasis recardina the
growth of the private sector was that while the
private sector would have the opportunity to
develop and expand as an arencv for planned
national development, *“a steadily increasing
prorortion of the activitics of the private <ec-
tor” were to be “developed alone co-operative
lines™.¢ This was mentioned in the centext of
the obijective of reducine disparities in incom=
and wealth and preventing nrivate menopnlies
and concentration of economic power.

(<) b4, vara 7.

(&Y“ihid, para 9.

{7 ibid, Para 10,
(R) ihid,

(9) ihd, Para ¥,

‘N Gwe'nm;‘l—iigg [1strigl Policy™Resolution, 1956; Para 8,
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3.12. The complementarity of the private and
public sectors was emphasised in the Resolution
and it was repeatedly mentioned that the cate-
gories did not imply any water:tight compart-
ments. Possibilities of overlapping as well as
devetailing between private and public sectors
were envisaged and it was stated that it will be
open to the State to start any industry not In-
cluded in Schedules ‘A’ and ‘B’ for important
reasons, while private units might, in appro-
priate cases, be permitted to “pmducg an iter_n
falling within Schedule ‘A’ for meeting their

own requirements or as by-products”.’®

3.13. The policy of supporting cottage and
village and small-scale industries was re-em-
phasised and the instrumeats in use for this
purpose such as restricting the volume of pro-
duction in the large-scale sector, differential
taxation and direct subsidies werc mentioned.
It was also recognised that it was necessary to
improve the competitive strength of the small-
scale producer and various measures for that
purpose were suggested. The importance of
progressively reducing the disparities in levels
of development between different ~2r'ons was
stressed and measures for achieving a balanced
industrial devefopment among different regions
were indicated.

3.14. Although the Industries (Development
And Regulation) Act, 1951 (IDRA) continued
to be the main instrument fcr. implementation,
and so many changes to the aoproach in the
industrial development and organisation were
contemplated in the Policv Resolution of 1956.
no significant amendment to the Act or the
procedures under it was made. the only
amendment was the addition of those industries
to the First Schedule to the Act. which were
mentioned in Schedules ‘A’ and ‘B’ of the 1956
Resolution and were not there earlier,

~ 3,15. The changing emphasis on policy
objectives in the Three Five Year Plans.—The
First Five Year Plan gaove considerable
emphasis to the role of the IDRA in industrial
planning of the private sector. The provisions
of the Act recarding recistration of existing
undertakings, licensing of new units or sub-
stantial expansion, the powers of Government
for ordering investigations and under certain
contingencies to take over manacement were
specifically mentioned and stress inid on the
use to he made of the institutions to be created
under the Act. the Central Advisorv Conncil for
Tndustries and, more important. the Develov-|
ment Councils. Tt was mentioned that the

(10) 1bid, Para 12.

| Capital Issucs werc also

. development of the private sector had to take
 place within the framework of Plan policies, and
for this purpose, instruments like control of
availablc to Govern-
ment. With these instruments, it was cxpected
that it would be possible “to regulatc the
investment of available capital whether it flows
through new Capital Issucs or is found out
of reserve funds”.''  These  instructions
combined with financial and other types of
assistance and incentives. werc cxpected to
cnsure the development of industrics according
to Plan priorities. Mention was also made of
the possibility of using the provisions of the
IDRA for regulating locations so as to help the
development of the backward States and regions,
though it was indicated that “the extent to
which the pattern of industrics location in the
country can be changed within a short period is
undoubtedly limited”.**

3.16. In the Second Five Ycar Plan, the shift
of emphasis was especially with reference to
“the socialist pattern of socicty”, one of the
important implications of which was that where
private enterprisc could mak: little headway
without assistance and support from Govern-
ment—as was the case in several fields—"the
public and semi-public character of the re-
sources drawn upon has to be recognised™ “The
private sector has to play its part within the
framework of the comprehensive Plan accepted
by the community. The resources available for
investment are thrown up in the last analysis by
social processes. Private conterprise, free pric-
ing, private management arc ull devices to fur-
ther what are truly social necds; they can only
be justified in terms of social results”.!?
The Plan also emphasised” that the IDRA pro-
vided the two main instruments for securing the
development of industries ‘n conformity with
the objectives set out in the Plan. namely.
licensing and Development Councils. One¢ of
the points made in this connection was the
“need for evolving a better definition of the
“cffective steps” required to be taken by
licensing within the periods prescribed in
advance,”*

Xz A

3.17. The Third Five Year Plan emphasised
the goal of socialism and specifically raised thc
question about the distribution of economic
power, It was mentioned that the process of
rapid economic development tended to cnlarge
opportunities for the already well established
firms and units to expand their size and enter
new ficlds of enterprise. Tt was further added
that technological considerations. in several
industries favour the setting up of large-scal~

(r1) Government of India; Planning Commission; First Five Year Plan ; p. 435.

(12) 1bid, p. 442.

(13) Government of Iadia; Planning Commission; Second Five Year Plan ; p. 23.

(x4) sbid, p.392.



units; but while helping development in accor-
dance with the priontes of the Plans such
deveiopments also create strains and tensions
in the social structure and come in the way of
diflusion of economic opportunitics.  lhe Plan
put the position regarding conceatration of
economic power very clearly. “The tendency
towards concentration of economic power has
to be countered jn a varicty of ways—lirstly,
through the cxtension of the public sector into
fields requiring the establishment of largve-scale:
units and hcavy investments; sccondly, through
widening opportunitics for new entranis and for’
medium and small-sized wunits as well as for
industrics organiscd on co-operative lines; and,,
thirdly, through eflective exercise of Govern-
ment’s powers of control and regulation and
use of appropriate fiscal measurcs. The object,
briefly, must be not merely to prevent
concentration of economic power and the growth
of monopolistic tendencies, but also to promote
a pattern of industrial organisation which will
lead to high levels of productivity and give full
scope, within the framework of national
planning, to new entrcprencurs, to medium and

small-scale enterprises and to cooperative
organisation,”%
3.18. The implications of this approach

regarding the policy towards the private sector
were that “ln licensing new industrial units and
sanctioning the expansion of cxisting units,
there must be considerable vigilance in permitting
the growth of large existing businesses and, in
the greatest measure possible, the entry of new
firms should be facilitated and small and medium
enterprises and  cooperative  organisations
encouraged”.'® The public financial insutu-
tions and banks were also expected to “review
their existing administrative policics and
practices so as to ensure that their support to
pew entrants into industry and to medium and
small enterprises as well as to cooperative
undertakings is both speedy and adequate. They
should also devise suitable critena for asscssing
progress in these directions™.!”  Mention  was
also made of the Companies Act provisions and
the provisions under the Industries (Develop-
ment and Regulation) Act—it was said that
powers under the latter could be uscd to exercise
control over production, distribution and prices
to the extent necessary.

3.19. Balanced regional development was
given spccial emphasis in the Third Five Year
Plan document and, in rclation to industrial
enterprises, it was stressed that consideration
should be given to the need for developing a
balanced economy in different parts of thes
country, The importance of kecping the claimg
of under-developed regions in view in licensin
of industrics in the private sector was mentloncg
and it was suggested that there should be eve

Tureus

27

greater stress on this in future.  The importance
of examnung the  progiess,  progianunes  aad
pioducion wigels o o number ol LGUsLis 30
the private scewr from tune o e Wil & vicw
to sceunng the location ol a new wdustiy on a
Zonal basis and  suggesunyg  locaduns o such
W prospective 1odusifualists  was  also
mphasised,  Specilic propusals lor the seiing
ip ot indusirial developnient arcas m bachward
cgons and also the utihsation of Luge piojedts
for the purpose of regonal  growth  were
discussed.!s

3.20. Industries (Development and  Regula-
tion} Act.—As indicated earuer, 4 the Industial
Policy Resolution of 1948 cnvisaged ihat private
enterprise, while continuing to play an unporant
role, would be properly duected and regulated.
The Industries (Development and Contioi) Bull
was introduced in the Legislature in Aprl, 1949,
so as to_vest Government with necessary powets
for regulation and control of ¢xisting and future
undertakings.  The Bill was  linally passed in
1951, and though certain changes were made in
its original form, these aflected only peripheral
aspects such as the advisory bodics  created
under the Act, rather than its basic provisions,
like those relating to licensing. The important
provisions of the Act were:

(i) all the existing industrial undertakings
in the scheduled industries had to be
registered with Government within a
prescribed period,;

(i) no new industrial unit could be cstab-
lished or substantinl  cxpansions to
existing  units  cllected  without @
licence;

(iii) Government could  order an  investi
gation in  respect of  any scheduled
industry  or undertaking if, n its
opinion, there had been or was likely
to be an unjustifiable  full in the
volume or production in the industry
or undertaking or il there was 1
marked deterioration in quulity or an
increase in price for which there was
no justification; a similar jnvestigation
could also be ordered in respect of
any industria]  undertuking  being
manaced in a manner Jikely to causce
scrious  injury or  damage o
cOnsumers;

(iv) in the event of an industry or under-
taking not carrying out the directions
issued after such an Investiranons,

Government  could  take  over  ils
management.
321. The Act has beea amend d subee-

quently for removing certain shortenmines such
as those relating to licences for shiltine
manufacture of ancillarics, “new articles™  and

(15) Gavernmant of India; Planning Chmmission; Third Iive Year Plorj pp. 13-14,

(16) ibid, p. 14.
U (17) ibid, p. 15,
.+ (18) ibid, pp. 142—=150
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“carying on business”., An amcndmeni made in
1953 abolished the provision for exempting an
undertaking from the purview of the Act, if its
investment value did not ¢xceed Rs. one lukh.
The purpose of the provision cmpowering
Government to exempt scheduled industries or
industrial undertakings from the provisions of
the Act was made cexplicit in  the following
words; “If the Central Government is of opinion,
having regard to the smallness of the number of
workers employed or to the amount invested in
any industrial undertaking or to the desirability
of encouraging small underiakings generally or
to the stage of development of any scheduled
industry that it would not be in public interest
to apply all or any of the provisions. . ..”. This
would enable Government not only to exempt
small units from the purview of the Act but, at
a later stage, to raise the exemption limit and
also to delicense certain industrics. The Schedule
to the Act listing the indusirics was amended
once in 1953 and again in 1956.

3.22, The details about the manner in which
the provisions of the Act would be used were
laid down by Rules prescribed under the Act in
1952, These provided among others for matters
like the constitution of the Licensing Comimittee,
forms of applications calling for information,
procedure for review of licences, watching of
progress, and revocations. Further amendments
to the Rules related to the definition of “cffective
steps” and improved forms of applications.

3.23({\\3 mentioned above, not all industries
were to-be covered by the IDRA.\ Following
the Policy Resolution of 1948, {it was obviously
considered appropriate to includg in the Schedule
to the Act, industries which™were of such
importance to the national economy that they
should be regulated by the Central Government.
The Schedule list was mainly based on the list
in the Policy Resolution. When the list of
industries which should be considered to be of
national importance was enlarged in the Indus-
trial Policy Resolution of 1956, the additional
industries were also included in the Schedule
to the Act in 1956.

3.24. Types of Industrial Licences,—The
provisions of the IDRA regarding licensing
apply to every ‘industrial undertaking’ which
has been defined as follows :

“Ladustria] Undertaking means any under-
taking pertaining to a Scheduled
industry carried on in one |or more
factorics by any person or authority
including Government.”1?

One would take this to mean that if a business
concern—proprictory, partnership or joint stock
company—was engaged in a Scheduled Industry,
the concern as such and not the individual
units thereof would constitute the industrial
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undertaking for purposes of the Act. We
came across cascs, however, where individual
units under a company, which were not legal
entities by themselves were granted licences in
their own names. An important provision of
the IDRA was regarding registration and
licensing of industrial undertakings which were
subject to the provisions of the Act. Al
undertakings existing at the timc of the bringing
into force of the Act had to be rcgistered, Any
undertaking proposed to be newly set up or any
significant expansion or change in the nature
of production organisation required a licence.

3.25. Licences are of the following types:
(1) New Undertaking,

(2) Substantia] Expansion.—Substantial
expansion is explained as meaning
“the expansion of an existing industrial
undertaking which substantially
increases the productive capacity of
the undertaking or which is of such
a nature as to amount virtually to a
new industrial undertaking, but does
not include any such expansion as is
normal to the undertaking having
regard to its nature and the circum-
stances relating to such expansion.”

‘New Article’.—The production of any
‘new article’ requires a Licence.

(4) Shifting,—Change in the location of
the whole or part of an industrial
undertaking requires a licence.

(5) ‘Carrying on Business’—This licence is
required in the case of an industrial
undertaking  which  should have
applied for a Regisiration Certificate
but did not do so, or to which the

(3)

provisions of the Act did not
originally apply but became applicable
subsequently-

3.26. Distinction among these different cate-
gories of licences would appear to be clear; but
we have found that this is not so. It is not
clear if an undertaking establishing two fac-
“tories located at two different places would re-
quire two ‘new unit’ licences or only one. We
have come across several cases where com-
panies with more than one unit for the same
product have been granted separate C,0.B.
licences for the different units when the indus-
try was brought under the Schedule. Similarly,
il an already established undertaking sets up a
ncw factory located at a place different from
the existing one it is not clear if what is re-
quired is a licence for ‘substantial expansion’
or a ‘new unit’. If an existing undertaking sets
up a new factory whose size is below the ex-
emption limit, it is also not clear whether it

(r9) Government of India; The Industries (Development and Regulaticn) Act, 1951; Sec. 3(d).



should apply for a ‘substantial expansion'
licence, or the pew unit, being a new and sepa-
rate unit, would be exempted from the licensine
‘provisions - because of its fixed assets vajue
being within the exemption limit, Another con-
fusion is about ‘substantial expansion’ and ‘new
article’.  If an undertaking wants to ntanutag-
ture an article falling within the same Schedule
Industry heading, for example, “other products
of iron and steel”, it is not clear whether it
would require a ‘substantial expansion® licence
or a ‘mew article’ licence. In another context,
substantial expansion has been so explained that
one cannot be quite surc when a licence is
necessary and when it is not nccessary. W find
that even as late as 196€, Govenment's own
position in this respect remained very unclear. >

3.27. Increase of production through minor
technical improvements or “by utilising indi-
genous raw materials or components dnes not
fall in the category cither of new arnticles or
substantial expansion and consequently no
licence under the Act is required”® ar~arding
to Governmeat. While under the Act, » vew
article cannot be produced, without a specific
licence for its production, the definition of “new
article” itself is not clear and, in practice, Gov-
ernment  seems to have adopted considerablc
flexibility. TLater in this chaptcr we have refcr-
red to Government’s decision about diversifica-
tion, which significantly affected this catepory;
but the position secms to be that even before
this specific permission for  diversification
Government was not very strict so lone as the
unit continued to mannfacture “substantidlly the
article for which it is Yicensed™ and its diversi-
fication did not entrench on the ficlds reserved
for small-scale industries.

3.28. Licensing Procedure.—The Rules under
the Act prescribe forms of application for an
industrial Hcence. Ap application has to be
made to the Ministry in. charge of licensing,
i.e., the Ministry of Commerce and Industrv till
Auvgust, 1961, the Ministry in charge of the
particular industry from Aucust, 1961 to Feb-
ruary, 1964, and the Ministryv of Industrial
Developinent since then, Although Rule 14
prescribes that Government could invite appli-
cations through a notice published in the
Gazettz for the grant of licences for the estab-
TKishment of new industrial undertakines. this
has been rarelv done. Applications were once
invited in 1956 for licences in re-rolled pro-
ducts, and subsequently on a few occasions in
respect of snear, vecetable oils. scooters and
campaosite schemes for the manufachire of cer-

Y

l.u‘n chemicals.  The lwplications of Govera-
ment not inviting  applications has been thyt
applications couid be considercd as ang thﬁ\
l.hcy were r-.:cciv;;d"und on the principle of “first
Ocacions apphicasons ough on 2 number of
as PPilcations recetved within a ceetain
period of time were bunched tosehe {
considcration. Somctimwes, once icetad amotio:
tions were révivcd Land "?IIL?'J‘:J-L’LM applica-
o p . reconsidered, by there

0o delimite rule or procedure about Jdoine
this. lt_ shpuld b-:: noted that the consideraion
of ap;_)hcnugns did not necessarily follow the
order in which they were received, if comments
by diffcrent agencies to which (he applications
vere referred for scruting were not received in
the same order.  Furthermore, consideration of
applications out of turn, or in respect of which
ail the expected comments had not been reeeiv-
ed, was also not unknown. We also occasion-
ally came across cases where the decisions about
the me ner in which an industry was to be ex-
panded were taken hy the awhorities concerned
in advance and the . oncerned parties were then
asked to submit apglications, the consideration
and grant of which &k rgcly remained a formality.
Sometimes, the applicants were asked to apply
again afler a certain period of time when appli-
citions for the paticular industry miight be con-
sidered, or applications once rtejected were re-
considered as a result of chance in circumtances
or in policies.

329. No specific puidelines  for  enabling
potential applicants to understand the criteria
for successful applications had ever been issued
by Government. The uwse of licensing lists of
different categories—banncd, free and merit—
which developed from 1959 onwards did, how-
ever, provide some puidonce to potentinl appli-
cants  Applicanls became  increasinelv aware
of the relationship between tarocts Inid down in
the Plans and licensing ‘policv. thoueh Govern-
ment did not alwavs give full publicity to the
targets of production and capacity that were
envisaced for the Plan peciod and the periad
during which and the pace ar which the extry
capacity needed would be licensed.  Sometimes,
additional  capacity was  considered as well ac
licensed in anticipation of the finalisation of
tareets by the Plinnine Commission, Al this
resuited in knowledse  about such thinkine in
Government bheine at a premium and entrenre.
neurs, who were in a position to obtain insids
information  ware at an adyantace as comnareed
ty others. Government  had the intontion {or
some vears of isming a s'x-monthly sthtemen
of the capacity licensed and ta by Jicensed
Thic hac heen done only onse.

(20) The Secretary to the Ministry  of Tndnereial Develanmenrt supeccted that un 1o 0%, expansion is not treated as

in anv wav suhstantial and cxmandon of this maenitude is reoneniced atitomatics iy,

Bvt be wne ant atire atwhin

infervals wonld 109 exnansion by an undertakng he A omntici!ty recopnicrd withesnt requiv'rg 8 ficenora.

vife Lok Sahhn

Seeretariat ¢ Estimiter  Comm rtee (1967.68%, Ninth Rerort, Fourth Lok Sabha, Minstry o
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3.30. Processing o\ ipplications.—Licensing
applications on receipt  are marked for com-
ments to the Director  General of Technical
Development (forwerly Development Wing), the
Dupartinent of  Economic  Affairs, Planning
Commission, the concerned Ministrics and the
State Governments.,  State Governments  were
required to comment on availability of land,
power and water required for the proposed
unit, and also indigenous availability of raw
material where such a source had been indi-
cated by the applicant as located within their
control.  Other Ministries and Departments
were selected according to the requirements of
the particular case—the Coal Controller, the
Textile and Jute Commissioners, the Iron and
Stee! Controller and the Railways. The Depart-
ment of Company Affairs was being consulted
since 1963  and was cxpected to comment if
anything adverse about the applicant had come
to its notice, and to examine the proposal from
the point of view of diversification of activities.
A copy was sent to the Council of Scientific and
Industrial Research since 1964 for advice re-
garding the availability of indigenous know-
how—especially with reference to foreien colla-
horation. The Development Commissioner
(Small Scale Industries) was consulted since 1966
whether the product proposed was one which
was already being manufactured in the small-
scale sector or deserved to be reserved for such
development.  The Planning Commission used
to be consulted on matters affecting the overall
deveolopment problems such as tarcets set out in
the Plans; since 1964 a copy of the application
has been invariably marked to the Commission.
Comments received from all authorities are in-
cluded in the agenda notes for the Licensing
Commiittee.

3.31. The Licensing Committee.—Initially, the
Licensing Commiittee consisted of represeniatives
of the Ministries concerned with different indus-
tries, Ministries of Finance (Economic Affairs),
Railways and Labour and the Planning Commis-
sion. Representatives of State Governments
were permitted to attend all the meeting as co-
opted Members. Representatives of the Council
of Scientific and Tndustrial Research and of the
Development Commissioner for Small  Scale
Industries were added to the Committee as
Members at a later stace. The Seccretary to the
Ministry in charee of the Act (formerly Minis-
trv of Commarce and Industry, and now the
Ministry  of Tndustrial  Development} is the
Chairman of the Committee.

3.32, Upto December, 1962, the Licensing
Commuttee (with  the composition  expiamced
above) used to meet once a month. Govern-
ment then decided to hold some meetings of the
Licensing Conimittee without inviting the State
Goveroment  representatives  to them.  State
Government representatives were to be invited to
a fcw meetings, Meetings to which State Gov-
ernment representatives  were invited—which
have come to be called ‘Full Meetings' of the
Licensing Commitice—are now held only once
in two or thrce months, while the smaller group
-—called the Sub-Committee of the Licensing
Committee—meets more often (once a month
until February 1964, and once a fortnight since
then).

3.33. The Licensing Committec is an advisory
body. The Committee is expected to make
such investigation in respect of the application
refcrred to it, as necessary, and make a report
to Government. In making its report it “shall
have regard to the approved plans, if any, of the
Central Government for the Development of the
scheduled industry concerned and, where no
such plans exist, to the existing capacity of the
scheduled industry, the demand and supply
position, availability of raw materials and plant
and machinery, &« The report should, among
other matters, contain rccommendations regard-
ing capital and its structure, suitability of the
location proposed from the point of view of the
approved plans for the industry, capacity of the
plant to be installed, availability of rail-transpnrt
capacity, availability of technical and other
skilled personnel required, and collaboration, if
any. with foreien mannfacturers”.2¢  The
Licensing Committee was also a»+horised under
the Rules to recommend a public inquiry in
respect of an application if it thought it necessary
to do so but this provision has never been
resorted ta.

3.34. After-its investigation the Licensing
Committee has to make a report to the Govern-
ment giving its recommendations. Normally
licensing decisions followed consideration by the
Licensing Committce of the applications and the
comments on them., We have however noticed
cases where the decistons were first taken by
Government and the Licensing Committee was
subsequently informed or its post facto approval
sought. Normal practice was that'if the Minis-
ter or the €abinct does not approt: the recom-
mendations of the Licensing Committee, Govern:
ment either rejected the recommendation, or re-
ferred the cases back to it. Until November,
1959, all licensing anplications were placed be-
fore the Licensing Committee in accordance with

(29 Gwvernvat of [nding Thae Registration 41d Licensing of Industrial Undertakings Rules, 19525 Rule 12.
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the Rules. Subsequently, procedures were cvolv-
ed for the disposal of certain categorics of appli-
cations by other authoritics so as to lighten the
burden on the Licensing Committee. The deci-
sions taken under such delegated authority were
required to be reported to the Licensing Com-
miltee; in practice this was not always done.

3.35. In_the lirge majority of cases, the
Licensing Committee accepted the advice given
by the concerned Ministry or authority and took
a decision in the mecting itself on the grant of a
licence. When, however, it found that the data
provided were not adequate or somg authority
directly involved had to be further consulted, the
decision was postponed for further examination.
In cases where it was felt that waiting for the
next meeting of the Committee might involve
much delay, it was the practice to decide that
the matter should be decided by the Chairman
either through an inter-Ministerinl meeting or
“on file.” This was also done when there were
special difficulties in deciding a case, such as dis-
agreement about the availability of capacity for
licensing, questions involving revision of Plan
targets or disagreement about the soundness of
the scheme. Occasionally, when no  decisions
could be arrived at through these latter proce-
dures, the cases were brought back before the
Licensing Committee. The State CGovernments
also brought up for consideration schemes
which in their opinion deserved favourable
consideration but had been recommended for
rejection by the Sub-Comniittee or by the
Ministry concerned under delegated authority.
Under the Rules, if certain conditions are to be
attached to the licence or the licence is to be
refused, the applicant has to be 2iven an oppor-
tunity to state hig case hefore a decision is taken,
Furthermore, in cases where a licence is refused.
the applicant has to be informed of the rcasons
for such refusal

It is rather extraordinary that the Licensing
Committee could many times dispose of 20 to 30
applications in the course of one hour.

3.36. Letter of Infent.—The Rules prescribe
that an application for an industrial licence must
be disposed of within three months. The Swarm
nathan Committee recommended that the limit
should be brought down to six wecks. In prac-
tice, however, few applications have been dis-
posed of within three months, Because of this
delay involved in disposing of applications, it
was thought that some kind of an official indica-
tion of Government’s intention should be mads
available to an applicant at the earliest possibly
date to enable him to procced with neegotiations
for foreign collaborations as well as financial
assistance. Until 1959 a practice prevailed under
which a Condition Letter was issued which pro-
vided an indication that Government would grant
a licence provided certaip conditions were
satisfied. The conditions .related to matters
like arrangements for import of capital

T (26) ibid ; Rule 2(i)

goods and availability of foreien  exchange
for payment therefor, proposals for foreign
collsboration and methods of raising capital,
After 1959 the practice of Issuing Condition
Letters was discontinued. It was decided that
once a proposal was accepted from the point
of view of the capacity to be created, the indus-
trial licence should be issued straightaway leav-
fng it to the entrepreneurs to tuke up other mat-
ters separately with the respective  authorities.
The result of this was that the gap between the
issue of licence and the anproval of other related
steps increased and a number of  licences re-
mained unimplemented for long.  The Swami-
nathan Committee recommended the issue of a
Letter of Intent which was  practically the same
as the former Condition Letter. Government
introduced from February 1964 the 1ctter of
Intent. A The Letter of Intent specilics the time-
limit within which certain steps have to be taken:
if this is not done, the Lctter of Intent aute-
matically lapses, unless the applicant requests
for an extension of time-limit and the gequest
is agrced to.

3.37. Cownditiong Attached to Ticences.—The
issue of an industrial Ticence is usnally subject to
certain conditions. The two conditions common
to all licences are rolating to the  ‘effective
stens” and  imnlementation. Time-limits  are
prescribed for both,  The term ‘cffective sten<’
is defined in the Rules as meaning one or more
of the followine :

(a) that 60 per cent or mare of the cani-
tal fesued for an industrial undertak-
ing which is a public comnunv within
the meaning of the Indian Componics
Act. 1913 (VIT of 1913) hag been

paid-up;

{h) that a suhstantial part of the Iactory
building has bcen constructed.

(c) that » firm order has heen pliced for

a snbstantinl part of the plant and
machinery required for the wunder-
tuking 28

It would be relevant to mention that though it
was specifically brought out in the Sceond Five
Year Plan that a better definition of the ‘efec-
tive steps’ should be evolved, no steps to bring
about the improvement were tiken. The term
‘implementation  of a licence' is not  defined
gither in the Act or in the Rules. Nt in view
@D the condition attached to the Veences that
e installed  capacity  shall not  exeeed the
licensed  eapacity, a licence ig taten to  have
been implemented, if the licensce b installed
machinery and cauipment, the rated capacity of
which is not less than the licensed capacity. Tt
should be noted, however, that no  critena re-
latinz to actunl production has bheen insisted
upon in examining the implementation stitus of
a licence.



3.38 In the case of certain industrial licences,
other conditions specific to the licences are also
attached. The most common ones relate to
arrangements for foreign collaboration and capi-
tal goods import to be approved by Govern-
ment. There were also cases where doubts
were expressed about the advisability of Gov-
ernment undertaking foreign exchange comunit-
ments involved in their approval, or there were
objections because of their low priority in the
Plan. In such cases, conditions regarding obli-
gatory export of a certain proportion of produc-
tion over a certain period of time were attached.
In other cases, where a part of the product was
supposed to be available for non-captive con-
sumption, usually by competitors of producers,
obligatory sale of a certain proportion of output
at reasonable prices was also made a condition.
More recently, the Ministry of Law has ex-
pressed an opinion that once the licence had
been implemented, ie. the required capacity
had been created, the licence could not be
revoked because of the non-fulfilment of any of
these conditions, ™

3.39. Follow-up.—The Rules prescribe that
a licensee shall submit a return (called the ‘G’
Return, because of the lettcr designating  the
form) which was designed to indicate the pro-
gress made towards the implementation of a
licence. The return was to be sent half-yearly
until the licence was impleamented. The return
was to be sent to the progressing authorities
such as the DGTD, the Textile and the Jute
Commissioners, the Coal Controller and the
Iron and Steel Controller and the Department
of Petrolenm in their respective fields, The
progressing authorities were expected to scruti-
nise these returns and to initiate action for the
grant of extension or for revocation licences
remaining unimplemented without reasonable
cause.

3.40. We have found that in practice the
system of receiving, maintaining, scrutinizing
and initiating action on the basis of these returns
in the different progressing authorities varied
widely. One common factor in all is that thcre
i no reeular and svstematic follow up of the
implementation of licences, Mainly because of
this inadequacy, our attempt to obtain data
about the state of imnlementation of licences
met with considerable difficulties.

3.41. The Act provides that if Government
is satisfied that a licensee has. without reason-
able cause. failed to take ‘effective steps’ for
implementing an industrial licence or to establi
the undertaking within the time specified, th
licence may be revoked. Bcefore exercising this
power, Govcrnment has to eive an opnortunitv
to the licensee to state his case. The other
npossihilitv, of course. was that the licensee
could himsel! surrender the licence, if he found
that for any reason he could not implement it.
Licensees sometimes preferred to  surrender
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licences, which they could not implement, rather
than allow these to be revoked.

3.42, Foreign Collaboration.—As mentioned
carlicr, the 1948 Policy Resolution had en-
visaged that every individual case of foreign
capital participatton would be scrutinized by
Government. Subsequently, the Prime Minister
made a statement in April, 1949, in the legis-
lature, explaining that the object of regulation
should be the utilisation of forcign capital in a
manner most  advantageous to the country.
Indian capital needed to be supplemented by
foréign capital not only because national sav-
ings would not be enough for the rapid develop-
ment of the country, but also because in many
cases, scientific, technical and industrial know-
ledge and capital equipment could best be
sccured along with forecign capital. Conditions
for the approval of foreign collaboration were
generally indicated. The principal such con-
dition was that, as a rule, the majority intercst,
ownership and effective control of an under-
taking was to be in Indian hands; but, exceptions
might be made on merits in the national interest.}

3.43. While it is not necessary for us to go
into details of the procedures adopted for the
approval of forcign collaborations it should be
mentioned that the issue of an industrial licence
was many times held up or even if the Jicence
was granted its implementation could not pro-
ceed further unless Government approved the
terms of foreign collaboration, The authority
which was principally involved in approving
foreign collaboration was the Ministry of
Finance (Dcpartment of Economic Affairs).
Certain powers were delegated to the erstwhile
Ministry of Commerce & Industry regarding the
approval of collaborations. There was also an
Inter-Ministerial Foreign Agreements Committee
set up in January, 1959, under the Chairmanchip
of the Secretary to the Ministry of Commerce and
Industry (later the Department of Industrial
Development). Collaboration not covered by
the delegated powers wcre considered by this
Committee. Later in March 1963, a Nego-
tiating Committee was set up, presided over by
the Cabinet Sccretary for conducting negotia-
tions in collaboration projects costing over
Rs. 5 crores. These Committees have now been
replaced by a Foreien Investment Board from
November, 1968. Important cases have to go
to a Cabinet Committtee.

3.44. Capital Goods Imports.-——The import

of all commodities has been subject to control
in India from the Second World War period.

After the institution of Industrial licensing undor

the IDRA. a copy of the industrial licence was
cndorsed to the Chief Controller of Tmnorts
and Exports and thercafter only a limitcd
scrutiny was made reearding the issue of import
authorisation for capital eonds -cquired by the
licensee. From the beginning of the Second
Five Year Plan, the Licensine Committee
began to give some attention to the imports of



capital goods and equipment that would be in-
votved 1n the implenmentation of licences, It was
dectded that pretergnce should be given o pro-
-Jects (1) involving the use of indigenous plant,
equipment and raw materials, (ii) which would
earn foreign exchange by producing exportable
articles (i)} which would save foreign cxchange
by the production of articles which weuld
otherwise have to be imported; or (iv) for
which imported equipment could be procured
on deferred payment terms or—pn the basis of
toreign loans or investments, As the lorcign
exchange difliculties increased;”a special proce-
dure for the import of capital goods was consti
tuted in January, 1957. icences for such
.lmports were to be examined by a new
committee cailed the Capital Goods Committee
which consisted of the rcpresentatives of the
Department of Economic Affairs, the Planning
Commission, the Department of Company
Affairs, the Chief Controller of Imports and
Exports and the Ministries concerned with the
Scheduled Industries, with the Chairman of the
Licensing Committee as the Chairman. To
reduce the burden of work on this Comunittee,
another committee (curiously knowp as the
ad hoc Capital Goods Committee) was formed
under the Chairmanship of the Chief Controller
of lmports and Exports. This latter Committee
is concerned with proposals for Imports pot
exceeding Rs. 20 lakhs in value from rupee
payment arcas and imports from other arcas up
to Rs. 5 lakhs in value, Other cases of capital
goods import have to be approved by the Capital
Goods Committee,

3.45 Licences for capital goods imports are
not gran unless the applicant possesses a
valid industrial licence, The DGTD plays an
important part in advising on applications for
import licences especially from what is called
the ‘indigenous’ angle and also regarding the
essentiality of plant and equipment for imple-
menting the industrial licence granted. Various
conditions are involved in the grant of a capital
goods licence and the policy regarding these
has been varying from time to time, according
to the availability of foreign exchange and
credits and other changing conditions. In
addition to the general priorities laid down in
1956 as mentioned above, a list of ‘priority’
industries to serve as a general guide to capital
goods imports was also drawn-up in 1962. This
included 21 industries from steel forgings and
castings to rayon grade pulp and cotton textile

machinery.

3.46. The result of thesc special provisions
for foreign collaboration and capital goods
import authorisation has been that, in effect, the
scrutiny relating to these two aspects has come
to be an important part of thg overall procedure
of the grant of industrial licences and  their
implementation. As mentioned earlier, adminis-
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trition of IDRA was the responsibility of one
Munistry and approvals to foreign collabotations
were auuumistered By another, a2, Ui MlLisury
of Finance. Approval tg wmpoit of capital
goods was considered in the Ministry deaung
with forcign trade- An attempt was made o
co-ordinate the various steps for fructiication
of an industria] project through the creation of
the Foreign Agreements Commuttee and  the
Capital Goods Commitice. Lhe Swanunathan
Comniitice attempted to deal with the problem
involved in these dillerent clearances by suggust-
ing that for what it called ‘key' industrics,
priority consideration should be given at all
stages, i.e. approval of foreign colluboration
terms, consent tp Issue of Capital, the
authorisation of capital goods import and the
grant of industrial licence. This proposal was
found not to be practical because c¢ntrepreneuns
many times could not submit all the proposals
simuitaneously. It was, therefore, recomended
that proposals for any of the clearances should
be considered as and when the applicalions were
received,

3.47. Location ! and Licensing.—Right from
the time of the introduction of the Bill in 1949,
it was contemplated that the licensing provisions
of the IDRA would be used for controlling
locations of new industrial units, This uspect
came to be jncreasingly emphasised in consider-
ing licence applications. While it was realised
that the applicant entreprencur would himself
consider what would be a good location from
the cconomic and technical points of view, the
licensing authorities had to keep in mind
availability of raw materials and alsg facilitics
like power, transport and water. In considering
applications for industries like sugar, paper or
cement, special attention had to be piven to the
availability of raw materials and the State
Governments had to be consulted. The Railways
had to be consulted regarding transport and
the State Governments and Llectricity Boards
and, somctimes, the C.W.P.C. regarding avail-
ability of power. In the case of industrics, which
were not so raw-material-oriented, a view was
sometimes taken about the regional dispersal
and applications were accepted or othcrwise on
the basis of the pattern of regionul dispersal
that was contemplated. Such attempts were
made in the case of bicycles, electric fans and
furnaces, paints and varnishes, welding electrodes
and cotton textiles among others,

3.48, Shifting Licence—Under the IDRA the
location of the whole or part of an industrial
undertaking could not be shifted without obtain-
ing a licence for the purpase.  As applications
for shifting of location from one State to another
were found invariably to give rise to intcr-State
disputes, the Licensing Committee suegested, in
1956, that when a licensce wanted a chanpe of
location from one State to another before taking



eifective steps’, he may be asked to surrender
the licence alrcady issucd and apply afresh for
the new location proposed by him. In 1960,
it was further sugucsted that where  there was
agreement among the concerned States, the appli-
cation for shifting could Dbe decided without
reference to the Licensing Committee, and that
cases where there was disagreement should be
considered only at the meetings of the ({ull)
Committe=, when the State Government represen-
tatives would be present,  Further guidelives
luid down by the Committee in 1961 were as
follows;—

(a) Any tendency on the part of licensecs
sceking charge of location to create
conditions of unhealthy competition
amongst different States should be dis-
courazed.

(b) Requests for change of location on
genuine technical grounds or  for
reasons of economy should be consider-
ed sympaihetically,

(c) Where location has been a mnecessary
ingredicnt in granting an industrial
licence, the application for change
should ordinarily be turned down =and
the applicant should be asked to submit
a fresh application for 3 new under-
taking.

.49, Transfer of Licences—The Rules pro-
vide for a change in the name of a registered or
licensed undertaking being endorsed by Govern-
ment.  In 1961, Government decided that
changes in the, name of ownership should not be
approved without scrutiny by scnidr oflicers so
us to discourage the practice of traificking in
liccnces. Regarding request for change in the
name of an industrial undertaking yet to  be
established, Government's instructions are to
make sure that the company to whose namne the
licence is soug™it to be transterred has as its
promoters the same persons as those who ap-
plicd for the industrial licence or that they are
at least not altogether different from the origina)

applicants.

3.50. Banned Free and Merit Lists.—As men-
tioned earlier, in order to expedite tne dispesal
of licensing applications especiaily in view of the
increased tempo of devclopment envisaged dur-
ing the, Third Five Year Plan, it was decided in
December, 1959, that applications for licences
for certain products should be disposed of by
the concerned admimistrative  Ministrics without
rcference to the Licensing Committee.  Two
such lists came into use. One was the ‘Free
Licensing’ list in which licences could be issued
hy the administrative Ministries themselves, This
included items for which considerable increases
in capacity were envisaged and, therefore, there
was sufficient scope for licensing at that stage.
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The list was revised from time to time, It was,
however, found that this approach had ied to
the grant of licences to pariies who were got
adequately prepared for their implementation,
and the result was a large number of revoca-
tions. The ‘Free List” was therefore abolished
from December, 1962,

3.51. The ‘Banned List’ included items licens-
ing applications for which could be rejected by
the administrative Ministrics without reference to
the Licensing Committce.  From December,
1962, the applications recommended for rejec-
tion by the administrative Ministries were consi-
dered by a small Sub-Commitiee of the Licens-
ing Committce, called the Rejection Committee.
The list of ‘banned’ items with changes intro-
duced from time to time continues in operation.
The list is expected to include items for which
additional capacity is not necessary or feasible.
It should be noted, however, that inclusion of an
item in the banned list does not necessarily mean
that no licence is issued for that item. If an
application for such an item has some special
features, it can be considered on merit at the
discretion of the Licensing Au norities, Some-
times the ‘ban’ applies only ty pew unitg but
not to ‘Substantial Expansion’,

3.52. The Swaminathan Committee recom-
mended that, in addition to the list of ‘banned’
items, a list of industries which should be
licensed on ‘merits' sihould also be published
periodically, the idea being that such a lJist would
provide an indication to entreprencurs regarding
the areas in which further licensing was consider-
ed appropriate, A study of the changes in the
list indicates that in the case of certain items
there have been somewhat frequent changes.
The attached chart illustrate this with reference
to some products.??

3.53. Another classification recommended by
the Swaminathan Committee and accepted by
Government was regardinog ‘key’ industries. This
category was intended to include industries that
were 1mportant for the promotion of self sus-
taining industrial growth or those in which there
were shortfalls in the effective establishment of
capacity for the attainment of the plan targets.
The Committee suguested a list of such indus-
lries but observed that the list was by no means
exhuustive and was intended to be [or immediate,
practical use. Other important industries such
as aluminium, copper, zinc, lead and tungsten
carbide were feft out, as these would 1equire
special ad hoc treatment for various reasons such’
as availability of raw materials, requirements of
large power resources and the need for creating
capacity through expansion of existing units
rathcr than through licensing of new units. It
was, therefore, envisaged that the list of ‘key’
industries would have to be reviewed from time

€27) See Chart at the end of the Chapter,
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to time. A few additional industrics were re-
commended by the reconstituted Industrics De-
velopment Procedures Commitiee for inclusion
as "Key’ industrits in 1966, As menrioned
carlicr there was also a list of ‘Priority’ industrics
rclating  to  capital goods  imports, The
earlier, Swaminathan Committee mentioned the
‘Priority’ industries also, Special accelerated
procedures  of disposal were to be used for
applications “oth 1 respect of 'Key’ industries
and ‘Priority’ indusiries. With the very large
number of industries that were mcluded n
these two categories, it does not seem as if any-
thing very signuicant by way of acceleraticn was
achieved as a result of these lists.

3.54. Exeption from Licensing.—It has been
mentioned above that provision was yade by an
amending Act for Govermment ‘o decide the
areas in the Scheduled Industries where the
provisions of the Act would not apply. In the
beginning, the idea was that small-scale indus-
tries, even if operating in the area of Scheduled
Industries, should be excmpted from the provi-
sions of the 1IDRA. That was the reason why
an exemption limit of Rs. one lakh of capital
investment had becen provided in the original
Act. Between 1953 and 1960, all undertakings
which satistied the criterion of a ‘factory’ was
subjected to the provisions of the Act. In
1960, Government exempted from the licensing
provisions of the Act all industrial undertakings
in the Scheduled Industrics which employed less
than a hundred workers and whose fixed assets
did not exceed Rs, ten lakhs in value. In 1962,
the exemption was made applicable to all under-
takings with fixed asscts pot exceeding Rs, ten
lakhs in value irrespective of the number of
workers employed. The coal industry and sub-
sequently the vanaspati and roller flour milling
industries were also excluded from the
exemption, as it was apprehended that small
uneconomic units might be set up in the first
instance and this might lead to difficulties later
on.

3.55. The excmption limit was raised further
in 1964 to units with fixed assets of Rs. 25 lakhs
in value on the ground that such units necd not
be subjected to the detailed scrutiny involved in
licensing. ) At the same time, the capacity
requireménts as well as the foreign exchange
implications, if imported plant and equipment
was required, were to continue to_be examined
by the Capital Goods Committee. In addition to
coal, vanaspati and roller flour milling, some
other industries w2re also kept out of this new

exemption limie,  These included textiles manu-
factured, produced or processe] from  power-
looms, oilsced crushing, leather and matche

3.56. De-licensing.—The demand for remov-
ing certain industries from Ui requirements ol
industrial licensing had been put forward by many
quarters, especially the spokesmen of the private
sector industry. Frime Minister Lal Bahadur
Shastri suggested, whilst speaking in the Lok
Sabha, the need for minimising~the scope ot
various controls on industry.®*® The Rcconsu-
tuted Industriecs Development Procedurces Com-
mittee observed in its report submitted in 1966
that “under the existing procedures, a very large
volume of work is thrown on the Licensing
Committee. .. .one of the ways through which
delays can be reduced to the minimum would oe
by reducing the load of work 9n the Directorate
Genera] of Technicul Development and on  the
Licensing Committee. . . .this could be achicved
inter-alia by relaxing controls to the maximum
possible extent, retaining only those which are
essential for the implementation of plans and
policies. . . . gencrally speaking, industrics which
do not involve the import of capital goods or
of raw materials should be exempted from the
licensing provisions of the Act by the issue of an
exemption notilication under Scection 29B(1) of
the IDRA. ) It should, by and large, be Iuft to
the econofic judgement of the entreprencur to
decide whether or not he will cnter ihese ficlds
and make an investment and to what extent,
In these fields the targets luid down by the
Planning Commission would serve as indicative
targets and as a factor to bc considered by the
prospective investor in his asscssment of demand
and other economic data. ... d'n sclecting and
omitting the indusfrics to be recommended for
decontrol,. . . .account should be taken of the
position that the licensing of industrics under the
IDRA is used and is intended to be used as an
instrument for promoting and giving a mcasure
of protection to the small-scale sector ang to the
co-operative sector in certain ficlds.™®  As a
result of ail these discussions and recommenda-
tions, Government announced in May, 1306, a
list of industries which were cxempted from
industrial liccnsing provisions under the Act.®®
This list was supplemented further in July, 1966,
and again in November, 1966. The considera-
tions stated to be important in the dclicensing
decisions were that in the context of somewhat
sluggish investment by the orivate scctor, it was
important that all legitimate encouragement
should be given to the spcedy sctting up of

(28) Lok Sabha Secretariat ; Lok Sabha Debates (Third Series); Volume XLIV, 1955; August 16to August 30, 1965 ;

PP. 2042-2043.

(29) Government of Inida, Ministry of Industry; [Report of the Reconstituted Industries Development Procedures

Committee. .
(30) The Minister for Industrial Development

to streamline the licensing procedures, it cannot _
«Tnough efforts have been made to str 1 e o P the establishment be demed thut the system

bic to eliminate the licensing requirements’ —gide Rajya Sabha

of licensing inevitably involves some delay.
in industries in respect of which it Is practica

in his Statement in the Rajya Sabha, on the gth Mav, 1966, stated !

be demied thut the svstem

Secretariat, Rajya Sabha Debates, Fifty-sixth Session, Vol LVI; Nos. 1-13 ; pp. 790-792.
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further capacity, particulatly in the ‘Priority’
hields. It was also thought that  delicensing
would help create additional capacities in the
next Plan period and increasc the export poten-
tial of the country. In ali, 41 industries have
been delicensed upto May, 1969,

3.57. Registration.—Licences under the IDRA
are required only for Scheduled Industries with
a capital investment above the exemiption limit.
Even in the Scheduled Industries, there are indus-
tries which have been dclicensed, i.e., any unit
in these industrics is cxempt from the licensing
provisions of the Act. All such units however
(except those which belong to the small scale
sector, i.e, with capital investment in plant and
machinery not exceeding Rs. 7.50 lakhs in
value) are required to be registered; so also ail
the units with capital investment above Rs, 7-50
lakhs in the non-scheduled industries. Registra-
tion was devised as a less rigorous measure than
licensing. What was apparently intended was
that such units may be freed from the rigours of
the licensing system, the process of registration
being devised mainly for statistical purposes and
therefore expected to be almost automatic.
Even for units requiring imports and allocations
of scarce materiais, registration was thought of
as a device to help rather than control.

In effect, it scems that registration has almost
come to be as rigorous as licensing. An appli-
cation for registration is scrutinised in the
D.G.T.D. on the same lines as a licensing appli-
cation and, while formerly the decision about
registration at least was taken in the administra-
tive Ministries concerned, subsequently the prac-
tice developed of the application being referred
to a Committce the personnel of which is the
same as that of what is called the Rejection
Committee in the licensing procedure. If im-
ports of capital goods are required the appl-
cations are processed in the same manner as any
capital goods application. If foreign collabo-
ration is involved, the applicant for registration
is granted a Lctter of Intent and formal registra-
tion is done only after the tcrmg of collaboration

have been approved. Thus, registratien is nei-.

ther automatic nor optional. There is practical-
ly no diffecrence between the ways in  which
registration and licence cases are handled, both
being judged on the same criteria regarding prio-
ritics, demand, installed capacity, regional dis-
tribution and import requirement. The proce-
dures poverning both are almost identical except
that the “Rejection Committee™ takes the role of
the Licensing Committce. As has been well
put, “if it (registration) represents a relaxation
of control over industry, the benefit is at best
purely  psychological.”'  Furthermore, this
elaboration of the registration procedure has in
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ellect not only reiitroduced licensing  for  tie
recently delicensed and exempted industries and
industrial units, but it has, in effcet, also elimi-
nated the distinction between scheduled and
non-scheduled industries, thus making all indus-
tries subject (o the sama process as laid down
under the IDRA. This was pointed out to Gov-
ernment by the Study Team on the D.G.T.D.
in its Report submitted in 1966.%*  Government
does not seem to have taken any decision or this
matter till now.

Diversification

3.58. In order to pive more freedom to under-
takings from licensing controls, a relxation sug-
gested was regarding diversification of ‘'produc-
tion. In May, 1960, it was decided to issue
licences straightaway in cases where new articles
were proposed to be manufactured through diver-
sification and without any addition to plant and
machinery or additional foreign exchange for
raw materials and components.  From June,
1960, till February, 1963, licences were also
authorised to be issued straightaway in cases
where additional production could be achieved
with only additions of balancing plant and
equipment not exceeding in value 10 per cent
of that of the alrcady installed machinery or
Rs. 2 lakhs, whichever was less.  1n July, 1965,
it was further decidzd that industrial units in the
engineering field could diversify their production
provided no additional foreign exchange was
required, the items to be, manufactured were
not such as were on the ‘banned list’ or reserved
for the small scale sector and that such diversifi-
cation did not lead to any substantial reduction
in the production of items already licensed. In
the non-engineering industries, diversification was
permitted in some specific cases where a licensee
having a capacity for one item was permitted to
produce a specifiz rtclated item, A general
Notification, provided that free diversification was
permissible, if—-

(i) no additional plant and machinery was
installed except minor balancing equip-
- ment produced indigenously;

(i) no additiona] expenditure of foreign
exchange was involved;

(iii) the number or quantity of new articles
produced or manufactured did not ex-
ceed 25 per cent of the total pro-
duction; and

(iv) the new article or articles to be pro-
duced or manufactured did not in-
clude any of the items reserved for
small-scale industry.

3.59. The licensed capacity of the under-
taking was intended to prescribe the maximum

(31Y Gavernmant of India. Ministry of Industry & Supply Report of the Study Team on Directorate General of
Technical Developmeant, Part 11 (Delhi, 1966); p. 43.

(32) ibid, p. 44.



output that the licensee c¢ould produce urder
the licence, If the licensee found that he could
produce more than the licensed capacity, he was
thged to obtain a ‘substantia] expansion’
licence or a mew article licence, The provision
for diversification made a dent in this respect as
far as new articles were concerned.  As regards
the creation of capacity above what was
licensed, we have observed that in a number of
cases licensees not only created capacitics much
beyond what was licensed, but even obtained
indirect Government approval for such excess
capacitics through  permission to 1mport raw
materials or by obtaining allocation of scarce
raw materials on the basis of actual production
or production capacity rather than licensed
capacity. A recent study by the Estimates
Committee has brought to light how Govern-
ment has taken a very lenient view of the crea-
tion of capacity much beyond what was
licensed.®® Information furnished to us by
the Dﬁlg indicating cases where the actual
capacity is nmuch beyond the licensed capacity
provides further evidence of the gradual eroston
of the control expected to be exercised by indus-
trial licensing over the greation of capacity in
diffcrent industries.*

3.60. Concept of Capacity—The concept of
capacity remained undefined for many years.
There ate difficulties regarding the concept it-
sclf. It was pointed in the First Five Year Plan
that “Rated capacity is n compicx technical
concept which should take into account the
design of the plant, the number of shifts pet
day in the case of plants adopting batch or dis-
continuous processes and the number of work-
ing days per annum. Rated capacity has also
to take into account the balunce betwecn the
different sections in a given unit, the age of the
plant and its condition. There have been no
expert technical surveys of rated capacity In
various lines so that estimates of the divergence
between rated capacity and actual production
have to be used with caution. In view of the
importance of more precise assessment of the
existing position and future possibilities n this
recard, it is desirable to initiatc surveys of
rated capacity through compctent and unbiosad
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3.61. Following this, the Licensing  Com-
mittee decided in July, 1961, that vproduct-m
capacity in cngincering industries should be
reckoned on the basis of double shift ‘epcrat'mn
thoueh in actual application the position mls_:ht
vary from industry to industry. In 1962, *he
whole question was examined ofresh. Tt wae
nointed out that in view of the complexity ©

Sahha Statement: Fstimares Committec { 10AR-A
(17" Lok Sahha Sta T (O e,

in the Bartel industry in spite of its being on 1

(34) See Appendix IV-F.
(15) Government of Indin Pla
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the situation, the cxpression of capacities on
stuft basis was likely to give a mistcading pic-
ture wmch would have  no  relevance to the
practical condiions regarding production. It
was, therefore, decided that capacities in various
industries should be cxpressed on the oasis of
the maximum practicable  utilisation of plant
and machinery on an annual basis.  ‘This um-
form  procedure for expressing capacilics was
not vunly to be adopted for all future licences
but, in the casc of licences already issued, the

capucity licensed was to be revised on  this
basis.
3.62. In spitc of this Jdecision, it was  evi-

dently found difficult to revise capacities in the
case of licences alrcady granted.  In an Inter-
Ministerial meeting held in 1965 to consider
the procedure for expressing capacitics in the
industrial licences on a uniform basis, “it was
decided not necessary to re-assess capacity ol
individual units, What was required was 1o
assess the total instalied capacity in each indus-
try for the purposc of planning”, Rceassessment
of capacities in the industrial heences on a
uniform basis was impractical.  As a matter of
fact, a sample study that was undertaken at this
time in the unutilised capacitics in certain
industries scams to have come to the conclu-
sions that such capacitics were quite consider-
able in many industrics and that the cllective

capacity created was much larzer than  the
Jicenscd capacity.
3.63. It is apparent that the concept  of

capacity is by no mcans clear or unambiguous.
Not only arc there difficultizs regarding the
possibility of multi-shift opcrations, but there
are also difficulties regarding the capacities of
different sections, as it is unusual for the capa-
cities of all sections in a wnit to be perfectly
evenly matched. A distinction has also to be
made between technically feasible capacity and
capacity that is economically worthwhile cx-
ploiting from the point of vicw of the e¢ntre-
prencur. The latter would be usually less than
the former as there woulgd alwavs be a possibility
of stretching the production of some units even
thourh costs would thereby go up. There
would also be the possibility of some unils
aormallv workine in another line of production
h-ing ahle to shift to a new line, if the hivher
n-ice of the new linc makes it worthwhile for

them to do so.

3.64. To all these complexitics of the concept
itcelf. others were added in the procese of
dacision-making.  There docs not seem to have
bern anv clarity about what assumptinas were

o) Eiehtv Fifth Report ; “Recogrition of additioral carrc'ry

rring Commissien s Fipst Five Vear Thr 31,432,



to be made about the possibility of sub-contract-
ing, i.e. buying certain part; or getting certain
processing dong from an outside unit. There
was also no clarity regarding the purposes and
the extent to which standby equipment was
necessary. Somctimes, enough equipment for
standby purposes was sanctioned to enable a
plant to cnlarge its capacity by a very large
proportion, It is necessary to emphasise these
'peculiaritics about the concept of capacity as the
concept played an important part in the process
of licensing.

3.65. Targets and Industrial Licensing,—By
the time the provisions of the Industries (Deve-
lopment And Regulation) Act came to be en-
forced, the First Five Year Plan was already
in operation. The Planning Commission had
alrcady indicated the priorities for industrial
development within the Plan period and these
were accepted as providing the basic guidelines
for licensing policy under the Act. This practice
continued ‘and the licensing authorities attempt-
ed to pursue, through licensing policy, the
objectives and priorities set out by the Planning
Commission, The Planning Commission itself,
however, had pointed out the limitations regard-
ing the priorities set out in the Plan documents.
“It may be pointed out finally that the order of
prioritics. .represents only in a general way the
approach to be adopted to the problem of
directing the flow of investment along various
lines in the period of the Plan. In the nature
of the case, no statement of priorities can be
all inclusive or final. It might be necessary, for
example, even in fields where existing capacity
is gcnerally held to be adequate, to permit in-
vestment on projects based on new techniques
which might bring down the cost of production
and stimulate domestic demand or exports. In
such cases, the availablity of raw materials
must be carefully assessed and the sanction
for investment should be preceded by a careful
examination of the various related aspects of
the industry in question. The licensing pro-
cedure prescribed under the provisions ol the
IDRA should ensure an impartial consideration
of all the issues involved in a substantial ex-
pansion of existing units or establishment of
new ones. To a great extent, each concrete
proposition for investment that comes up raises
a variety of considerations and is likely to
secure high prioritv on certain grounds and
relativelv low priority on other grounds. so that
the problem always is to decide as to the
relative weirhts to be attached to various consi-
derations. Nevertheless, the considerations and
prioritics set forth above would, we consider.
ensure a balanced allocation of resources as
between different industries, and it is in the
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light of these that investment decisions should
be taken,"3¢

3.66. The broad objectives of the three
Plans with their changing emphasis have
already been indicated earlier in this Chapter.
In the industrial sector ijtself, the First Plan gave
priority to the creation of mew capacity mainly
in the producer goods industries and the satis-
faction of more consumer goods demands
through better utilisation of existing capacities.
The low priority to be given to the conswner
goods industries except for special reasons such
as export possibilitics continued to be a theme
of the Plan documents, The Second and the
Third Plan documents, as was ©obvious from
their basic objectives, gave high priority to the
development of metallurgy, mining and machine-
building. The Third Plan even indicated that,
if resources were inadequate for the attainment
of all the targets, the targets in the consumer
gocds industries and in the low priority indus-
tries would have to be sacrified for ensuring the
attainment of the targets of high priority indus-
tries. The statement assumed a degree of
clarity about the targets and the use of instru-
ments”like licensing, which was far from being
in accordance with reality.

3.67. From the Second Plan onwards, we
find targets being set for a number of industries
both in terms of capacity to be created and pro-
duction to be achieved. The approach under
the Second Plan, however, was that the indus-
trial targets “must not be treated as fixed and
immutable, still Jess as setting ceilings to deve-
lopment under different industries.” In that
sense, the approach to the use of targets was
modest. In practice, especially after the foreign
exchange crisis of 1957-58, the targets began
to be accepted as setting ceilings for develop-
ments—and licences began to be refused on
grounds of there being no scope for further
devclopment. Further, because of special
foreign exchange scarcities, an additional factor
entered the setting of targets and priorities, viz.,
where an applicant could obtain foreign ex-
change for meeting his requirements, which
would be in addition to the foreien exchange
available to Government. The shift in em-
phasis was more marked in the Third Plan,
when the importance of the targets was specially
emphasised and it was sugeested that “any
revision of the industrial targets would have to
be considered from the point of view of a
totality of circumstances including foreign ex-

change, domestic resources, transport, power
supply and trained personnel as well ag the
priorities laid down in the Plan”. The sytsem

of licensing was related to this approach,

{36) Government of India; Planning Commission, First Five Year Plan; p. 427.

[

(37) Govz=1msnt of India; Planning Gommission ; Programmes of Industrial Development, 1961-F6 ; ., i,

(38) l'Li.



3.68. The distinction between capacity target
and output target and the recognition about the
importance of gestation periods in certain in-
dustries led to some further modifications in the
use of targets for licensing decisions, One was
that licensing was undertaken in advance of the
formal finalisation of Plan targets and this was
justified on the plea that such action would
make it possible for at least a part of the new
capacity to be available within the Plan period
itself. This approach was, however, not worked
out systematically. A distinction between capa-
city target and production target was appro-
priate. It was also proper that the actual
capacity licensed should be higher than the
capacity target to allow for a certain proportion
of the licences not being implemented. But
what these margins should be remained any-
body’s guess. It was not difficult for special
pleadings to be put forward one way or the
other for supporting or objecting to particular
applications,

3.69. Not all targets were laid down by the
Planning Commission.,  Some targets were
worked out by the Working Groups or by the
Ministrics and other agencics for consideration
Yy the Planning Commission as the basis for
its overall industrial targets. Others werc
subsequently sct by the D.G.T.D. or other con-
cerned agencies on the basis of the overall tar-
gets provided by the Plan. To some extent,
the targets were also capable of being revised
during the Plan period, if nccessary. We find
that this was done not only because of the
special conditions created after the C_hmese
aggression but also in case of particular indust-
ries on the initiative of the Development Coun-
cils or individual entreprencurs, A distinction
could be made in this between demand-deter-
mined and supply-determined targets. In the
case of low priority targets like artificial fibres,
for example, the Planning Commission ordi-
narily preferred a supply-determined target, and
this was low because of the shortage of a
crucial resource, namely, foreign exchange.
On the other hand, the producers preferred
demand-determined targets, ‘because of the
possibility of making good profits. As a result
of the demand of industry, rethinking on tar-
gets did take place in such cases, 'though
industry did not always succeed in getting the
targets revised. Automobiles is a  good
instance,

3.70. A further point regarding the setting
of targets that should be briefly mentioned is
that the targets sct by the Planning Com-
mission were mainly based upon project-
tions of material balances for the fu_ture"based
on overall macro projections regarding invest-
ment, growth of incores and demand elasticity.
No one should have taken these as an adequate

39

basis for the actual creation of capacity in an
industry without much more detailed demand
studies as well as technological examinations
relating to the particular industry.  While in a
few industries this was done by special Study
Groups, Committees or individual Dirccto-
rates in the D.G.T.D., it docs not seem that such
care was taken in many industries, Many
entrepreneurs and Government authoritics seem
to have accepted the overall targets in the Plan
document as providing adequate support for
creating capacity, Some spokesmen of industry
pleaded beflore us that thdy created capacity
because of indications given in the Plan docu-
ments.  This approach to the use of Plan fizures
also nceds to be kept in view, when considering
the working of the industrial licensing system
during the period of our study.

3.71. Central Advisory Council —The IDRA
provided for the sctting up of a Central Advisory
Council for industrics for consultation in reeard
to problems relating to the administration of the
Act and oth¢r matters pertaining to the develop-
ment of the industry. The Advisory Council
has a Special Committee constituted under the
Rules for periodically reviewing the operation
of the licensing system. The results of the
review are submitted to the Central Advisory
Council. In practice, the Reviewing Commiittee
sccms to have concentrated on examination of
particular cases, especially when complaints were
reccived about the rcfusal to grant Jicenses,
rather than making any overall review of the
operation of the licensing svstem. The Agenda
Papers of the Reviewing Committee, howcver,
provide a very useful source of data on the
working of the licensing system. The Central
Advisory Council mectings, while devoting some
attention to the ovecrall problems of licensing,
have also not led to any sienificant impact on
the operation of the licensing svstem or any
thinking about changes or modifications in its
oncration.

3.72. Development Councils,—The other ins-
titution which was sct up under the TDRA was
the Development Councils for individual indus-
tries in the Schedule to the Act. Much was
expected of the Development Councils.  As
mentioned carlier, their creation was duc 1o a
recommendation made bv the Planning Com-
mission. In the First Five Year Plan, the
aporoach to the use of these Councils was des-
cribed as follows:—

“The major instrument envisaged under the
Act for establishing the nccessary
liaison between the public and private
sectors and for cnsuring that privale
industry conforms more and more to
the planned pattern of development is
the institution of Development Coun-
cils. The question of the devclopment
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and regulation of industries is not one
merely of how the Government should
cxercise certain powers, but of the
kind of machinery whiclr can work
from within each industry and help
bring about a steady improvement in
the standards of productivity, quality
of service and management. Such a
machincry should provide those in-
terested in industry, that is, the em-
ployers, the employees and the public
at large, a continuous opportunity to
make a dctailed study of the problems
of the industry including its various
constituent units, and to implcment a
programme of dcvelopment in confor-
mity with the needs of the industry
and the overall pattern laid down in
the Plan”, (*').

The Development Councils consist of represen-
tatives of owners of industrial undertakings,
employces and consumers in the concerned in-
dustry, and technical specialists and  experts.
The Councils are required to make rccommen-
dations regarding targets of production, co-
ordination of production programmes, norins of
cflicicncy, optimum u:lisaton c¢i  installed
capacity, better markeciing and distribution and
promotion of training and research relating to
the industry. In broad terms, the Councils are
meant to provide a forum through which think-
ing can develop on how to achieve increased
productivity and progress in the industry.

3.73. The Development Councils have not
fulfilled the expectations about the role that they
should play. It is true that they have Dbeen
consulted about the possibilities of development
in their fields at the time of formulating Five
Year Plans and they have some hand in deciding
the targets for industry within their own
ficlds. Sometimes, their dcliberations have
also influenced Government decisions about the
manner in which the additional capacities were
to be created, what part through substantial
cxpansion and what part through the sctting up
of new units. We have even come across cascs
where a detailed programm: -about how new
capacity should be created was worked out by
the Development Council—mainly in favour of
the existing producers, who were naturally better
represented on the Council—and this was larce-
ly followed by Government in its licensing policy
at that time. However, jt would not be wrong
to say that mostly the Devclopment Councils
have not been very cffective and have scrved
more for the purpose of general debates and the
hearing of individual rrievances rather than as
bodies which participated in development plan-
ning for the given industry.

3.74. Directorate-General of Technical De.w-
lopment.—The Directorate-General of Technical

Development (formerly called the Development
Wing) is the principal technical agency to advise
Government on matters relating to the paloning
and development of industries. Starting ag 2
small cell in the Directorate-General of Indus-
trics and Supplies, it was organised as a separate
unit under the Ministry of Commerce and
Industry in 1951. In the period between 1951
and 1962, it continucd to be attached to the
Ministry of Commerce and Industry. In 1962,
it was transferred to the Ministry of Economic
and Defence Co-ordination.  After having
been a separate Department for a short while,
it has recently been shifted back to the Ministry
of Industrial Development and Company Affairs
and its status, as an independent advisory agency
of the Ministry concerned with the administra-
tion of the IDRA, has thus been restored.

3.75. With the passage of thc IDRA and the
beginning of the First Five Year Plan, technical
advice on important aspects of industry became
increasingly important for Government and the
responsibility of this organisation, therefore,
mcreased rapidly.  From a  small group of
technical oflicers at the beginning, it has now
developed into a large organisation with specia-
lised directorates dealing with different industrics
or groups of industrics. It is responsible for
advising Government in matters relating to most
industrial ficlds except those for which separate
technical organisations have been set up.
Textile  industry is looked after by the
Textile Commissioner, the jute industry by the
Jute Commissioner and sugar and vanaspati

industries by separate Directorates in the
Department of Food. The Department: of
Petroleum and Iron and Steel have also
their own Technical Advisers. The coal

industry is looked after by the Coal Controller.
These industries are therefore, outside the
purview of the D.G.T.D. Regarding all
other industrics, it has not only to give general
technical advice to Government, but it has alse
tesponsibility for many other matters such as
giving advice on applications for industrial
ll_c:ences, imports ¢ capital goods and raw mate-
rials, keeping track of the implementation of
licences and collecting and compiling industrial
data relating to installed capacity and actual
production. The D.G.T.D. is also thc main
agency which assists the Planning Commission
in formulatine plans for industries and it assists
most of the Working Grouns that are set up by
the Planning Commission for that purpose. [t
14 also expected to work out detailed targets in
keeping with the overall tareets set by the Plan-
ning Commission, keep track of the actual deve-
lopments that take place in the industrial field
And suewvest corrective measures where nccessare

on the basis of its review of actual developments
and inplementation.

(39) Government of India; Planning Commission; First Five Year Plan ; pp, 24%4z5,



3.76. The working of the D.G.T.D. has becn
studied by a number of agencies(*"). We need
not therefore state anything further about its
organisation and functioning, except to point out
that detailed studies made by a Study Team into
its working indicated a number of inadequacics
of the organisation both on the side of personnel
and in its organisation and procedures. These
were bound to affect the organisation’s function-
ing in regard to licensing and related activities.

3.77. D.CSS.L.—Following the recommenda-
tions of the First International Perspective Plan-
ning Team in 1954, Government sct up in 1955
a Central Small Industries Organisation
(C.S.1.O.)) headed by a Development Commis-
sioner. Among its various other functions, such
as preparation of designs and drawings for small
industries, technical assistance to them demons-
tration of modern technical processes, the
conducting of training classes, guidance on
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mcthods of business management and technival
assistance on the development of ancillary
industries, the Organisation is also responsible
for udvising the licensing authorities on matters
connxcted with the proposals for the setting up
of or expanding capacity in the production of
items which are cither reserved for or could be
developed in small industrial units. On the
basis of the surveys and studies conducted by
it, reccomnendations are made for rescrvation
of items for the small scale sector including
those which can be developed as ancillary indus-
trics. With a large field organisation under it
and with close liaison maintained with State
Directorates of Industries as well as the Plannnig
Commission and the National Small Industrics
Corporation, the Organisation functions for the
small scale sector on lines similar to that of the
D.G.T.D. for the large scale sector. The Deve-
lopment Commissioner, Small Scale Industries,

is represented on the Licensing Committce as
well as its Sub-Committee.

(40) Lok Sabha Secretariat : Estimates Commitiee, 1960-61, (123rd Report, Scco;d Lok Sabha), (Delhi, 1962).

Government of India, Ministry of Industry and Supply : Report of the Study Team on D.G.T.D. (Parts 1
& II), (Delhi, 1965 and 1966). ppiy s Tep d ®

o Government of India, Administrative Reforms Commission : Report of the Study Team on Economic Ad-
ministration {Dethi, 1967).

) Lok Sabha Secretariat : Estimates Committee, 1967-68 (9th Report, Fourth Lok Sabha) on Industrial Liccns-
ing (Delhi, 1967).
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CHAPTER 1V

LARGE HOUSES AND INDUSTRIAL LICENSING

4.01. Three parts of First Term.—Qur First
Teum uf Reference has three distinct parts. We
are to inquire into the working of the industrial
licensing system in the last ten years with a view
to ascertaining: whether the Larger Industrial
Houses have, in fact, secured undue advantage
over uther applicants in the matter of issue of
such licences; whether the Larger Industrial
‘Houses have received a disproportionately large
share of such licences; and if they have, whether
there was sufficient justification for this.

4.02. Disproportionate Share.—The organisa-
tion of the industrial licensing system and the
manner in which it works has been explained in
Chapter 1. We have explained how the indus-
trial licensing system has come to cover the issue
of industrial licences, the authorisation of capital
goods imports and the approval of foreign
collaborations. We shall first examine whether
as a result of the working of the licensing system
the Larger Industrial Houses have received a dis-
proportionatety large share of industrial licences.
This part of our inquiry is based upon the analysis
of statistical data on applications received,
approved and rejected, for industrial licences.
capital goods and foreign collaborations.

4.03. Somec reference has already been made in
the Introductory Chapter to the difliculties faced
by us in compiling the data required for this
analysis. The sources from which the data were
collected, the methodology, and other problcms
that were faced and the manner in which they
were solved as well as the various detailed
analyses that were made are of considerable
interest. We however confine oursclves to in-
dicating a few principal points about the data
collected by us and provide summary tables
indicating the analyses and conclusions reached.

4.04. Basic Statistics about Licences—The
total number of industrial licences issued during
the period January, 1956 to December, 1966
was 10,016 and the number of applications
rejected was 7477. As explained in the pre
vious Chapter, the licences issucd were of five
types, namely, (i) New Undertaking (NU), (ii)
Substantial Expansion (SE), (iii) New Article
(NA), (iv) Carrying on Business (COB) and
(v) Shifting. Table I shows yearwise the
number of licences issued under the five cate-
gories. (Also see Graph 1V). It has alcady
been explained that the distinction between one
type of licence and another is not very clear
and therefore any type of licence can in practice
be classified under any other.

TAnLE 1

Type and Yearwise Distribution of Licences 1956-1966.

Sl Year Nu SE NA COB  Shifting Total
Na.
1 2 3 4 5 6 7
1. 1956 . e . .. 189 216 76 95 9 LLE ]
a. 1957 . . . . . . . 138 280 74 107 13 612
3. 1958 . - . - . . 112 243 10§ 208 9 677
. . . . . . . 17 322 267 29¢ 2t 1222
‘;, 1323 . . . . . . . 708 477 386 283 36 1890
6. 1961 . . . e . . e 516 428 318 87 39 1348
. 2 . . . . . . . 455 378 177 65 37 II1a
%. ?923 . . . . . . . 290 342 225 93 24 974
9. Jo64 . . . . . s . 143 456 128 46 13 786
. . . 121 28t 68 45 15 §30
y 5322 .. . - s s 113 178 fio 42 10 423
GRanDTOTAL . . . . . 3103 3601 1904 1366 226 10,199

NorE : Since somelicences combined more than one type of approval, the grand totals do pot tally with the number

of licences issued.



4.05. There were 179 licences which com-
bined two types—SE and NA or SE and COB
etc, There were two other licences where
three types were combined. For aggregative
purposes, we bave treated all types of licences
together, The type-wise break-up of licences
has, however, becn given wherever necessary.
There were some licences which related to more
than one product. The total number of multi-
product licences is 1,926, It should be noted
that because of certain technical limitations, we
have used data only regarding the main item in
multi-product licences. Qur data on licensed
capacity for diflerent products, to that extent,
are an underestimate.

4.06. The Industrial Licensing System has
three distinct and important parts, namely, (i)
consideration of a licensing application by the
appropriate Authority, (i) clearance of foreign
exchange for import of capital goods, and (i)
consideration of collaboration proposal. The
main sources of data for these dillerent parts of
the system have already been indjcated in
Chapter 1.

4.07. The Industry classification in our stati-
stical analysis is a little more detailed than the
one given in the Schedule to the IDRA, It is
common knowledge that though the products
are called by a varicty of names by the
applicants, many of them are essentially similar,
serve the same purpose and require the same
machinery, technical  know-how and raw
materials. For this reason it is neither necessary
nor possible to classify each and every product
according to the nomenclature mentioned in the
licences., We have therefore classilied the
applications re¢jected and licences issued mainly
according to the Industry classification con-
tained in the Schedule to the IDRA, as inter-
preted by the D.G.T.D. However, for some
categorics which cover a variety of products we
bave adopted a further break-up. As a result
‘of this, the licensing applications ~have been
classified under 235 heads as against 163 heads.
given in the Schedule to the IDRA. We have
followed a more detailed classification than
the one given in the Schedule to the IDRA
mainly in view of the need for greater care
regarding products for which collaborations
were approved or imports of capital goods were
considered. The product categories are broadly
similar ta those adopted by the MIC.

4.08. Classification  of  Licensees.—The
10,016 licences are shared by nearly 5,000
licensees.  For the purpose of examining the
distribution of licences, collaborations and
Capital Goods Committee approvals, as between
Large Houses and others, we have classified the
licensees in the following categories ;'

(1) 73 Large Houses:
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(it) Second lier of the Large Houses:
(iii) Large Independent Companies;

(iv) Other Foreign Companies:—This cate-
gory includes Indian subsidiarics of
toreign companics and branches of
foreign companies, (companies which
have been covered under the preceding
three categories are not inciuded here ),

(v) Other Companies:—All Indian compa-
nies not covered by the above tour
categornes; :

(vi) Individuals;—Those who  obtained
licences in their own names and did not
transfer their licences to some other
body and whose address as given in
the list of licences did not indicate
their association with any business en-
terprise;

(vil) Other Non-Corporate Bodies:—Partner-
ship firms and proprietary concerns
about which we could secure informa-
tion and also licensees whom we were
unable to classify under any one of the
above mentioned categories because of
lack of informtion;

(viii) Public Sector:—Government coiparnies,
statutory corpcrations and Government
departments; and

(ix) Co-operatives:—Registered under

: gl the
Co-operative Societies Acts,

Out of /3 Large houses and their Secoug Tier
concerns, licences issued to the 20 Larger Indus-
trial Houses and their Second Tier concerns
have been shown separately.

4.09. The classification of licensees under
different categories became somewhat time-con-
suming and ditficult, essentially beczyse of the
limited and incomplete information in the lists
of licences. In the case of ‘individuals’, the main
problem was that of deciding whether a particular
licence was issuea to the individual in his per-
sonal capacity or for some industrial concern
of which he was a representative, It was rela-

- tively easier to identify some of the individuals

who held important positions in the corporate
sector and were known for their association as
employees, directors or otherwise with particular
Industries Houses. But we came across a num-
ber of licensees’ who are unknmown in the cor-
porate sector, not having even = single director-

~ship in a public limited company. The addresses

as given in the list of licences were quite inade-
quate.” We' addtessed communications to jndivi-
duals who had obtaued licences so as to identify
them; but in a number of cases, our letters
were returned by postal authorities as wndeli-
vcrefl with the remarks: “addressee not trace-
able”. We were, however, able to clasify a fair

(1) Categories (i), (it) and (iii) have been explained in (:.Ihapter II.
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4.05. There were 179 licences which com-
bined two types—SE and NA or SE and COB
etc, There were two other licences wbere
three types were combined. For aggregauve
purposes, we have treated all types of licences
together, The type-wise break-up of licences
has, however, been given wherever necessary.
There were some licences which related to more
than one product. The total number of muiti-
product licences is 1,926. It should be noted
that because of certain technical limitations, we
have used data only regarding the main item in
multi-product licences. Our data on licensed
capacity for different products, to that extent,
are an underestimate.

4.06. The Industrial Licensing System has
three distinct and important parts, namely, (i)
consideration of a licensing application by the
appropriate Authority, (i) clearance of foreign
exchange for import of capital goods, and (i)
consideration of collaboration proposal. The
main sources of data for these different parts of
the system have already been indicated in
Chapter L

4.07. The Industry classification in our stati-
stical analysis is a little more detailed than the
one given in the Schedule to the IDRA, It is
common knowledge that though the products
are called by a variety of names by the
applicants, many of them are essentially similar,
serve the same purpose and require the same
machinery, technical know-how and raw
materials, For this reason it is neither necessary
nor possible to classify each and every product
according to the nomenclature mentioned in the
licences, We have therefore classified the
applications rejected and licences issued mainly
according to the Industry classification con-
tained in the Schedule to the IDRA, as inter-
preted by the D.G.T.D. However, for some
categories which cover a variety of products we
bave adopted a further break-up. As a result
‘of this, the licensing applications ~have been
Classified under 235 heads. as against 163 heads.
given in the Schedule to the IDRA. We have
followed a more detailed classification than
the one given in the Schedule to the IDRA

mainly in view of the need for greater care

regarding products for which collaborations
were approved or imports of capital goods were
considered. The product categories are broadly
similar to those adopted by the MIC.

4.08. Classification  of  Licensees.—The
10,016 licences are shared by nearly 5,000
licensees.  For the purpose of examining the
distribution of licences, collaborations and
Capital Goods Committee approvals, as between
Large Houses and others, we have classified the
licensees in the following categories :*

(i) 73 Large Houses:
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(ii) Second tier of the Large Houses:
(iii) Large Independent Companies;

(iv) Other Forcign Companies:—This cate-
gory includes Indian subsidiaries of
toreign companizs and branches of
foreign companies, (companies which
have been covered under the preceding
three calegories are not included here);

(v) Other Companies:—All Indian compa-
nies not covered by the above tour
categorics;

(vi) Individuals:—Those who  oblained
licences in their own names ang did not
transfer their licences to some other
body and whose address as given in
the list of licences did not indicate
their association with any business en-
terprise;

(vii) Other Non-Corporate Bodies:—Partne-
ship firms and proprietary concerns
about which we could secure informa-
tion and also licensees whom we were
unable to classify under any one of the
above mentioned categories because of
lack of informtion;

(viii) Public Sector:—Government companies,
statutory corperations and Government
departments; and

(ix) Co-Operativcs:—-chiStercd under the
Co-uperative Societies Acts,

Out of /3 Large houses and their Secoug Tier
concerns, licences issued to the 20 Larger Indus-
tria] Houses and their Second Tier concerns
have been shown scparately.

4.09. The classification of licensees under
different categories became somewhat time-con-
suming and ditficult, essentially because of the
limited and incomplete information in the lists
of licences. I the case of ‘individuals’, the main
problem was that of deciding whether a particular
licence was issuea to the individual in bis per-
sonal capacity or for some industrial concern
of which he was a representative, It was rela-
tively easier to identify some of the individuals
who held important positions in the corporate
sector and were known for their association as
employees, directors or otherwise with particular
Industries Houses. But we came across a num-
ber of licensees who are unknown in the cor-
porate sector, not having even a single director-
ship in a public limited company. The addresses
as given in the list of licences were quite inade-
quate.” We addiessed communications to indivi-
duals who had obtaned licences so us to identify
them; but in a number of cases, our letters
were returned by postal authorities as undeli-
vered with the remarks: “‘addressee not trace-
able”, We were, however, able to clasify a fair

(1) Categories (i), (ir) and (iii) have been explained in Chapter I1.
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number of licences issued to individuals og the
basis of the replies reccived wnd other informa-
uon avalable with us, Licences that were or-
pinally issued to individuals but were subse-
yueouy transierred with Govermment  approval
gave peen shown uuder e concerns to whom
they were transleried. Oy hose winch we
could not classify under any other ucensee cate-
Bury continue to be sliown wn the separate cale-
gory of ‘individuals’. 'Two points regarding the
ucences issued 1n the names of individuals need
to be underhned :

(1) a large proportion of these licences have
been transferred to other bodies—cor-
porate or otherwise; and

(i) a very large number of the remaining
licences have been revoked and sur-
rendered, or have remained unimple-
meated or partially implemented.

4.10, Anohter difficulty in the classification ol
Lcensees was regarding the identification of pro-
duction units of corporate bodies. Although the
units are not separate legal entities, in a number
of cases licences have been issued in their names.
We addressed nearly 1,000 letiers to ascertain
ihe igentification of such production units. Res-
ponse to these letters was poor.  We were, there-
fore unable to classity all such units under the
concerns to which they belong. Wherever we
could identify a unit as a part of a company, we
have classilied such licences under the appro-
priate licensee category. But we were unable to
classify 924 such licences. The slatistical data
on these have been included in the category
‘Other Non-Corporate Bodies’.

4.11. Large Industrial Sector.—The licensee
categories can be broadly grouped under threc
heads. The first is the Large Industrial Sector:
this would " include the 73 Large Houses
and their Second Tier concerns and Large
Independent Companies. The category of
Other Foreign Companies is similar in
many respects to the above threc categories but

cannot be treated as belonging to the Large
Industrial Sector. Under the second head
would come these and the ‘Other Companies

which consist of all the private sector compa-
nies which do not belong to the Large Industrial
Houses or their Second Tier concerns. ‘Indivi-
duals’ and ‘Other Non-Corporate Bodies’ are
somewhat miscellancous categories which include
a number of licenses whose exact identification
is not available. We have, therefore, included
ncither of them for our analysis cither in the
Large Industrial Sector or in the remaining pri-
vate sector. Under the third head come the
Public Sector and the Co-operative Sector.  The.
licensing system does not have the same impli-
cations for the public sector as it has for the pri-
vate sector. In most cases the grant of a licence
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Ww a public scclor enterprise is a formalily, the
ucCision about scluug up the coterprse, at least
W uig case ot Cenual  Goverameut  cuncelns,
Laving been laken eisewhere than m e Licens-
uy Colubllce.  loe equucinends of - publhic
SuLlop cllerplises Jof Caplll goods are 1 many
cases BOL considered by he Caputal Goods Com-
uluee. 1t s, Werciore, ool asetul o nclude
Luy Calvgury 10T our analysts relaung to the shate
of dullerent lcensee  calegorics 1 dustnal
tceuces and ouwr related benclits. 1o some
CALCNL ule 4DOvVe collsideralions wWso upply 1o the
co-operalive undertakings.  Licensing provisions
apply lo them nore elecuvely to the extent Wat
they are 1o the hewd of scheduled wdustnes eod
above the exemption hmut, But the co-operia-
Lves are mosidy conlined (0 a4 rew  industnes
where thcy have been given certain pretercoce.
Our terms of Kcictence are also  speailically
related much more to the share of the Larger
industrial Houses, obviously in relation to the
private sector as g whole.  We thercture conline
uur exanunalion lor Ui purpose ol the agpicga-
buye analysts to the frst and second heads, ie.,
(1) the Large Industriad Scctor consisting  of
Large Industrial Houses and their Sccond Tier
concerns and Large Independeat Companics, and
(1) Other companics of the Private Corporate
sector.  dn indicating the share of  ditlercalt
licensee categories, we have ualso distinguished
between 20 Larger Industrial Houses and  the
rcmaining 52 l.arge Industrial Houseg as ex-
plained in Chapter 11

4.12. Table Il shows the sharcs of various
iicensce categories in  the industrial licences
tssued, applications rejected and foreign colia-
borations approved. Table IIL shows their
shares ip paid-up capital (in 1958-59), propos-
ed investment on machinery in the applications
recommended for grant of licence and capital
goods imports authorised by the Capital Goods
Committee. Tables 1V and V give the percen-
tage shares (in private corporate scctor) of
various licensee categories in dillerent authorisa-
tions. Further break up of the investment and
capital goods data is given in Appendices 111-A
(1) and 1II-A(2). Broadly spcaking, we find
that out of 10,016 industrial licences issued dur-
ing the period 1956 to 19606, the private cor-
porate sector rcceived 7,445. Our of these, the
Large Industrial Scctor, i.e,, the Large Indus-
trial Houses, their Second Ticr concerns and the
Large Independent .Companics, accounted for
2,804, about 38 per cent. Ia the number of
applications rejecled, its share was about 33
per cent in the private corporate sector. In the
forcizn collaborations, it accounted for somewhat
less than half (47 per cent) of the total number
for the private corporate scctor.  Its share in the
investments proposed at the licensing stage was
about 62 per cent; in the amount applied for to

2)-—I.-t may be noted that the category

have identified as belonging to them. But for aggregative analysis,

the category covers only the corporate sector.

‘Large Ir:dustrinl Houses’ also covers a few non-corporate bodies which we

it does not make much dificrence if we assume that



the C. G. Committee about 67 per cent in the
amount clearly approved at the first considera-
tion by the C. G. Committee 69 per cent and in
the total amount approved nearly 66 per cent.
Compared to this, the share of the ‘Other Com-
panies’ in the private corporate sector was about
59 per cent in licences, 67 per cent in rejections,
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and 49 per cent in foreign collaborations. Their
share in the investment proposed in the applica-
tions for hcences was only 36 per cent; in the
amount applied for to the C. (3. Committee 32
per cent; in the amount clearly approved 30 per
cent; and in the total amount approved by
C. G, Committee about 32 per cent.

TagLE 11

Share of Various Licensee Categories in Number of Licences, Issued, Applications Rejected and Foreign

Collaborations  Approved
Sk Licensee Category No.of Number of
No. companies
(Committee’s Licences Rejections  Collabora-
composition tions
1966)
1 - 2 3 4 5
I. 73 I-"E Houses® - » - - - . - 1,985 2,255 1,189 £18
2. Their Second Tier Concerns - - . N 152 132 o1 46
3. Totalof1and 2 . . . - . . - 2,137 2,387 1,280 864
Of whick
4. 20 Larger Houses s s s e s e e 1,005 1,237 751 434
§. Their Second Ticr Concerns . . . . 120 105 17 38
6. Totalof4and § - . . . . . - 5,128 1,342 828 522
7. LargeIndependent Companies - . . . 60 417 93 123
8. Totalof3and 7 . . . . . . . 2,1 2,80
(Large Industria] Sector ) o7 504 1373 986
9. Other Forcign Companies . . . . . 138 264 58 27
10. Otber Companies . . . . . . . 24,560 4377 2,756 1,029
11, Totalof B,gand 10 . . . . 8
{Private Corporate Sector) 26,%95 hads 4186 092
12. Individuals . . . . . . . . 447 1,540 110
13, Other Non-Corporate Bodies . . . . . 1,618 1,641 249
14. Public Sector Undertakings . . . . 304 60 71
15. Co-operative Undertakings . . . . . . 202 50 2
16. Towlof 11, 12,13, 14and 15 . . . .. 10,016 7,477 2,534

—_—

NoTs : Number of Companics (Co. 2) contains non-corporate bodies also in the case of Large Industrial Houses,
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of 1 ns]hp?)l;et %ffvca‘.;}:oi?:l L(l}?;lds:e Categories in Paid-up Capital (1958-59), Proposed Investment on Machinery and Value

EI!. Licensee Category  No.of =~ No.of Value (in crores of rupecs) of-
O, ?OMpﬁ!\lﬁs (cg:pames
or whic mmittee™s i
P.U.C.in Composition P.U.C, fmport of Gapital Goods
1958-39 1966 asin  Proposed Applied Approved Approved  Total
available 1958-s9 Investment for clearly otherwise spproved
on
machinery
1 a 3 4 ] 6 7 ] ]
¥ 73Large Houses 1,421 1,985 47981 1,462.39 3521 19518 184+ 50 37963
3. ir Second Tier
cerns . 84 153 B8 2689 882 218 370 s 8
3. Towlefzanda 1,508 2137  488:79 1,489.28 54403 197'30  1B8-30 38s- 50
Qf which
& aolarger Houses 751 5,008 330'0f I,073'28  363°45 149738 103* ax asa 48
§. Thelr Second Tier
Concerma . . 67 120 7+28 19* 86 702 174 336 510
6. Totalofgand § . 818 1,12 337729 1,093.74  37I°37  150'99 10657  257° 56
7. Large Independent
Companies . 44 60 92 29 18712 6173 18-83 17'03 35- 86

8. Totalof3and 7

. 1,5 2,19 B1-08 1,676°40 60576 2161 20%' 2 '
( T astrisi 549 7 5 76" 4 57 3 $'23  431°36

Sector)
9, Other Foreign
Companies . . L1 138 12+ 71 48-62 12°67 449 530 9'79

10. Other Companies . 25,699 24,560  492°91 960- 03 28503 94°37 11263 207°00

11. Total of 8, 9 and 10 27,299 26,805 1,086.70 2,685.05 903 46 314°99 32316 638-15%
Private orporate
ector)

12. Individuals . .o . .o 25491 61°94 12°42 2184 3526

13. Other Non-Corporate |
Bodies . . . .. - . 225°27 7677 15°44 19-38 3482

14. Public Sector Under-
takings . . . .. . .. 757" 90 40° 85 1452 15°74 Jo-26

15. Co-operative Under-
takings . . . - ‘e e §2' 10 382 167 1-19 2:86

16, Totalof11,12,13,14
and 1§ L . .. .. 3,975.23 1,086.84 35904  3B2'31  741°33

NoTs; : 1. Figuresin Columns 2 and 4 are complied from“Joint Stock Companies in Indis in 1958-59 (Part-1T)” pub-
lished by Department of Company Law Administration,
2. Paid-up capital figures not available for all the companies listed,
3, C?ita] goods imports figures cover only the fresh applications received by the Capital Goods Committee
and the decisions .
4. Investment on machinery figures are as in applications recommended for grant of licence by the
Licensing Committee.
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LB IV

Percentage Share of Various Licenses Categories of Private Corporate Sector in Number of Licences, Rejections
and Foreign Collaborations.

<l, Licensee Category No. of Number of
Na, companies
(Committee’s Licences Rejections Collaborationg
Composition
1966)
t—l. - . 2 3 7 . ey
1. 73 Large Houses . . . , , . 7-38 30+39 28:40 39-10
"3. Their Second Tier Concerns L. . 0-57 177 2417 2-20
3. Total of 1 and 2 R . . ' . 7-95 32_-06 30.57 41.30
. Of which’ ' T o
4. 20 Larger Houses . . . . . 374 18-04 1794 23+14
§. Their Second Tier Concerns . . . 045 I'41 184 1-83
6. T01d0f4 Inds . . N - R . 419 19-45 !9.78 24'96
7. Large Independent Companies . . . 0-22 5:60 2420 583
8- Totalof3and 7 . . . . . 817 3766 32-77 4713
(Large Industrial Sector)
9. Other Foreign Companics . . . . 041 355 139 3-68
10, Other Companies . . . . . 91-32 58:79 - 65+84 ' 4919
r1. Totalof8,9and10 . . . . . 100-00 100+ 00 10000 10000

{Private Corporate Sector)

TABLE V

Percxntage Share of Various Licensee Categories of Private Corporate Sector in Paid-up Capital (1958-59), Propesed
Investment on Machinery and Value of Import of Capital Goods.

No. of

sl. Licensece Calegory _ No of Value of
No companies companies
forwhich Commi- P.U.C. Proposed Import of Capital Goods
P.U.C.in ttee’sCom- asin Invest-
1958-59  position, 1958-59 ment Applied Approved Approved Total
available 1966) on for clearly  otherwise approved
machinery
- 1 2 3 4 5 6 7 8 9
1. 73 Large Houses 5-20 7-38 4415 54-47 59-24 61-95 57:09 5949
2. Their Second Tier
Concerns . 0-31 G-57 0-83 1:00 ©-98 0:68 1'14 0-92
3. Total ofrand 2 5§51 795 44-98 5547 60-22 62-63 58-23 60-41
Of which
4. 20 Larger Houses . 2:75 374 3037 3997 40-23 47°38 31-94 39-56
5. Their Second Tier r .
Concerns . 0-25 0-45 0-67 0-74 0-88 0-55 0-14 o-80
6. Totalofgand § 3-02 419 31-04 40-71 41-11 47°93 32-98 40-36
7. Large Independent ‘
Companies . . 2-16 0-22 B-49 6-97 6-82 5-98 5:27 5.62
g8, Total of 3 and 7
(Large Industtial Sector)  5.67 B.17 5347 6244 67-04 6861 6350 6603
9. Other Foreign Com=-
panies , . . o-19 O-5I I-17 1-81 I40 143 1-64 1-53
10, Other Companies 9414 91-32 4536 35°75 31-56 29-96 3486 32-44
11. Total of 8,9 and 10
and 10  (Private
Corporate  Seclor) 10000 10000 100°C0 I00:00 100-00 100-00 10000 10000
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4.13.Disproportionate Share-basis for Com-
parison Number of Companies.—On the basis
of these data the question that we have to exa-
mine is whether the Large Industrial Sector
obtained a disproportionately large share of
the industrial licences., We must first decide
the basis on which the proportion is to be deter-
mined. One basis could be the number of
concerns or companies. In 1966, out of 26,895
public and private limited companies, the num-
ber of companies in the Large Industrial Sector
was 2,197, i.e., about 8 per cent. Its share of
licences comes to about 38 per cent in the total
corporate private sector. In contrast, the num-
ber of ‘Other Companies’ constitutes about 91
per cent of the total private corporate sector while
their share in licences amounts only to 59  per
cent. On this basis the Large Industrial Sector
has evidently obtained a disproportionate share.

4.14, 1t is, however, necessary to bear in mind
that the size and importance of companies varies
enormously. One company may have capital or
turnover of a few thousands as against another
whose capital or turn-over may run into crores.
The manner in which business is organised also
varies from concern to concern and group to
group, Some business groups organise a large
number of companies of varying sizes for carry-
ing on business activities of different types while
others organise all or most of their business acti-
vities under one or a few companies. For exa-
mple, companies like Hindustan Lever
and Glaxo organjse all their activities through
one company. Such a company will have many
more licences as compared to an average licensee.
Nearly 5,000 licensees among them shared 10,016
licences, i.e., each had on average of less than 2
licences; But Glaxo alone obtained 33 licences
during this period. This cannot provide a basis
for drawing a conclusion that Glaxo obtained
a share which was 16 times disproportionate.
Even more important is the point that in terms
of the product for which the licence is issued
and the capacity for which it is issued, one licence
may be vastly different from another. For simi-
lar reasons, one rejection may have very different
implications from another. A further point to
be noted is that certain business concerns follow
the practice of submitting multiple applications
for the same product. There is also the practice
of a rejected application being reconsidered or a
fresh application being submitted if a  previous

application is rejected. All these factors em-
phasise that it would not be safe to rely only
on the number of licences issued to the  Large

Industrial Sector to decide whether a dis_pmpor-
tionate share of licences has been obtained by

this Sector.

4.15. Data on Investment related to Licences.—
The other nossible basis for determining the ap-
propriate share of any group of licensee ~ com-
panies can be the share of the group in the total
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assets of the pnvate  corporate sector at the
beginning of the period under study, compared
with its share in the investments proposed in
connection with industrial licences. The initial
share in assets could provide a broad indication
of the original share of the group, while the in-
vestment might provide appropriate weightage
to get over the difficulty arising from one licence
not being necessarily equal to another.

It is not, however, possible to use even this
basis, inadequate as it is, fully and systematically,
Data on the assets of concerns belonging to Lar-
ger Houses and various other categories for
the year 1956 or any year nearabout it, are not
available. The only year for which data on
assets have been compiled for the Large Houses
is 1964 for which year data for the 75 Business
Groups were compiled by the MIC. But these
data are of no use for our purpose because not
only are Large Industria} Houses, as defined by
us, not quite the same as the Business Groups
of the MIC, but, even more important, the assets
of these groups in 1964 would partly be the
result of the licences granted to them in the
period from 1956 onwards, Moreover, the MIC
did not attempt compilation of data for the com-
panies which are not included in its 75 Business
Groups. Failing any other source of data about
assets for these different groups, we have uscd
data about paid-up capital. Data on paid-up
capital of private sector companies are available
in a compiled form only for the year 1958-59.
Data are not available for any other year closer
to 1956, Even the data for 1958-59 are not
complete and there are @ number of companies
for which data are not given in the Blue Book
of the Department of Company Affairs. How-
ever, despite their limitations, as these are the
only data available, we consider that they can
be used as a basis for examination of the ques-
tion of disproportionate share.

4.16. With regard to data on investments, there
are a number of limitations. The figures of
investments proposed at the time of issue of
licences are not available in all cases. More-
over, as there is no obligation on the licensee not
to alter the estimate of capital requirements, the
estimate given in his application for licence may
not be near his actual requirement of capital.
It is likely that he might underestimate his capital
requirement if he thinks that in this way he may
get his licence more easily, The ficures of
capital poods imports applied for and anproved
by the Capital Goods Committee also suffer from
various limitations, the most important of which
is that no:G‘P all capital goods requirements come
up before this Committee and therefore  the
share of differcnt catesories of licensess would
not be fully reflected in the firures compiled
from its recoords. Moreover, the Committee
alsn approve imports for purnoses of moderni-
sation ar replacements for which no industrial
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licence is required, or for industries which do
not fall under the IDRA., We found, however,
that approvals for modernisation and replace-
ment of plant account for less than 4 per cent
in value of the tota]l approvals granted by the
Committee. Another point worth mention is
that applications before the Committce are not
all disposed of in the very first meeting. Some
of them are deferred and may be considered =t
a number of meetings. Because of certain tech-
nical limitations, we have confined our analvsis
to cases which were decided in the first meeting
when they were presented. However, as such
cases constituted in value about R0 per csnt of
the total amounts applied for, the data present-
ed by us can be considered to be adegnately
representative. It should be added that the
figures given about Capital Goods Committee
approvals do not necessarily represent the final
value of imports authorised in connection with
the industrial licences concerned. Some of the
approvals may not be utilised whereas  others
may be later revised towards at the request of
the applicants. But these are comnlications
which do not matzrially affect our analysis

417. Aggregative Picture,—The comparative
picture of the Large Industrial Sector and other
licensee categories with reference to  paid-up
capital, investment propnsed and amounts ap-
proved by the Capital Goods Committee is given
in Table V. It would be seen that the shaie
of the Large Industrial Sactor in the paid-up
capital of 1958-59 was 53 per cent put their
share in investment as proposed at the licensing
stage was 62 per cent. In Capital Goods Com-
mittee approvals, at first consideration of the
applications, their share was 66 per cent. Thus
for this category, the share in approved invest-
ments and C. G. approvals is larger than  the
share in pald-up capital by about one-sixth and
one-fourth respectively as compared to the pri-
vate corporate sector as a whole. If one com-
pares the relative position cf the 20 Lazrcer
Houses and their Second Tier concerns with that
of others in the private corporate sector, it can
be seen that their share in the overall private
corporate sector was about 31 per cent, 41
per cent and 40 per cent in the paid-up capital,
investment proposed at the licensing stage and
the capital goods approval at first consideration
respectively. In this category, the share in the
investments proposed in the annlications for
licensees approved as well as Capital Goods
approvals is lareer than the share in paid up-
capital by about 1/3rd, as compared to the pri-
vate corporate sector.

Recarding Large Independent Companies, it
mav be observed that ag aeainst their <hare of
about 8 per cent in the paid-up capital  their
share in investments proposed in the applications
aporoved for licences was about 7 per cent and
that in C. G. approvals about 5.6 per cent. This

shows that as against the category of Large
Industrial Houses, this category has not obtained
a disproportionate share as =xamined on aggre-
gative basis. This is not to say that a  few
companies among them have not obtained such
disproportionate share.

4.18. Share of Individual Houses.—The most
significant feature however is the extent of dis-
proportion in a few individual Houses. The
relative share of each individual House is shown
in Appendix III-A(3). The enclosed graphs
may make the position clear. Graph I com-
pares the percentage shares of the individual
Large Industrial Houses in the number of
licences and the number of companies (in 1958-
59). Graph II compares their share in paid-up
capita] to that in investments proposed in appii-
cations approved by the Licensing Committee.
Graph III compares their share in the paid-up
capital to that in the capital goods approvals
in first consideration of the applications. The
graphs are so drawn that the distance between
the central line and the point which represents
the position of a House on the graph refiects
the extent of higher or lower share of that House
regarding the particular variables. For exam-
ple, a House falling on the central line in Graph
T would have obtained licences in proportion to
its share 1in the number of companies. The
location of Houses in  whoese case the wper-.
centage share in either of the variable exceeded 1
per cent have been indicated in the graph by
the serial number of the House given in Ap-
pendix ITI-Af4). The actual fisures for each
individual House are also indicated in the same
Appendix.

4.19. Out of the 73 Houses, there aie 30
who had a higher percentage in the proposed
investments as compared to their share in the
paid-up capital of the private corporate sector
in the year 1958-59. The Houses whose per-
centage share in the proposed investments was
higher than their share in the paid-up capital by
more than 2 per cent are: Birla (8.40), J.K.
(4.31), Shri Ram (4.31) and Martin-Bum (2.13).
On the other hand, the Houses whose share
in the proposed investments was lower than their
share in the paid-up capital by more than 2 per
cent are: Killick (2.96), Tata (2.65), Andrew
Yule (2.49), Macneil and Berry-Binnv  (Inch-
cape) (2.24) and Scindia Steam Navigation
(2.11), Tt will be noticed that the highest
decree of misappropriately higher investments
was in the case of Birla followed by J.K. and
Shri Ram, The House of Tatas, still the largest
House in terms of assets, was on the other side
—its share in the investments proposed in the
apnlications annroved bv the Licensing (.‘ﬂm-
mittee being lower than its share in the paid-up
capital,
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4.20. If we compare the suare of the Large
Houses 1 the appiovals by we Capilal Loods
wowaunitee 10 Wwe LISt considerdalons with welr
share in pald-up capital for 1¥>8-39, weie arg
2/ Houses for whicn the share 1o the Lapital
Goods Comnutice approvals was higher wan
thewr share in the paig-up capital, ‘tne  most

uuportant among them are—barla (13.2¥),
Nawiu (U, Yepkataswam)  (4.12), kuacband
(3.14) and Sarapnhait (2.86). A pomnt woith

uoting 1S that  Burla has obtaned a dispropor-
tiopaiely large share in both types of cowpari-
sons, i.e., based on investmenis proposed as
well as tbe approvals by the Capital Goods
Conunittee,

4.21. Even in the 20 Larger Industrial
Houses, we noticed that it is pot n all ot tnem
that the share in investments or C.G.C. appro-
vals was disproportionately larger than their
share in paid-up capital. There was consider-
able difference among them. Similarly, in the
53 Large Houses (atier excluding 20 Larger
Houses), it is only in the case of a few that a
disproportionately larger share in  invesinients
and C.G.C. approvals in relauon to their share
;n paid-up capial is seen.

4.22. We have until now dealt with the over-
all distribution of licences issued, investments
propused in the apphications approved by the
Licensing Committee and the approvals by the
Capital Goods Committee, 1be share of in-
dividual Houses has also been compared with
the relative importance of the Houses, on the
basis of paid-up capital data for 1958-59. We
have not placed much reliance on the pumber
of licences as such. However, the magnitudes
of investments proposed and theapprovals in
the first consideration on applications by the
C.G.C., establish the share of 73 Large Houses
was higher than the share of other catcgories 1n
the Private Corporate Sector. ln the case of
20 Larger Houses the extent of larger share in
absolute terms and disproportionately higher
share in Capital Goods approvals in comparison
to their position in the corporate scctor (as
indicated by paid-up capital) is more promi-
nent. The higher share in the investments or
C.G.C. approvals for the 73 Large Houses or
20 Larger ones, however, does not mean that
all the constituents of these categories were able
to obtain a share in either case larger than their
share in the paid-up capital. In fact, significant
disproportion is observed only in the case of a
few Houses, the most prominent of these being

the House of Birla.

4.23. Product-wise Analysis of Licences.—
Another way of answering the question whether
a disproportionately large share of licences has
been received by the Larger Industrial Houses
is to examine the distribution of licensed rapa-
cities for different categories of licensees In
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diffcrent products. As mcatioued in  Chapier
IU, we have broadly followed we classiicauvn
of lcences according 10 W DIOUUCL Cawgoll-
sation of 103 artcles specutied under the
Schedule to the LDKA. We bave sub-divided
a few of these arucle categorics and classiied
the licences under 235 products. When too
share of the Large Indusuial Scctor  was
examined in terms of the pumber of licences
issued tor a product, we found that thore were
31 products 1n regard to whicn their suare was
one half or more. The share of various beceasce
calegorics in the licences issucd and apphcations
rejected for each of the 235 products is given
10 Appendix li-A(3). As cun be scep frum
Tables Il and I1I the average value of the in-
vestment in a licence given Lo coneerns o thg
Large industrial dector is higner than thut of
the other Lcensee calegories. Thus, the dis-
proportion in terms of pwubcrs is probably less
than that 10 terms of capaciucs- We bave pot,
however, been avle o compue data on licensed
capaciies for all the >1 products. luacre
are many dithiculues in doing so. For instance,
we have found that a number of suuiiar/or
ancillary products have been grouped together
in one Category. The unit of capacity is not the
same in all the licences for a given product
category, in some cases it is physical, ether
weight or length, in others it 18 in terms of
numbers or value, There are multi-product
licences; there are cases where one licence
authorises half 2 dozen products, each having
a different unit of capacity., A number of
licences have been issued for products under
their trade names. Licences for substantial ex-
pansion are pot uniformly recorded. Sometimes
they refer to the additional capacity and in
other cases to the original capacity and the
expanded capacity taken together. For all these
rcasons, we have not been able to compile satis-
factory capacity data in respect of all those
products, in which the Large Industrial Sector
had obtained a disproportionate sharc in the
number of licences, In Table VI, information
is given regarding 37 specific products where
the share of the Larpe Industrial Scctor in the
licensed capacity exceeded 25 per cent. We
now discuss the extent of the disproportionate
share and the possible justification therefor in
a few of these products. We also mention two
broad category products (Pesticides and Ferti-
lizers), and some other products which are
sipnificant, though the Large Industrial Scctor
did not get a disproportionately large share in
the capacity licensed for them.

4.24. Polyester and Acrylic Fibre.—In the
production of polyester and acrylic fibres all
the licences and letters of Intent (except one)
have pone to concerns in the Larpe Tndustrial
Sector, among whom the most important are:
Birla {21-0 per cent), Tata (200 per cent),
Sarabhai (15'5 per cent), {CI (15'5 per cent),
Mafatlal (20-0 per cent) and J. K. (100
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TanLe VI

Share of the Large Industrial Sector in Capacities Licensed for Selected Products and Rejections.

S1.  Name of the product Unit Capacity Shareof Percentage Col. 4 Rejections for specifieds
No, licensed LargeIn- toCol. 3. reasons
dustrial
Sectorin ‘Total Non-Large
capacity Industrial
Sector
categories
1 F 3 4 5 7
1. Polyestor Fibre . . . Lakhibs, 45 45 100 9 6
Yards 60,000 ..
2. AcrylicFibre Tonnes 11,315 11,518 100 6 4
3. Coal Washery Plants Plant 2 2 100 e ..
4. Slag Cement . Tonnes 12,76,000 12,76,000 100 3 X
s, Non-Woven Pabrics Tonnes 691 6o1 100 . .
v Jeeps . . Nos. 10,000 10,000 100 . ..
. Industrial Gases . . ‘000 litres 8,400 98,400 100
7 Lakh Cubic ft. 48,771 41,262 84:6
Lakhlbs, 90 6 70 63 33
Tons 23,191 14,233 61-3
, ‘000" Metres 17,925 13,737 766
8. Aluminium Re-rolled products. ‘Tonnes 35,851 35,619 99+ 4 4 5
. 'Tyre Cords(Nylon,Rayonand JLakhlbs, 484 444 o197 10 I
® otﬁ?rs) Jo . LakhKilos. 53 53 100
to, ‘Trucks . . + Nos., 42,635 38,075 89-3 6 5
11, Contraceptives . Lakh Nos. 274 237 863 4 ]
12, SodaAsh . 'Tonnes. 4,20,285  3,53,229 84-0 7 5
r3. Aluminium Ingots Tonnes 2,99,273 2,48,953 83-2 2 I
14. Wood Pulp . . . Tons 2,75,853 2,22,453 8o0:6 11 7
15. Asbestos Cement . . Tonnes 3,65,164 2,971,472 79-8 10 7
16, Glycerine . . ‘Tons 15,630 12,088 771 5 5
17. SpongeIron . . . Tons «80,000 60,000 75 4 4
18. Aluminium Foils Tonnes 4,972 3,719 47-8 12 9
19. Calcium Carbide . . Tonnes 78,224 58,310 745 4 3
20. Ncwsprint ‘Tonnes 1,64,693 1,21,020 74:0 3 3
21, Synthetic Detergents Tonnes 7,113 $,181 728 3 3
22. Automobile Tyres . ‘000’ Nos. 2,826 1,089 70+ 4 6 6
Tonnes 12,000 12,000 100
23. Caustic Soda . 'Tons 4,03,282 2,83,414 703 68 32
24. Rubber Footwear Pairs 1,06,90,800  69,00,000 64°5 .. ..
25. Rayon Grade Pulp Tons 2,24,400 1,33,800 59.6 I 3
26, Portland Cement Tonnes I,14,74,213 65,458,563 570 76 60
27. Typewriters . + Nos. 67,400 37,000 54-8 9 4
28, Paper & Straw Board Tonnes 3,35,446 1,80,532 53-8 7 5
29. Bear . . Gallons 18,45,000 9,00,000 8.
Litres 25,00,000 ’ e 4_ ) 8 } 22 16
30. Sulphuric Acid « Tons 10,27,650 4,86,450 47°3 27 15
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SL Name of the product Unit

Capacity Share of Percentage  Rejections ifled®
No. licensed LargeIn- Col.410 : re:st;m:.pem «
dustrial to Col- 3. —
Sectorin Total Non-Large
capacity Indusinal
Sector
categoriea
B - " 3 4 s 6 —-— _-—1-—-— —
a1. Nylon, Nylon Yarn, Nylon
Staple Fibre and other products
of Nylon . . . Tonnes 11,712 5,497 46-9 27 16
32. Guar Gum Tons 35,986 16,200 453 . vea
33. PhotographicPaper Sq. Metres  11,50,000 5,00,000 43'5 e e
34. Electrical Motors H.P. 20,22,164 8,55,724 42:3 7, 10 9‘
Nos. 2,47,856 2,47,856 100 f 10 9‘
Units 3,000 ‘e e _:
35. Phosphoric Acid ‘Tonnes 28,997 12,080 41-6 4 '410
36, Caroon Black ., Laka lus, 1,238 490 3.8 X L,
37. Switchgears Nos. 3,26,55,604 43,428 o-1 -] ;‘
Rs. 2,17,00,000 66,00,000 304 5 3 ‘

NotE: Licensed Capacity figures do not include capacities approved by way of letters of intent, or those which
may have been included in multi-product licences.

* Seclected reasons referred in columns 6 and 7 are : (8) Item on the banned list, (b) No scope, and (c) No

scope in the region.

per cent). Among the rejected gpplicants for
acrylic fibre are a few from the Large Houses,
among them New Swadeshi, Century Rayon and
Bharat Commerce (alj Birla) and B.I.C. Other
concerns not belonging to Large Houses were
rejected mainly on the ground that there was no
scope in the industry and the foreign exchange
cost proposed by them was on the high side.
It should be noted that the I.C.I. controls
100 per cent of the installed capacity for
Polyester fibre, Though the firm was given its
first licence in May, 1961, this was implemented
only in March, 1965, It was given a Letter of
Intent for substantial expansion in September,
1964, i.e., before implementing the first licence,
and this was converted into a licence only in
May, 1967. There have been 23 rejections for
polyester fibre, five of which were applications
from the House of Birla who had a large capa-
city already installed and further approved for
man-made fibre; and one each from the Houses
of Bangur and N. Wadia who had no capacity
licensed. The rejections also include other
Large Houses such as Chinai, J. K. and other
applicants. 'The rejections have been mainly
on the ground that there was no scope, especial-
ly that raw material was not likely to be avail-
able. Ten wapplications were rejected on the
ground that the schemes were not fully worked
out or technically sound. The main justification
for such a predominant share in the industry
being given to a few Large Houses and especial-
ly to one Large Foreign Company can be that
thiy is a new industry requiring import of
technology and that a concern like the ICI,

which was a pioneer in Polyester Fibre and
generally ip thig field, as well as other Jarge
concerns, who would be able to obtain appro-
priate foreign collaborations, would be in a
better position to develop the industry. It is not
clear, however, why the same Large House or
Houses should be permitted to develop very
large capacitics. The total capacity could be
sharcd by others, at least among the Large
House category, ensuring less concentration and
more competition. As regards the argument
that these Houses alone can meet the financial
requirements, apparently the bulk of the finance
required, except in the case of the ICI, is being
made available in one way or another with
Government support, (We dcal with this aspect
in greater detail in Chapter VII). A special
point to be noted regarding the substantial ex-
pansion licence given to the ICI is that one of
the main grounds on which it was supported
was that expansion could be done within the
same machinery sanction that had been given
for the initial licence, Apparently, no exami-
nation was made whether their C.G. licences
should not be reduced so as to keep them with-
in the licensed capacity. The favour done to
the ICI and other Large Houses is further indi-
cated by the following fact. Another applicant
JK. (also a Large House) was suggesting that
it could take up the production of Polyester
Fibre without any forcign collaboration, and
Baroda Rayon was suggesting that it could do
this with the existing foretgn collaboration on
very advantageous terms; but their applications
were rejected.



4.25. Industrial Gases.——in thig product more
than /0 per cent of the licensed capacity bas
gone to we Large Industnial dector concerns,
Ahere were as many as 63 rejections on grounds
of no scope, etc., of which hulf were appucants
outside the Large Industrial Sector. In this
industry we have found that many of the small
applicantg such as Bajpai and Choudhari, R, K.
1ejura and Industrial Gases were treaied by the
licensing authonmues in  an  ubnsympathetic
manner,

4.26. Aluminium Re-rolled Products.—Alu-
minium  sheets, circles, extruded rods and
secuons were on the banned list from December,
1961 to August, 1965, except for extruded rods
which were on the banned ust from June, 1963
to March, 1964. Almost the entire capacity bas
gone to the Large lIndustrial Sector, the main
beneficiaries being the Birla and the Indian
Aluminium Co, The licensing ot re-rolling capa-
city was dependent upon the supply of basic
metal and, therefore, it was necessary to adopt
a policy of excluding the basic mectal producers
from this field if other applicants were at all to
be encouraged, We find, however, that Indian
Alumumum Co. and the Birlas (Hindalco), were
the primary producers. Qut of the five rejec-
tions, two involved Birla concerns and a third
one belonged to the House of Goenkas, in which
the Birla had a significant share-holding, There
were twao rejections, one in May, 1960 and the
other in April, 1963, of applicants outside the
Large Industrial Sector. Both the rejections
were on the ground of no scope.

4.27. Trucks—For this product 89 per cent
of the capacity has been licensed during the
period of our study to the Large Industrial
Sector. The main beneficiaries of these licences
were the houses of Birla and Walchand, There
were six rejections on the ground of no scope
of which five related to concerns not belonging
to the Large Industrial Sector, A point of some
importance in this industry is regarding the
manufacture of engines and chassis. In Janu-
ary, 1960, the Ministry of Industry convened a
meeting of the major chassis manufacturers and
the major engine manufacturer which was
Simpson & Co- Ltd. In this meeting it was
decided that after 1st April, 1963, there would
be no restriction on any truck manufacturer
regarding the gross vehicle weight or the wheel
basis to be manufactured, so that the medium
truck manufacturers could manufacture heavy
trucks or lighter trucks also. It was further
decided that the chassis manufacturers would
be permitted to manufacture diesel engines for
fitment while the engine manufacturer would be
allowed to manufacture a commerical truck
chassis. The Ministry desired that up to Sep-
tember, 1963, Simpson & C. should continue
——T
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to supply diesel engines to Hindustan Motors
(purla) and Premuer  Automobue (Waichand),
Licences were  assucd  subsequently  for  the
manutacture of engwnes to the dHouses of Biria
and Waichand thus resulting in reducing the
advantages of large-scale production of each
product separately.

4.23. Soda Ash.—In the Soda Ash industry,
Large Indusuial Houses together control about
81 per cent of the capacity sancuvned.® ‘lhe
Houses of Tata and Birla control 3U per cent
each of the licensed capacity, and E.LD. Parry
Y per cent, A number ot conceins Dot belong-
ing to Large Houses had thewr applications
rejected on vanous grounds, the most unportant
onet bewng that of no further scope in the region
or in the country as a whole for tbe wdusiry.
It is true that some apphicatons of Large
Houses inciuding those wno already bad large
capaciues such as lata, Bula and Sahu Jan
were also rejected, but thus only shows that
they were attempung to obtain an even larger
share than they had obtained. It does not secm
that it was technically necessary to grant such
large capacities to a few units like the Tata
Chemicals and Saurashura Chemicals (Birla).
Capacities of 60,000 to 70,000 tons have been
licensed in other cases and it scems that units of
that size can be economical; but the two gianis
have been permitted to dominate the industry,
Lack of experience of other applicants is stated
to be the reason for the large capacity permitted
to the Larger Houses. Thus, when the licence
given to one M/s. Bhiwandiwala had to be
revoked, it was suggested that additional capa-
city should be sancuoned to the experienced
producers, viz., Tata and Birla so as to ensure
expaosion with speed. It is too early to say
in this case whether this was justified.

4.29. Aluminium Ingots,.—In the aluminium
industry, the main beneliciaries in the private
sector are Hindustan Aluminium {(Ditla) with a
licensed capacity of 1,20,000 tons and Indian
Aluminium (Large Foreign Company) with an
approved capacity of 1,20,000 tons (includes
70,000 tons under letters of intent),  Other
smaller beneficiaries are the Aluminium Corpo-
ration of India (J.K.), with 27,000 tons and
Madras Aluminium Co. (G. V. Naidu) with
25,000 tons. It may be noted that Indiap
Aluminium and The  Aluminium Corporation
were already in the industry while Hindustan
Aluminium and Madras Aluminium are new
comers. More recently, the public sector has
entered the industry and a capacity of 1,00,000
tons is under implementation and 50,000 tons
contemplated.  We have elsewhere mentioned
that at the beginning of the Second Five Year
Plan, when the question of developing the alumi-
nium industry was under consideration, a Com-

¢3) The figures indicate sanctioned capacity including both licensces granted and letters of

intent issoed.



mittee had examined the prospects of develop-
ment and the NIDC had done some cxploratory
wortk and Government made up #ts mind that
the two units contemplated at that time should
be developed by Birla and Naidu respectively.
Other inquiries coming up were directed towards
them. Even a French concern which had colla-
borated with the NIDC in this exploratory work
and was interested in assisting th: development
of the industry hoping that it would be called
in to collaborate by the NIDC, was told to
contact Birla as they had been selected Sy Gov-
ernment for developing the industry. Among
the rejected applications there were two of LK.,
one for a new unit in U.P. Two other appli-
cants were also rejected one for Orissa and the
other for Maharashtra. Tt mav be noted that
the applicant for the Maharashtra unit was
rejacted in 1963, fe., ot a time when there were
alreadv doubts whether a licence given to
Tendolkar Industries for Maharashtra would be
implemented and an attempt was being made to
induce Khatau (Lareg House) to take up the
project. :

While the industry is in Schedule ‘B' of the
Industrial Policy Resolution and, thercfore, there
is no reason why licences should not be granted
to private firm for the development . f the indus-
try, it is worth noting that Government had al-
recady undertaken basic work for the development
of the industry through the NIDC. There is
evidence to suggest that it was only after the
availability of very goods bauxity deposits in
Madhya Pradesh was indicated to the NIDC by
M/s. Pechiney that the intersst of Birla was
aroused. One reason why it was thought that
two projects, one hased on Rihand power and
Madhya Pradesh “auxitc and the other based
on the bauxite at Masttur, should be developed
in the private instead of the public sector was
stated to be that there was a shortage of finan-
cial resources and cspecially of foreign exchanee;
also that the industrv was a simple one which
could be easily developed by the private sector.
Government probably felt that permitting the
private sector to develop the industry would lead
to speedy development. Subsequent histery indi-
cated, however, that the licensees did not find
the industry to be simple on the contrary it re-
quired considerable foreign surport at high
cost for its development. The foreion exchange
was largely provided by foreien loans sunported
by Government and the development took many
vears. In spite of concessionary power rates.
the cost of production is such that the exports
of aluminium have to be highly subsidized.

4.30. Asbestns Cement.—In Ashestos Cement,
a capacity of 365.000 tons was licensed during
the perind 1956-66. The share of the Large
Industrial Sector in this was nearly 80 per cent
ont of which Birla accounted for 60 ner cent.
The prodict was bronsht under the TDRA from
1957. M/s. Ashestns Coment (A CC, <eennd-
tier) was already well establiched in the indl.mlrv
and had a laree capacitv which was recogniced.
Hyderabid Asbestos Cement was also establish-
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ed before 1957 and its capacity w.= recognised
at 30,000 tons. The others who were already

in the industry were Roltas Industrics  (Sabu
Jain) and Digvijay Cement (Bangur). The

licensed capacity in 1959 was 3 lakhs tons while
the capacity already installed was 196,000 tons.
However, the industry was put on the banned
list in December, 1959, on the ground that with
the shortage of raw materials which had to Se
unported, even the existing capacity was not
being properly utilised. The bban continued for
most of the period except for a short while
between July, 1964, and [Fcbruary, 1965.
Between 1960 and 1962, about 30 applications
were received. Many of these were from parties
not connected with the Lurge IHouses, Most of
these were rejected on the ground that the item
was on the banned list and there was no point
in creating further capacity. A policy was
adopted by the Government that additional
capacity should be sanctioned only for the exist-
ing producers. It was stated that the existing
producers would be in a position to reduce the
consumption of the imported raw materials and
the specialised knowledge required for this pur-
pose was not likely to be available with new
enterprises. It was on this technical ground
that most other applicastions were rejected ond
the existing four producers were eciven S.E.
licences.  After the emergency in 1962, as A.C.
products were urcently required, all  existing
producers were asked to expand their production
and additional raw materials were also supplied.
As a result of these measures. the rate of pro-
duction of the industry exnanded “evend the
licensed capacitv. The effectiva installed ena-
city in the industry was estimated at 374,000
tons as against 272.000 tons which had been
licensed. Tt was then proposed in 1963 to
recularise the extra capacitv established during
the Emergency. Tn a review of the indutry, a
recionwise forecast of future demand was
attemnted and it was frund that there would be
eans of about 70.000 tons in the Northern and
FEastern reginns  and nf 28.000 tons in the
Southern region and 37,000 tons in the Western
recion, the total pan over tha countrvy as a whole
being more than 2.00.000 tons. Tt was also
pointed out that the Lctter of Intent which had
been given to a concern, not beloneing to any
Jarge house, for the Northern region was not
likely to materialise, Government then proposed
that one scheme for cach of the four regins
mirht be approved immediately, an economic
unit being put at 36.00 tons per annum, Gov-
ernment again emphasised the importance of
resctricting the field to experienced parties.
The result was that for the Northern region,
Hvderabad Ashestos Cement (Birla) was eiven
a licence for a new unit near Delhi.  Asbestos
Cement (A C.C. second-ticr) was given a licence
for a new unit at Gauvhati. For the Western
region, however, instead of niving the licence to
Dieviiny Cement (Baneur), an existing nroducer
whn wanted a SE. licence, a new party, Shri
P. R. Heda. was nreferred en the ground that
he wanted to establish g unit in Goa and the



industrialisation of this Union Territory was
important. It was at the same time decided
that if he did make adequate progress, the
licence might be given to Digvijay Cement. For
the Southern region, apart from the regularisa-
tion of the expanded capacity of Hyderabad
Asbestos, there was no application for the area
from any of the existing producers. Therefore,
the application of Scshasayce Brothers (Large
House) was recommended. This was done in
preference to K.C.P. Ltd. (a Larze House) on
the ground that the application of Seshasayee was
received earlier. As Seshasayee failed to make
any progress, K.C.P. was later given a licence.

If expansion of capacity was to be confined
to existing producers, there was no alternative
to the new capacity being largely allotted to the
Large Houses which were already in the indus-
try. It is not possible for us to take any fresh
view of the technical point made except to under
line that this consideration obviously was not
thought to be important in two of the four
cases.

4.31. Aluminium Foil—In the case of alu-
minium foil, Venesta Ltd.,, (later named as
Indian Foil Ltd., a foreign subsidiary), was given
an initial licence for 33 tons which was extcnded
in 1956 to 2,000 tons. Three other licences
were given—General Industrial Society (Birla—
Second Tier) for 1,200 tons, Surendra Overseas
for 1,200 tons and Indian Aluminium Co.
(Laree Independent Foreign Company) for
2,500 tons. Thus, the bulk of the capacity
licensed went to large houses and foreign susi-
diaries. As against this, twelve applicants in-
cludine nine not belonging to the Large Indus-
trial Sector were denied licences mainly on the
ground that there was no further scope for the
industry. The process by which such a dispro-
portionate share was secured by these concerns
seems to have been that Venesta was licensed
as it was the original entrant in the industry and
claimed that it could easily increase its capacity
and the other partics were given licences on the
ground that some healthv competition should
be created. Another point made in favour of
these parties was that they would be able to
ensure some export,

4 32. Calcium Carbide.—Until 1952 Calcium
Carbide was beine imported.  As it was an
essential raw material for the chemical industry
and also for use in metal industries, its produc-
tion had to be encouraced. All the capacity
licensed in the industry has gone to the Laree
Houses, the main units Sclongine to the Houses
of Birla. Sarabhai. SP. Jain and Shri Ram.
aprear to have been permitted to establish
capacity mainlv  on the ground that as
a part of their other expansion or deve-
looment prorocammes, they were already in
a position ty establish the production of this
product. The licences were therefore more in
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the nature of regularisation, The rtesult, how-
ever, was that licences had to be denied to
others and because of adequate capacity existing
in the country, a ban was imposed on the indus-
try from 1960 to 1966. As the techno-econo-
mic size is said to be 3,300 tons per year. it is
not clear why it was necessary to concentrate
production among the four Large Houses by
permitting capacities of over 10,000 tons each,

4.33. Newsprint.—In the case of Newsprint,
3 Large Houses obtained about thrce quarters
of the licensed capacity; Sahu Jain about 37 per
cent, Birla 18 per cent, and Thapar 18 per cent,
The remaining capacity is held by a public
sector concern, Nepa. There were 8 rejections
—one from Birla one from Soorajmull Nagar-
mull and 6 from various other parties. They
were rejected mainly on the ground of non-
availability of raw materials though three were
rejected on the ground of no scope. The news-
print industry depends on the availability of raw
materials. Government wanted to encourage the
development of the industry as the bulk of the
requirements had to be imported and the demand
was increasing, In view of the difficulty regard-
ing supply of raw materials, the industry was
placed on the banned list from 1961 to 1966
with the proviso that where raw materials re-
mained untapped, applications could be consi-
dered on merit. The initial applications of Birla
and other Large House were all considered at the
same time in 1960, and they were granted
licences in respect of three raw material areas,
Sahy Jain—FEastern region, Birla—Western
reeion and Thapar—Northern region. The
main idea seems to have "een that these three
Large House would be able tn estahlish the
industry on an economical basis provided large
raw material sources were allotted to them. In
fact, none of the licences has been implemented.

4,34, Aufomobile Tyres.—In the case of
_automobilc tyres, in the capacities licensed dur-
ing the 10-year period, Dunlop and Firestone
(Large Tndependent Companies) shares 57 per
cent. If we include Ceat (Tata Second Tier)
and Goodyear (Laree Indenendent Company),
the share of these four comes to 80 per cent.
Of the comparatively small share of the licensed
capacity poing to companies which were not
foreign-controlled, 64 per cent went to two
Large Houses (Birla and Podar).

There were six rejections on ground of no
scope, bonned item, etc., famong them being
S_;nrqndra Overseas. The main reason for re-
Jections seems to have been their inability to
secure a proper foreign collaborator. As the
more 1mmportant world nroducers of automohile
tvres were alreadv in India and had been given
larre licences, it was not fair o expect compara-
tivelv small Tndian producers tn he able to
obtain pood foreien collaborations, As a matter
of fact, after having licensed giants like Dunlop,



Firestone, Goodyear and Ceat it became diffi-
cult for Indian producers to successfully come
into the industry and compete with  them.
Government itsclf seems to have realised that too
large a share in the industry had been given to
foreign controlled companies. That is why a
few Indian companies were given licences and
it was decided to sanction them additional capa-
city by way of substantial expansion so as to
make their production economical. But by the
time this policy was adopted, three of the four
big foreign concerns were already established
and had secured a very large part of the total
capacity.

4.35. Caustic Soda.—According to the MIC
Report, there were 21 producers of Caustic
Soda in 1964 and in this industry there was
no concentration. The product was on the
‘banned list’ between December, 1961 and
March, 1964, 70 per cent of the licensed
capacity during the period of our study has gone
to the Large Industrial Sector. There were 93
rejections in all, including 44 applications from
the Larege Industrial Sector. Although certain
applications were rejected towards the end of
1965 on the ground of no scope etc a licence
was issued to Standard Mills Limited (Mafatlal)
in January, 1966. A licence for Substantial
Expansion was issued in April, 1966, to M/s.
Calico (Sarabhai).

4.36. Rubber Footwear.—In the rubber foot-
wear Industry, out of the capacity licensed, 43
per cent went to Larec Houses—about 28 per
cent to S. P. Jain, It may be, however, noted
that the lareest producer of rubber footwear is
Bata Shoe Company, a Large Independent Com-
pany, who obtained no licence during this
period. According to the MIC, it produced
ahout 59 per cent of the total output. The
Company’s Batanapar unit which was registered
in 1953 for 134 lakh pairs was “recoenised”
for a capacity of 160 lakh pairs in 1960 and
240 lakh pairs in 1966, A concern outside the
Large Industrial Sector, whch was given =
licence and could not implement it, was refused
SE licence on the ground that the licence already
oranted had not been implemented. Two other
applicants not heloneing to the Large Tndustriat
Soctor were also refused licences. The main
paint to be noted reoardine thic industey is not
so much ahout the «ize of the licensed capacity
n< ahont the foct that Bata Shne Companv,
which has not been pranted anv licence during
the ten-vear reriod. has increased its produc-
tion bv over 50 ner cent and this scems to be
accepted for regularisation by Government with-
out any serious objcction.

4.37. Ravon Grade Pulp.—In the case of
ravon grade onin. the total capacitv licen<ed
was over 3.00.000 tons. Thie industry ic in-
~luded in Schedule ‘R’ of the Tndustrial Policv
Resolution. Tr view of the increasing import of
this nroduct, Government wae ke~ on seeine
the industry established in India. The target of
31 1&D—9.
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production for the end of the Third Five Year
Plan was set at 1,00,000 tons per annum.
Actually, demand had reached this level even
carlier. The industry was, however, placed on
the banned list in December, 1961, and it con-
tinucd to be on the banned list until 1966 when
it wag delicensed. Scheme subject to  avail-
ability of indigenous raw matenials in the loca-
tions applied for could, however, be considered
for licensing. If the capacity licensed had been
implemented, production would have consider-
ably exceeded demand. But by the end of our
ttudy period, only three schemes with a total
capacity of 79,200 tons had been fully imple-
mented. Nine schemes were either revoked or
dropped. The share of Large Industrial Houses
in the licensed capacity was about 84 per cent.
The share of the House of Birla alone was
36 per cent and that of Suhu Jain 20 per cent.
Thus, this is a clear example of disproportionate-
ly large share secured by Larpe Houses and
especially by a single large house. Justification
for the large share enjoyed by Large Industrial
Houses can be that they are manufacturers of
Rayon Yarn and as such actual users of the pro-
duct. Gwalior Rayon (Birla) was the first firm
which attempted to develop this product on a
large scale, especially attempting to develop the
use of bamboos as raw materials instead of the
more traditional raw materials used abroad.
There was no such reason, however, for another
concern of the Birla group, Manjushree Indus-
tries, being given a licence for the development
of the industry in an entirely different region—
Assam; anyway they have not been able to im-
wlement this scheme. The development of the

industry depends essentially on ccrtain  raw
materials like bamboo. Usually, the Large
Houses have been ablc to reserve the major

sources of raw materials, in one way or the
other, either in the wname of rayan grade pulp
or for the purpose of paper pulp; and this
practically makes it impossible for any other
applicant to enter the ficld. It is not unlikcly
that with the very large depree of over—licens-
ing, many licensees micht have becn uncertain
about the effects of actual implementation, That
may be one reason whyv many of the licensces
did not implement the licences.  Another rcason
mav be that the pulp manufactured from baggase
or hambhoo is more suitable for manufacture of
«taple fibre than for the manufacture of con-
tinnous filament. The special cffort made by
Birla to obtain control  over the industry is
indicated by the fact that in addition to Kerala
and Assam. where they succeeded in obtaining
Yicences. they attempted to obtain licences for
West Beneal, Madhva Pradesh and Maha-
rashtra.  After dclicensing of the industry in
1966, thev have succecded in laying claim to
new units in this industry in Mysore and Uttar
Pradcsh.

4.38. Beer.—This proxhict was on the banned
list from December. 1961 to Dccember, 1966.
Tn spite of this nearlv 50 per crnt of the licens-
ed capacity went to the Large Industrial Sector,



mainly to a Large Company (Dyer Mcakin and
Brewerics). A capacity ot 25 lakh litres has
been licensed to another Large Company
[Chowgule and Co, (Hind) Pvt. Ltd.]. There
were 22 rejections out of which 16 belonged to
categorics other than the Large Industrial Sector,
and some were Large, Houscs like J. K., Shaw
Wallace, Ruia, Tata and Mafatlal.  An attempt
was me«de to license an applicant not belonging
to Large Industrial Sector for the territory of
Pondicherry but it was qualified by attaching a
coadition regarding export perfoimance wuich
hampered its implementation.

4.39. Nylon (Fibre and Yarn)—For nylon
yarn, out of 16,000 tons licensed up to the end
of 1967, four Large Industrial Houses (Birla,
Modi, J.K. and Podan) together control 44 per
cent. A Large Indcpendent Company. Nirlon
Synthetic, has about 16 per cent of the capacity.
The remaining 40 per cent of the ca-
pacity licensed is distributed aming 7 other
parties nonc of whom belong to a Large
House. In all the:e were 39 rejections of which
27 were on grounds of no scope, etc. Of these
11 belonged to the Large Industrial Sector and
16 to other licensee categories. After a licence
was issued to the Large House of Modis in
Scptember, 1965, a nunmiber of applications were
rejected in October, 1965 and some in March,
1966. An application from the Large House
of JK. which was rejected in July, 1960,
because no satisfactory arrangement had been
made for meeting the toreign exchange expendi-
ture, was approved in July, 1963.

4.40. Electric Motors.—In this product a
large share has been licensed in the Large In-
dustrial Scctor. According to the Monopolies
Ipquiry Commission Rcport, the Large Houscs
of Kirloskar, Thapar and Amin, and a Large
Company (General Electric Co.) were among
the top five enterpriscs in this product. It is
noteworthy that thesc cnterprises were allowed
to produce heavier motorz up to 450 HP though
a public sector unit was already in the field and
the product was inciuded in Schedule ‘A’ of the
Industrial Policy Resolution. As many as 9
applicants not belonging to the Large Industrial
Sector were rcjected on  grounds of no scope,
cte.

4.41. Phosphoric Acid.—In this product 41
per cent of the capacity has been licensed to the
Large Industrial Scctor. There were four rejec-
tions, all from outside the Large Sector, on
grounds of no scope, etc. It is seen that Star
Chemicals Company Ltd.. not a Large House,
was civen a COB licence in 1960 for a capacity
of 3000 tons. Its production in 1964 was only
1975 tons and it enioved a share of 79 per cent
of that year’s output. The company was allow-
ed a further capacity of 6000 tons in the inter-
Ministerial meeting of May, 1964. In Decem-
ber, 1960. an apolication from Bansidhar
Ghanshamdas, not a Large House, for a capacity
of €060 tons was rejected. But in May. 1961,
aa application fr.m Standard Mills Limited
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(Mafatlal) for 5000 tons was granted, along
with that of Phosphate (India) Limited for 1100
tons, both for Maharashtra. The licence to the
Large House (Mafatlal) was surrendered after
some iime. The licence of Phosphate (India)
was also not implemcated, but a fresh licence
was issucd to it on an application by an in-
fluential individual in October, 1964 lor a
capactty of 20,000 tons, of which 8000 tons
were for sale and 12000 tons for consumption
by a business associate.

4.42. Switchgear—In this product a larpe
capacity has been licensed to Electric Construc-
tion and Equipment Co, Ltd. (Birla). The
licence was given in June, 1961 and was allow-
ed to be shifted in May, 1962, within the same
State. Applications from the House of Birla
were rejected in July, 1962, March, 1964,
Scptember, 1964 and November, 1964. Some
of the rejections were made because capacity
had been granted to a sister concern or the
capacity already granted had not been fully im-
plemented. Out of the 5 rejections on grounds
of no scope, etc., 3 were from concerns outside
the Larpge Industrial Sector.

443, Other Products.——There were a num-
ber of products in which a large share of the
licensed capacity went to the Large Industrial
Scctor, whilst applications from other categories
were rcjected on grounds of no scope, etc. For
instance. in contraceptives, 86 per cent capa-
city went to the Large Industrial Sector and
there were 4 rcjections; but in this case the re-
jected apnlicants also belonged to the Large In-
dustrial Sector. For glycerine, 77 per cent of
the capacity went to the Large Industrial Sector,
while five applicants all belonging to other cate-
gories were rejected. In typewriters, 55 per
cent of the licensed capacity went to the Large
Industrial Sector, while there were 9 rejections,
out of which 4 were of applicants belonging to
other categories. For sponge iron, 75 per cent
of the licensed capacity went to a single Large
House; there were 4 rejections. ' For Jeeps, the
only licence went to the House of Mahindra,
but as this is a registered trade mark, there
could not have been anv other licensee without
the consent of the foreign collaborator. For
portland cement, 62 per cent capacity went to
the Larce Industrial Sector, while there were
60 applications ot belonging to the Laree
Ind_ustnal Sector whioh were rejected during the
period of our studv. In the case of slag cement,
the entire licensed capacity has gone to the
Large Industrial Sector; out of the 9 rejections,
5 were those of applicants belonging to cate-
gories other than the Large Industrial Sector.
For tvre cord, more than 90 per cent of the
capacity went to the Large Industrial Sector;
out of the 10 rejections, 9 relatcd to apolicants
from the Large Tndustrial Sector and one from
a concern outside the Laree Industrial Sector.
In synthetic detergents, about 73 per cent of the
licensed capacity went to the Large Industrial
Scctor; there were 3 rejections of applications
not belonging to the Large Industrial Sector.
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In the remaining products such as Photogra-
pluc Paper, Paper and Straw Board, Guar Gum,
Non-woven baorics and Coal Washery Planw
e snare of the Large Industrial Sector in the
licensed capacities was 43 per cent, 53 per cent,
4> per cent, 1V per ceut and 1UU per cent
respectively.  We should, however, note that
there WEIe no rejections in these ndusines ot
any applications on the grounds of no scope or
tne 1em being ‘banned, etc.  Thus in wese
cases it cannot be said that by giving licences to
the Large Industrial Sector, other entrepreneurs
were directly shut out.

4.44, Pesticides.—The importance of pesti-
cides for the development or agriculture has
been increasingly emphasised ounng the last
1> years. The consumption of pesticides has
also increased rapidly so that from 3.2 gms per
hectare of gross cropped area, it has increased
to something like 1/8.4 gms by 1968-69.
‘I'here are a number of different types of pestici-
des. As many of these have to be imported,
the Government wanted to encourage the manu-
tacture of those to the maximum possible ex-
tent. In the period of study, 115 applications
were received for grant of licences, ot which 51
belonged to Large Houses and 64 to others.
Among the 79 applicants who were granted
licences, 32 belong to Large Houses, nine to
foreign companies and four to public sector
companies. Among the Large Houses, the lar-
gest share went to Tata with 21 licences, five
licences were issued to 1CI, two to Parry and
one each to four other Large Houses. Among
the concerns not belonging to Large Houses,
the largest beneficiary was Bharat Pulverizers
who got 12, and Pesticides who got nine.
Among the rejected applications, three belong
to Large Houses (Tata, Kasturbhai Lalbhai and
Birla). Two rejections relate to Aminchand
Payarelal, six to Bharat Pulverizer and four to
Pesticides. About 50 per cent applications
were rejected because of there being no further
scope. Other grounds of rejection included ex-
cessive foreign exchange expenditure or inade-
quacy of raw materials. The main reason for
such a large number of licences going to a few
producers, many of which belong to Large
Houses, seems to be that the production is re-
lated to the use of by-products and other pro-
cesses and therefore already established produ-
cers are in a better position to develop the in-
dustry than others. Moreover, in many of
these cases, foreign collaborations are required
and foreign concerns of repute seem to prefer
the well established Large House concerns 1o
others.

4.45. Fertilizers,—In the fertilizer industry,
the bulk of the capacities sanctioned for various
fertilisers have gone to the Large Houscs in sc
far as they have been licensed to the private
sector. For eight end products considered as
fertilizers, a total capacity of 6.7 million tons
was licensed of which 52 per cent went to Large
Houses and 33 per cent to the public sector

Taking all the 8 products together, Rallis bave
a share of 18 per cent, Parry ot 8.5 per cent
and LC.1. 6.7 per cent.  lndividuadly, Sun Kam
obutuned 63 per cent of the overad  hcensed
capacity of ammomum clloride, Muluah the
enure capacity for double salt, Rallis 67 per
cent ot we capacity tor super-phosphates and
Parry 68 per cent o1 the capactly for ammonium
phosphate, Large Houses did not have a Jarge
snare in capacities for calcium ammonium -
ratc and puxed fertibzers. Dunng the period
of study, thcre were 68 rejections, the repcted
applicauons including Large Houses such as
puia (12 applications), Chinai (2) and a pum-
ber ot other companics not belonging to Large
Houses (22) ana individuals, pon-corporide
bodies and unidentified (19). ‘The largest num-
ber of rejecuons were in the penog 1939 to
1961 (54 per cent). There were no rejecuons
between 1956 to 1958 and very few again bet-
ween 1961 and 1965. 7 apphications were ro-
jected in 1906 and 15 in 1906/,

The main justification for the Large Houscs
obtaining a large share in the liccnces in this
industry is that during certain years whea the
Government was very keen on expanding ferti-
lizer capacity, adequate number of worthwhile
applicatons were not forthcoming. To the ex-
tent that Government did not tlunk it possible
to develop the industry in the public scctor,
there was no alternative to not only permitling
but even inducing large house applications for
the industry. As a matter of fact in 1960, the
Minister of Commerce and Industry noted that
in view of the limited funds available for the
development of the industry, places where the
privatc scctor partics were prepared to sct up
fertilizer plants might be Icit to them, locating
public scctor plants in the States in which pri-
vate parties had not evinced interost. This is
one industry for which an attcmpt at planning
in some detail was made, but for most of the
period under study it was not very successful,

4.46. Licences to Dominant Producers.—We
may bricfly notice a few other products in which,
while the share of the Large Industrial Sector
in the total licensed capacily was not large,
there was a large concentration of production
in the hands of onc producce as rcported by
the MIC, and licences have been issued to such
a dominant producer.

4.47. Razor Blades.—In the production of
Razor Blades, while no Large House is involved,
the MIC has pointed out that in 1964, one firm,
H. L. Malhotra and Sons, controlled 84 per
cent of the output. As a matter of fact, within
the capacity licensed during the period of our
study, concerns belonging to the Malhotra
Group obtaincd about 86 per cent. There was
a ban on new undertakings in the period
between 1961 and 1966. The ban also applicd
between 1961 and 1964 to substantial c¢xpan-
sion. Seven applications were rejected during
this period, none of them belonging to Large
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Houses. The main reasons for rejections were
Do scope'or ban in existence and high foreign
exchange commitments proposed. At the same
time, substantial expansions were licensed to
the Malhotra Group in 1960, 1961 and 19635.
This case indicates a disproportionate share
being licensed not to a Large House but to one
dominant producer. No special justification in
favour of this producer is to be found.

448. Carbon Black—In Carbon Black, a
raw material mainly used in the rubber goods
manufacturing industry, in the capacity licens-
ed during the ten year period, about one-third
went to Philips Carbon Black belonging to a
Large House—Gocnka—which was controlling
the entire capacity that was already in produc-
tion in 1964. It may be noted that some 12
applcations were rejected during the pericd of
study, out of which one came from the House
of Goenkas in the name of Duncan Bros., one
from Kamani, two from Birla and three from
Soorajmull Nagarmull. The rejections were
mainly on the ground that the applicants had
not been assured of raw materials in the quan-
titics required and in one case because the col-
laboration arrangement did not come through.
The main ground for granting further capacity
to the already dominating producer seems to
have been that it was already in collaboralion
with an American firm of repute in the indus-
try, even though the terms of collaboration were
somewhat stiff. It may also be noted that this
firm was given SE licences in 1960 and 1963
though actual production for the licence issued
in 1959 was reported only by 1964,

4.49. Cigarcttes.—This product was on the
‘banned list’ from March, 1960 to April, 1962.
This is not an industry for which targets were
fixed. It was brought within the purview of
the IDRA with effect from 1-3-1957. Up to
September, 1957, 13 units were issued rcgis-
tration certificates including five belonging to
the Imperial Tobacco Company of India. In
November, 1958, a COB licence was issued to
a licensee not belonging to the Large Indus-
trial Sector. Though the production of the
Imperial Tobacco Company for the years 1955,
1956 and 1957 was between 14 million and 17
million pieces, it was registered for a capacity
of 24 million picces. The company reached
an output of 24 million picces only in 1965.
This company was refused a licence for setting
up a new unit in October, 1957. In Novem-
ber, 1962, it entcred into an agreement with
another licensee, Wazir Sultan, to act zs the
latter’s sole distributors and to undertake manu-
facture of their brand of cigarettes, Wazir
Sultan were granted a substantial expansion
licence in July, 1963.

4.50. Radio Rececivers.—In the Radio Re-
ceiver Industry, the total capacity licensed dur-
ing this period was of the order of about
5,19,000. Four licences involving a total

capacity of 1,31,000 were revoked or surred-
dered, reducing the effective licensed capacity
to about 3,88,000. Out of this, the capacity
licensed for two Large Houses (Birla and
Tata), two large companies (G.E.C. and
Philips), and two foreign concerns (Mulchan-
dani and Gramophone Co.) together was about
1,80,000 representing about 47 percent of the
effective licensed capacity. It muy be noted
that this constitutes about 35 per cent of the
total licensed capacity during the period. In
addition, Telefunken, to which a reference will
be made elsewhere in the Report, was licens-
ed a capacity of 40,000, i.e,, 8 per cent of the
licensed capacity and more than 10 per cent of
the effective capacity. Some 12 applications
were rejected during the period most of whom
did not belong to Large Houses., The reasons
given for rejection were mainly that there was
no scope for further licensing and in one case
the argument that the item was of low priority
was used,

This is an industry which is developing even
in the small-scale sector. In spite of this, not
only did the large scale producers receive a
large share of the licensed capacity but they
were also found to produce much more than the
licensed capacity, At the end of 1966, 1t was
found that Philips India was producing 54 per
cent over the licensed capacity, Murphy India
38 per cent, National Ecko (Tata) 28 per cent
and Mulchandani (foreign company) 68 per
cent over the licensed capacity. We bhave
pointed out that Government does not seem
to object to this and as a matter of fact in
dealing with one application (Murphy), the
view taken by the concerned Ministry was that
as the increase in capacity asked for was only
by way of regularising the capacity already
achieved, there should be no objection to
granting it.

4.51. Wood Pulp.—In the licences granted
for wood and bamboo pulp for the paper in-
dustry during the 10dyear period, the share of
Large Houses in the licensed capacity was 96
per cent and that of Large companies 11 per
cent. The main beneficiaries were the Houses
of Birla, Thapar, Bird-Heilgers, Balmer Law-
rie, Andrew Yule, Chinai and G, V. Naidu. It
may be noted that three other Birla applica-
tions were rejected, so also two applications
from Sahu Jain. Out of the licences granted
seven were COB licences. The industry
was brought into the Schedule only under
the Amendment Act of 1956. The announce-
ment that pulp for paper was also covered by
the Act came somewhat late and, in the mean-
while, there were attempts at increasing capacity
sO as to get the benefit of COB licences. This
is yet another industry where the availability
of raw materials is important, and once certain
producers had obtained the support of the
concerned State Governments regarding the allo-



¢ation of raw materials, it was not possible for
other parties to enter the field. One argument
used in favour of Large Units being given
licences for the production of pulp was that
they could manufacture pulp very very eco-
nomicaly and that this could be made available
to small paper units at an economical price for
paper production. While this justification may
be an appropriate one, there has been no
attempt to ensure that in practice this happens,
The industry was delicensed in 1966,

4.52. Conclusion.—The productwise review
in the foregoing paragraphs of the cases where
the Large Industrial Sector obtained a dis-
proportionate share of capacities licensed dur-
ing our period of study suggests some definite
conclusions. Undoubtedly, there were a few
cases where there were specific technical rea-
sons to grant a significant part of the capacity
to a particular large concern. The capacity
initially granted to ICI in Polyester Fibre is an
example of this. There were some others
where the Government had no alternative but
to license capacity to those who showed in-
terest, and among the applicants Large Houses
seemed to be the most capable—or the least
incapable—of implementing the licence. Such
was the case with the fertiliser industry. Espe-
cially in some of the new industries where on
techno-economic grounds, the size of each unit
had to be a large one, it was probably un-
avoidable to licence only a small number of
units, some of them belonging to the Large
Industrial Sector, especially where investments
were large. It was not, however, necessary to
grant muliiple licences to the same Housc in
a given industry, It was also pot necessary (o
grant capacitics much higher than necessary on
techno-economic grounds and thereby concen-
trate licensed capacity among a few units main-
iy belonging to the Large Industrial Sector.
In some of the cases, Government seems to
have decided in advance that particular pro-
ducers, usually belonging to the Large In-
dustrial Sector, would be permitted to develop
capacity in the industry. Licensing policy
followed this approcah. This was the case,
for example, in the aluminium industry and In
the newsprint industry. No special justification
in favour of these decisions, especially in the
case of newsprint industry, is available. A
consideration of preventing monopoly does
not seem to have entered the picture at all. In
some cases, the example of Razor Blades
which we have mentioned above being one
licensing policy almost led to the creation of
a monopolistic situation in the industry. There
appears to be no justification for the grant of
substantial expansion licences to Large House
concerns even before they had implemented the
initial licence or when there was no techno-
economic reason for it, as in the case of IC1
{polyester fibre) or in the case of Tata Chemi-
cals. (soda ash). Nor is there any apparent
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justification for the decisions that on tcchnical
grounds existing producers should be permitted
not only to expand the alrcady established units
but to set up new units, especially as excep-
tions were made in two out of four ncw units
proposed to be sct up. Without going over.
the various examples which have been mention-
ed earlier, it can be stated that the grant ot
disproportionately large capacities in the case
of many products stated above, to concerns be-
longing to Large Industrial Sector, does not
scem 10 be jusufied. Moreover, whether the
same industrial House should be permitted to
develop into various kinds of industrics and
whether they would really have the compctence
and the capacity were questions which were pot
asked. The ability of some of the Laige lo-
dustrial Houses to find influential foreign col-
laborators seems to have been an important
factor in their favour. Whether this can be
considered adequate justification for giving thcm
a very large share is open to  question. o
favourably considering the applications of Large
Indusirial Houses, consideraton of opumum
did not always scem to matter; sce the example
of trucks mentioned above. While, therciore,
there are cases where the share of thc Large
Industrial Sector as a whole could not be ob-
jected to, the manner in which this snare has
been obtained by a few inllucnual Houscs does
notl appear to have suflicient jusufication.

4.53. Undue Advantage.—We shall now pro-
ceed to examine whetner the Larger  ludus-
trial Houses securcd unsu~ advantage in the
grant of licences., Disproportionate share al-
ways entails an undue advantage, but such ad-
vantage can accrue even if the share of licences
received is not disproportionate. The ecotire
licensing systcm operates on an administrative
basis. The <authorities concerned have consi-
derable discretionary powers and the proce-
dures prescribed are so flexible that these aut-
horities can discriminate, if thay so wish, in
the section of applications between one  per-
son and another. The applicants for licences
have no easy means of knowing how and why
particular decisions have been reached- For
understandable reasons applicants would ordi-
narily be chary of complaining against the
licensing authority and grant of undue favour
does not, therefore, reccive publicity,

4.54. It is well known that many of the Lar-
ger Industrial Houses maintain liaison officers
in Dclhi where licensing decisions are taken.
These persons try to maintain contact at busi-
ness and social levels with scnior persons 1
Government and scek to influence the exercise
of discretionary powers in their favour. Smaller
houses and indivduals who cannot aord such
facilities stand at a disadvantage. This point
was mentioned to us by the rcpresentatives of
the smaller business and alsy of business arcas
not in close communication with Dxlhi.



4.55. It is only fair to add that the fact that in
some cascs certain partics have received undue
advantage does not nccessarlly mean that the
'persons 1nvolved in the dcecisions acted .mala
hide, or that the decisions were due to political or
personal influence excrcised on behalf of the
successful applicants, In our studies we have
directed our attention primarily to the deficien-
cies of the systemn and not to the wrong actions
of individuals.

4.56. Nature of Studies.—Our study of undue
advantage as well as of some other aspects of
the lcensing systems which we have cxamined
in the following two Chapters are based upon
a number of case studics undertaken by us.
The general approach regarding these studies hag
alrcady been brielly explained 1n Chapter 1. We
selected cases for studies in a number of ways.
Earlier in this Chapter, we have indicated the
results of our industry reviews which were
undertaken in respect of industrics where statis-
tical data suggested that disproportionate share
had been or was likely to be obtained by con-
cerns belonging Lo the Large Industrial Sector.
19 such industry reviews were undertaken by
us. We also studied cases on the basis of letters
and memoranda received by us in which refe-
rence had been made to possible cases of undue
advantage. 28 such cases were studied. As the
Estimates Committee had referred to reconsidered
cases and Dr. Hazari to ‘on file’ cases, we
thought that it might be uscful for vs to study
thess two catcgories. 60 such cases were stu-
dicd. In addition, a number of cases were
studicd because the possibility of some light
being thrown on the licensing system was suggest-
ed in the course of our work. The cases that
we studied covered 135 products and data were
collected from 1,300 files. There were ob-
viously a large number of other cases which
we could not examing in detail. It is, therefore,
not ‘possible for us to claim either that we have
been able to examine ali the possibilities of
undue advantage, or all the licensee categories
who obtained undue advantage. We do, how-
ever, think that the studies undertaken by us
are sufficiently representative to enable us to
draw conclusions about the overall functioning
of the licensing system.

4.57. One other limitation of our case-stu-
dics should be mentioned. We have relied om
available records for these.  While obtaining
old records was difficult and time-consuming in
most cascs, we succeeded in getting and study-
ing all the records which were relevant for the
purpose. As ours is not an inquiry into the
conduct >f persons but one into the working
of the system, we decided not to call witness for
oral evidence regarding the  results of  these
studics, Our analysis and comments are, there-
fore, bascd entirely on the data availuble in the
relevant Government records and files.
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4.58. Early Intimation.—For the examinatiof
of undue advantage we propose to look at thy
duicrent stages through which a licensing appli
cation has to pass before a final decision i
taken on it and the manner in  which othe;
ielaled sanctions such as capital goods authori
sauons and foreign collaboration approvals are
granted,

4.59. We have alrcady explained that the
statutory provision for a Gazette Notification
be 1ssued inviting applications for industria
licences has hardly ever been used. The resul
is that the knowledge that applications for cer
tain products are likcly to be considered at g
certain 'point of time itsclf becomes a matter ol
privilege. With the lirst-come first-serveqd ap-
proach normally adopted in the disposal of ap-
plications, the knowledge that applications for
certain products will be considered in a particu-
lar meeting is of <necial benelit because later on
licences may be refused on the ground that capa-
city to be licensed has already been exhausted.
We have come across cascs where applications
are received just a little before the subject is

being considered in a licensing meeting; this
docs not always seem to be a coincidence. In 3
large number of cases a discussion is held

betwecen the intending applicant and a repre-
scntative of Government, and the applicant is
advised to make a forma] application. At the
same time instructions are isswed that when
the application is received, it should be put
before the licensing meeting without delay,
many times within a few days. The discussions
as well as the instructions indicate that the
decision to grant the licence has already been
almost taken before the application is received.
The more important of such cases are found to
belong to industries where large investments
are involved and where a great deal of pre-
liminary discussion scems to take place leading
to formal applications.

4.60. The discussion may take different forms,
In the aluminium industry, the first 'paper in
the file relating to Hindustan Aluminium is a
letter from Shri G. D, Birla to Government
cxpressing his gratitute that he had been asked
to take up the project of aluminium at Rihand.
The other material available in  Government
records shows that some time in October or
November, 1957, as a result of discussions
between Government and representatives of
Birla and Naidu, a decision had been taken that
of the two proposed aluminium projects, that
at Rihand should be developed by Birla and
that at Mettur by Naidu. The applications
for licences came later. In the case of the

paper and pulp industry, as a result of discus-

sions in the Development Council in 1963, it
was dccided that further development of the
industry should take place mainly through the
substantial expansion of 7 existing producers
(of which 6 belonged to Large Houses). The
additional capital cost of the unit and also the
foreign exchange required varied from Rs. 100



per ton to as much as Rs. 460 per tun. The
approach was that as this was a key industry,
it was necessary to develop it specdily and the
substantial expansion of existing producers would
achieve this objective. It was, therefore, decided
that applications should be made by these pro-
ducers for substantial expansion licences. These
applications were subsequently reccived, specdily
approved and followed by the necessary C. G.
authorisations.  Incidentally the expectation
that this would lead to rapid creation of capa-
city did not materialise. Other cases where a
similar advance understanding was given to an
intending applicant include those for the manu-
facture of Cable Insulating Paper (Tribeni
Tissues—foreign controlled), Winding Wires
(Hindustan Wires—Bangur), Earth Moving
Equipment (Hindustan Motors—Birla), Auto-
mobile Tyres (Duniop, Goodyear and Ceat),
Machine Tbools (Vi:kers-Sparry—Mahindra;
Kirloskar), Phthalic anhydride (Suhrid Geigy—
Sarabhai), Thermoplastic Closures (Metal
Box), Synthetic Rubber (Synthetics and Chemi-
cals—Kilachand)} and Phenol (Wadia). It is
likely that in some of these cases Government
authorities thought it gppropriate to encourage
particular entrepreneurs to take up the develop-
ment of these important industrics. In the fer-
tilizer industry, as Government was keen on the
development nf the industry, and was at some
points of time dcliberatcly attempting to en-
courage particular entrepreneurs in the develop-
ment of the industry, previous discussions wcre
held before applications were  formally  sub-
mitted in many cascs,

4.61. Banner List Items.—We¢ have already
explained the meaning and mrmase  of the
‘banned list”. We have come across certain
cases where licences were issued when the item
was on the banned list or where the change in
the ‘banncd list’ came at a suitable time for a
particular applicant.

In a case studied by ws relating to the manu-

_facture of DDT, it was nnticed that at the
beginning of 1966, the product was on the
‘banned list’ except for substantial  expansion

of existing undertikings. The cnly undpr_tak-
jng in operation was the Hindustan Insecticides,
a public sector undertaking. In Aprl, 1966, a
Member of Parliament wrote to the Minister.of
P. & C. enquiring ahout the licensing policy
for DDT. pointing out that a  public scctor
undertaking. Hindustan Tnsecticides Ltd., was
the only existing unit. The Minister rerlicd
that “the production of D.D.T. is not cqnﬁned
exclusively to the Public Scctor. and in fact
we already have proposals for the manufacture
of DDT in the private s~ctor—these are under
active, amsideration. . ..".  As a matter of .fnct
no applications had heen reccived at thot time.
Tn Tune. 1966. when the ‘han’ was cxninine, the
D.G.T.D. recommended a continuance of ghe
‘ban’ until such time that the supplv position
of basic technical materials improved, but the
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Ministry of P. & C. recommended
product might be removed from the ‘banncd
list'.  In September, 1966, D.D.T. was put on
the ‘merit Iist. In Octo'wr, 1966, Century
Chemicals (Birlt) applicd for the manufacture
of 3,000 tons of D.D.T. per year. The D.G.T.D.
and the Ministry of Agriculture pointed out
that there was a possibility of the Gujarat
Petro-Chemicals complex to be established in
the public sector including D.D.T. in its manu-
fucturing 'programme. In January, 1967, an
inter-Ministerial mecting was convened, whercin
it was pointed out that the Hindustan Inscctici-
des have suggested a target of 1,3,000 tonnes
per annum in their feasibility report. The
Ministry of P. & C. considered that it would not
be right to reserve the fecld for the public sec-
tor only, more so as the public sector enter-
prise would have to depend on an outside pri-
vate sector source for the supply of chlorine.
The application of Century Chemicals was put
up to the Licensing Committece recommending
the issuc of a Letter of Intent subject to the
following conditions:—

{a) that the technical know-how which

was available in the country, should
be utilised;

(b) that after meeting the rcquircments of
D.D.T. in the country, the surplus
should be exported; and

(c) that the distribution of the technical
material to various formulators with
a minimum of 50 per cent should be
done by the company.

As rccommended by the Licensing Committee,
a Letter of Intent with these terms and condi-
tions was issucd to Century Chemicals in
March, 1967. In April, 1967, the company
wrote to the Ministry that the Hindustan Inscc-
ticides would not be able to give their know-
how for D.D.T. manufacture due to the commit-
ments to their collaborators, who were Technical
Enterprises, U.S.A., and rcquesting for permis-
sion to send their representatives  abroad  for
exploring the nossibility of obtaining  forcign
know-how. Tn May, 1967, thc party was
granted this permission. In November. 1967,
Century Chemicals submitted collabaration pro-
posals with Technical Enterprises, US.A. for
approval to the Government. Tt would apnear
from these facts that the enly application from
a private sector unit which was taken into ac-
count when deciding in favour of encouracing
competition between the private and  public
sectors was that of a Laree House. These facts
sugpest that the liftine of the ‘ban' came in at
a very opportune moment in favour of a parti-
cular Large House applicant,

4.62. There arc a number of cxamples
where licences are found to have been issned
when the item was on the banned list. This
includes licences for ecalcinm carbide (DCM—
Shri Ram), Calico (Sarabhai) and for steel

that the

~ tubes {2 ncw concern associated with Muthiah).



Hindustan Gas (Birla) was given a letter of
1ntent in 1966 when the item was Manned, but
because of difficultics relating to capital goods
the project did not ultimately materialise. Other
important casecs of licences being issued or appli-
cations approved when the item continued to be
on the banned list include Asbestos Cement
(Hyderabad Asbestos Cement—DBiria), Carbon
Black (Philip Carbon Black—Goenkas), Cables
(Universal Cables—Birla); Pthalic Anhydride
(Suhrid Geigy—Sarabhai), Radio Receivers
(Philips), Thermo Plastic Closures (Metal
Box), Earth Moving Equipment (Hindustan
Motors—Birla) and General Lighting Service
Lamps {Universal Lamps—Bajaj, Philips and
ELMI—a consortium of foreign concerns).

I some cases there seems to be a very close
relationship between the lifting of the ban and
the consideration and grant of licences to parti-
cular partics. In addition to the case of Century
Chemicals mentioned above, other two such
cases are Zing Strips (Union Carbide) and Type-
writers (J. K.}. We also find instances where
the ban on an item was lifted for a short time,
and, before it was re-imposed, licences to par-
titcular parties were issued. Examples of such
undue advantage are Twist Drills (Indian Tools
Manufacturers—Birla), Dry Cell Batteries
(Union Carbide), Biscuits (Britannia) and Zinc
(Binani). We also find that cases of producers
substantially expanding their capacity without
a licence and during a period when the item was
banned are not necessarily penalised for such
contravention of the Rules.*

4.63. It may be noted that strictly there is
nothing in the rules to preclude Government
from considering an application for an item
which is on the banned list. Such consideration
and grant of licences, therefore, is not illegal.
However, as in the case of advance intimation,
advance discussion or an understanding that a
licence would be pranted, consideration of an
apolication when the item is on the banned list
constitutes an wndue advantage to a particular
party because it is not publicly known that
applications for certain items in the banned list
are being considered by Government provided
certain conditions are satisfied. We also find
that the large majority of cases of this kind
belong to the Large Industrial Sector.

4.64. Expeditious Disposal.—Another provi-
gion made in the Rules that decisions
on licensing applications must be taken
within three months has in effect been
in abeyance. Most applications are found to
have taken much longer for disposal. There
are some cases, however, in which there seems
to have been a definite attempt under instruc-
tion to dispose of the applications at great
spced. An application from Pure Drinks (not
a Laree House), for a licence in the field of
soft drinks was rteceived on 22nd December,
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1961. No reference on the application was made
to the D.G.T.D, to check on the facts regarding
capacity as well as imports stated by the appli-
cant and for other technical comments. As a
matter of fact, the licence was issued on the
very next day, i.e., 23rd December, 1961.
Other cases include an application for the
manufacture of certain heavy organic chemicals
by N. Wadia and Sons which was submitted
on 12th December, 1960 and under the instruc-
tion of senior personalities placed before the
Licensing Commitice on 22nd December, 1960,
An application for the manufacture of medium
petrol trucks (Hindustan Motors—DBirla) was
considered by the Licensing Committee within
a fortnight of its submission on 15th Octoder,
1957. In the manufacture of synthetic rubber,
an application from Synthetics and Chemicals
(Kilachand) dated 14th September, 1959 was
considered within ten days and approved.
Other example of similar speedy consideration
and approval include chipboard industry
(Parikh Brothers) iron castings (Janata Ma-
chine Tools) and phosphoric acid (Shrimati
Sharada Mukherii); all these are cases of appli-
cants not belonging to Large Houses. In the
case of the fertiliser industry, we find a number
of such examples, probably for the reason that
Government wanted to give high priority to the
development of this industry. '

4.65. One cannot obviously object to expedi-
tous disposal as such. In the cases stated, what
we. odserve is that it is not a question of speedy
disposal of all similar applications, but of this
favour being reserved for particular applicants
in whose case special instructions are issued or
other steps taken to help auick disposal. Some
anplicants may also be able to secure quicker
dispasal of their applications by being able in-
formally to find out the queries and objections
that are beine raised bv various authorities
concerned in licensing and meeting these through
additional and supplementary data. A number
of such instances can be cited mainly belonging
to applicants from Large Houses. This also
cannot be obiccted to as such, except for the
fact that the facility denends very much nn the
contacts that the applicant can establish and
therefore the advantape is more easilv available
to applicants from the Large Industrial Sector.

4.66. We have already explained that when
an apnlication for a licence is received, a certain
vrocedure is followed under which comments
of various governmental authorities are invited
hefore the case is placed hefore the Licensing
Committee. An application from Birla Brothers
for the production of guar sum was received in
February, 1961. Tt was placed before the Licens-
ing Committee within a fortnight without wait-
ing for the comments either of the Food and
Acericulture Mistry or of the Textile Commis-
sioner both of whom were directly concerned.

(4) See for an example of such cases the report of the Estimates Committee,



In the case of phosphoric acid, applications were
being considered in 1964 and it had been sug-
gested that only three units may e licensed so
a3 to ensure an economic size of production.
The D.G.T.D. had recommended three among
the applicants. Two applications were subse-
quently received (Kanoria Chemicals—Kanoria,
and Century Ravon—Birla) and these were
placed before the Licensing Committee without
reference to the D.G.T.D. An application for
thermo-plastic cables by Universal Cables
(Birla) made in March, 1962, was considered
by Government even in respect of technical
matters without counsulting the D.GT.D. and
placed before the Licensing Committee, In the
case of automobile tyres, a licence was granted
in June, 1957, to Ceat for a certain capacity.
The licensee represented and requested that the
capacity may be doubled. This request was
approved and a licence issued in November,
1967, without placing it Yefore the Licensing
Committee. A substantial expansion application
bv Jaipur Metals (Kamani) for enamelled
winding wires in Angust, 1963, was similarly
placed before the Licensing Committee without
even rcference to the D.G.T.D. In the case
of Hindustan Aluminium which was a major
industrial proposal. thouch the consideration of
the case began as carly as December, 1957, a
note on the file in Anmnst., 1959, for the first
time snooested that the case might_bc_ referred
for scrutiny to the Development Wing.

4.67. Tt is true that a representative of the
D.G.T.D. is usually present in the mcetines of
the Licensing Committee so that even if the
ense has not been previously referred to the
D.G.T.D., the representative can nut forward
his views in the meeting itself. Tt is anparent,
however, that careful scrutiny bv all the .am_ho-
rities ooncerned becomes difficult if the pnr_mpal
technical asency is not given an anportunity to
studv the case heforehand and nﬂ’er_sts roOm-
ments for econsideration hv the T.icensnnq_COm-
mittee. The faiture tn refer the case in the
normal wav to the technieal anthoritics .melf
can e taken to cuscect an attemnt to preiudee
the isste. which is in cffect an undue favour,

4.68. Normaily, scrutiny of the application
by different agencies in Government also  1n-
volves checking on the state_menls made by }hc
anplicants. In the application made by Birla
Brothers in 1961 for a licence to produce guar
cum, the statements made by them about lh;
&apatitv that they had already bgcn .sanchoneh
were accepted as :orrcct,.resu]ung in a muc
hicher capaitv being santioned by wav .nf a
COB licence than they would have been ‘nronc]r-
Iv entitled to. as was noticed subsequently.

The Union Carbide was permitted in 1961 to
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of cinema arc carbons. In 1963, the firm stated
that s a result of a new process, its produc-
tion capacity could be increased to 6 million
pairs without requiring any foreign exchangs in
excess of what had already been sanctioned for
the production unit with 3 million pairs cupaci-
ty. The enhanced capacity was, therciore,
licensed in 1963. In December, 1965, the
C.S.IR. wrote to Government that Union Carbide
was imporling uncoppered carbons and
processing them and even then the current pro-
duction was only 2 million pairs. Thus, the
company was ‘permitted to establish 5 large
capacity—6 million out of an estimated demand
of 7 million pairs—on the basis of a statement
mxld; by them without further scrutiny. An
application from Indian Dyestuffs Industries
(Mafatlal) for manufacture of anthraquinone
was favoured because of the anplicant’s claim
that the plant had adequate facilities for expan-
sion so that with minor adjustments, which
could he completed within one year, production
could be ensured speedily. The company was,
therefore, licensed for the product in  March,
1962. After March, 1963, when the licence ex-
pired, the company applied for extension, merely
pointing out that ‘effective steps’ had already
been taken reoarding electric supnly and other
utilities, which was obviously irrelevant in view
of what had becn stated earlier, However.
extension for implementation were permitted till
1967. When G. D. Binani (not a Laree House)
applicd in 1958 for a licence for the manufac-
ture of zinc. he proposed a camacity of 12,000
tons and it was expected that the smelter would
require foreien exchanee to the extent of about
Rs. 25 lakhs. A draft licence was issued on
this basis in April, 1961. It was later observ-
ed on the basis of more detailed studies by the
foreign collaborator that the minimum economic
size would be one of 20000 tons and that the
capital cost would be $9.4 million of which
$ 4.3 million would be in foreign exchanee.
This was accepted and the licence isued in
October, 1962. The case of Century Chemicals
(Rirla) whose statement that Hindustan Tneec-
ticides would not he able ta provide technieal
know-how was accepted withont reference to the
latter concern has alrcady  keen  mentioned

earlier.b

4.69. Inadequate Scrutiny.—Inadequate  or
superficial scrutiny of applications is a potential
method of granting favours to particular appli-
cants. Our studies surgest that the scrutiny of
applications generally leaves much to be desired.
For example, the application form does not pro-
vide for information reparding the prospective
oxst of the product proposed to be produced ase
estimated by the applicant.  Information on the
ostimates of capital costs and foreien exchanre

P

set up a new unit for producing 3 mtlion pairs

ire ¢ * ition of sdditional capacity in the Parrel
i Trade and Comyany Affairs : Recogn . r
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costs as well as proposals about how these
would be met is in most cases very vague at
ne wme of applying, and undergoes radical
cnanges even during the process of scrutiny, not
- to speak about the time when the proposal is
actually implemented.  The information supplied
about capital goods requircments including im-
ported capital goods seems to be scrutinised so
superficiatly that within a short time of the yrant
of industrial as well as the C. G. licences, the
party many times comes back with a request
for substantial cxpansion, stating that this ex-
pansion would be possible with very little addi-
tional capital equipment, indigenous or import-
ed. In most cases, it is obvious that this is not
due to any rapid technolovical change in the
meanwhile but due 1o the practice adopted by
many entreprencurs of asking for more capital
goods, especially imported ones, than really
required for setling up the sanctioned capacity,
in the confident belief that somchow they weuld
be able to get this arproved. From the cases
we have studied, it scems that this belicf is not
unwarranted. Undcr these circumstances, subs-
tantial expansion is always found to be more
cconomical than the settine up of new unit so
that ynce a firm has established itself in an
industry, it can feel confident that it will be able
to retain a substantial share of the future capa-
citv to be creatsl in  that  industry,  Little
attempt is made to conduct an adequate study
rerarding the comparative impact on cost of
substantial expansion as against n°w units. In
manv cascs, it is assumed uncritically that subs-
tantial exnansion would Se more economical as
well as more speedy and, on this plea, existing
producers are given an advantage  over new
applicants.,

4.70. When considering the
the production of synthetic rubber by Shri
Tulsidas Kilachand in September, 1939, the
DGTD had pointed out at an early stace that
production based on the use of alcohol was
bound to be costly and that this would ad-
versely affect the price of synthelic rubber so
produced and, therefore, of rubber tvres, It
was sugeested that it micht be useful to wait
for a vear or two by which time the bye-
products of refineries would become available
which may make svnthetic rubber production
competitive in price. However, as the proposal
of Shri Kilachand. in collaboration with Tire-
stone for alcoho] based production, was not
only under consideration but even an announce-
ment had been made in the Lok Sabha by the
Minister concerned that a plant for synthetic
rubber was being set up in Bareilly in UP,, it
was probably thought that it would be impolitic
not to licence the unit. An application from
Orient General Industrics (Birla) in 1961 for
substantial expansion of the manufacture of
dvramos was supported by the Ministrv on the
eround that as the production of Hindustan
Motors. a sister concern, was likely to increase.
the production of dvnamos should also be in-

anplication for

creased. The Licensing Committee agreed in
principle but reccommended that licence should
actvally be given after examining to what ex-
tent the price of the automobile manufacturer
could be brought down as a result of the pro-
posed expansion which was supposed to cut
down production cost. No such scrutiny was
attempted on the ground that a better picture
reparding such cost would be available after the
expansion programme had been implemented
by the firm. The licence was therefore issued.
Other similar cases of lack of scrutiny rclate to
Niipur Metals (Kamani}) who were refused in
January, 1962, a licence for enamelled copper
wires of a capacity that it had applied for and
were granted only a smaller licence for captive
consumption, but were apparently able to
obtain a C.G. authorisation adcquate to pro-
duce the capacity that they had originally
applied for. A substantinl expansion licence
was applied for in July, 1963, on the plea that
the machinery sanctioned was capable of produc-
ing the extra output and this was granted in
October, 1963. The company was then granted
in January, 1964, a further Tmport licer}cc on
the ground that the price of the equipment
had increased in the meanwhile. Gwalior
Rayon (Birla) was granted an import licence
of the value of Rs. 205 lakhs in  September,
1956, for a new undertaking to manufacture
100 tons of rayon grade pulp per dav. The
import licence was enhanced to Rs. 305 lakhs
in Awugust, 1959, when it apnlied for sub-
stantial expansion by 50 tons per day in 1960,
it wanted an additional Rs, 75 lakhs in foreion
exchanee, Subscquently. when clearance of the
additional foreien exchanee scemed difficult, the
apnlicant admitted that the substantial expansion
could be effected without additional forein
exchange by obtaining equipment indigenously.

4.71. In the case of scrutiny of applications,
various agencies raise queries and objections,
Tn the manufacture of fertiliser, Anil Starch
{Kasturbhai) was granted a licence for super
phosphate in  Western rerion in November,
1960. over-mlina the obhicection of the Food &
Acgriculture Ministry that this would not be in
keeping with the recional balance rzquircments.
When an application from Jaipur Metals
(Kamani) for the production of enamelled wires
was objected to by the DGTD on the ground
that the companv had not implementsd other
already  licensed schemes, the objection
was ignored when a C.G. liccnce for
the sams purpose was beine considered. A
question raised by the Ministry of TIndustry
whether the machinery already installed was
capable of achieving the proposed production
remained unanswered. Sueecstions made by
the concerned Ministry or Department may be
similarlv ienored. The Ministry of Finance had
surpested  that an export condjtion may be
included when a licence for the manufacture of



stee] sections was being issucd to Kamani
Engincering, but this was not tollowed up by
the licensing authoritics, When  Hindustan
Motors applied for thie muanufucture of medium
petrol trucks, the Ministry of Transport sug-
gested that the manufacture of engines nceded
to be given priofity in the phasing of production.
Senior officers in the Ministry of Linance
pointed out that the information supplicd in the
application was inadcquate and more information
was necessary. Nothing was done about these
matters and the application was approved. We
also find that specilic  recommendations made
by a technical agency, like the DGID, are
reversed  without there being any apparent
reason for such reversal, For example, when
applications for oxymen and acctylene gas
manufacture were being considered in 19635, the
D.G.T.D. had rccommended that Letters of 1n-
tent may be issued to two applicants for schemes
in Uttar Pradesh. An application from Hindus-
tan Gas (Birla) was to be considered only if
cither of these two partics could not procced
ahead. But the Ministry of Commerce and
Industry called upon all partics to submit
schemes afresh and Hindustan Gas was given
a Letter of Intent,

4.72. Not in all cases, however, would
queries remain upanswered or objections over-
ruled. For exampie in the manufaciure of
automotive braking sysiems in the automobile
industry, apphcauons had been received from
TVS lyengar (Large House) and Amnigamation
(Simpson—Large House). While the Develop-
ment Wing recommended both, the Licensing
Committee in May, 1961, referred the case to
an inter-Ministeriai Commitiee whose decision
was that the TVS scheme might be immediately
licensed and the other applicant asked for fur-
ther details of the manufacturing programme.
The licence issued to TVS lyengar contained a
condition that the manufacturing programme
acceptable to the Development Wing should be
submitted. Thus, in one case, a manufacturing
programme was considered necessary before a
licence could be issucd; in the other, such a
programme could be submitted after the licence
was issued. +pn the manufacture of Twist drills,
in addition to Indian Tools Manufacturers
(Birla), there were a number of other appli-
cations, all of which were received in January
or February, 1962. The Birla application was
favoured on the ground that the company once
applied earlier in March, 1961, thou_gh the
present application was  actually received in
January, 1962, and thercfore descrved priority.
Information was also obtained from the com-
pany that it was adopting the latest methods
which would make a saving of 30 per cent in
raw materials. No such information about
other schemes was obtained and it ws su"ncst&
eq that they might be rejected and 8 ban place
on new units, In the manufacture of Razor
Blades, the Licensing Committee, after ’c"“m;
mending a substantial expansion of Harbansla

Malhotra and Sons {not Large House but bold-
ing mouvpolistic positiva in razor blades indus-
try), did pot appiove other two appications
wluch came up belore it. o 190l und Y02 &
secouuncided the substantial expansion  appli-
cations of Vidyut Mcetallic  (Assoviaie  of
Harbanskal Malthotra angd Sons) and Hind Razor
Blades (not a Large Houwse).  in October, 1903,
an apphication from Shaw and Company (not
a Larpge Housc)} was rejected on the ground of
oo scope. There was a ban in the industiy but
it was modilicd at the end of 1964 so as to
penuit substantial expansion by the cxisting
producers.  Subscqueantly in 1965,  substantial
cxpansion  was  pernitlted  to  Harbanslal
Malhotra and Sons, and Indo-Swing (Associate
of Harbanskal Malhotra),

4.73. Other cxampics of this kind relate to
apptications fof thw manuiadtuie ol puen hore
pipes 1 103 and for heavy tratcls mo 1Y00.
Inese examples show that B 15 possioie o
jgnure the objections  rased agawst lavowed
apphications aud to Insist on the guetics o vb-
jections in the  case ol others bomp properly
scrutimsed  and  answered. Ordmanly  Were
might be nothmg wrong with the lawer pio-
cedure, but if some applicants are treated
favourably and the applicaions of others ae
delayed, the latter fauce the risk of subscquent
rejection on the ground of ‘no scopd’,

4.74. 1a contrast to the tendency to waive of
ignore objections in the case of whucntial and
Large House applicants, the atutude of necas
ing authontics i1s sometimes far from helptul in
the case of smaller concerns.  Thus an appli-
catiog for the manufacture of paper and pulp
by a smail firm, Savely and Company, wuas bot
answered for many months and the applicant
was then asked to lnd out sources of indigenous
plang and muchinery frrespeclive of the [fact
that he had alicady done so in his application
of March, 1961, Alter he had pointed this out
again, his application wus rejected in December,
1961, on the ground that thefe was 0O scupe
for further capacity. Awnother case where a8
small party—Saurashtra Cement and Chomical
Industriecs—was attempted  to be treated uo-
favourably as compiared to Large “nl‘l.‘it‘ﬁv—_—-
Saurashtra Chemicals (Bicla) and Tata Qlcm:—
cals—is in sespect of soda ash.  The ditliculty
put forward wis that there was not conough lime
clone. All the threc units were proposed to he
Jocated in Saurashira (Gujn_rul), ansg the inade
quacy of lime stone deposits could have bcf:n
expected to affect all the unils equally, It was
only after persistent suppost by the State Gov-
crnment that the application  was grunted in
func, 1968. |

In the casc of the manufacture of Synthetic
cryolite, we found that an application from Shri
M. D. Kanoria (non-Larve ll('?usc} was
received in January, 1963, proposung A new
undertaking in Ultar Pradesh.  Be had also
fited another apnlication in February, 1963 for
a location in Madhya Pradesh. In the thea
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licensed capacity a concern belonging to Malat-
lal (Large House) enjoyed a share of 2VU por
cent.  dunce another existing licence was bewng
considered for revocation, 1t was thought that
sulicient scope for mew licensing exsied.  In
July, 1963, on the rccommendation of the
DGID and the Ministry, the Licensing Com-
mittee approved the schemes of concerns be-
longing 1o the Large Houses of Parry and
Kanona on the basis of bye-product uulisation.
The applications of Shri M. D, Kanoria and of
another individual (Shri S. D. Maigaokar) were
recommended for rejection. The summary to
the Licensing Committee was misleading because
the applicauon of Shri M. D. Kanoria had
undergune material changes in  May, 1963,
which were not brought to the notice of the
Licensing Committee, but the DGTD's com-
ments of February, 1963, were made a basis
of recommendation, The capacitiecs applied for
were wrongly shown and it was wrongly stated
that there was no scope for further licensing.
It may be mentioned that the concern belong-
ing to the Mafatla] House has since been given
a letter of intent in April, 1968 for doubling its
capacity. It was due to the non-implemen-
tation by this licensee that another Mafadal
concern (Indian Dyestuff Industries) was
granted extensions of time for implementing its
licence to produce anthraquinone,

4.75. “On File” Decisions.—A refercnce has
already been made to the practice of certain
licensing decisions being taken “on file” instead
of through the normal procedure of the Licens-
ing Committee. As this practicc has been
specially  referred to by Prof. Hazari in his
Report,® we had a study made of a number
of such cases. To mention the conclusions of
this study briefly, the study of 93 such ‘on fil¢’
instances shows that there is pno rteason to
believe that a large number of such ‘on file
cases necessarily relate to Large Houses or that
decisions are taken ‘on file’ in cases where only
Large Houses are involved. What we have
found is that in some important cases ‘on file’
decisions went in favour of Large Houses. Out
of 91 Large House applications for 44 pro-
ducts, about 58 per cent were successful, Out
of 18 occasions when only Large House appli-
cants were considered ‘on file’ they succeeded
on 10 occasions. Thus, in the winding wire
industry, the Licensing Committee considered a
pumber of cases in September, 1963, on the
basis of a review prepared by the D.G.T.D.,
but authorised the Chairman to decide the cases
on file, as the recommendations of the DGTD
and those of the Ministry were different. The
result of the ‘on file' decision wag that Hindus-
tan Wire Products (Bangur) and Jaipur Metals
(Kamani) obtained approval in spite of not
being recommended by the D.G.T.D. In the
manufacture of industrial instruments, after a
scrutiny was made in 1963 about which items
were expected to be produced by the proposed

public sector concerns, the Licensing Committee
decided that the apphications of Voltas Linuted
(Yata) and Mamndra Enguneening (Large
House) mught be rejected whie that of inier-
nauopal Lkquipment (not a Large House) ap-
proved. Government  decided  that  the
recommendation of the Licensing Commitice
should be reconsidered. The Licensing Com-
mittee appointed a Sub-Committee to go into
the matter; Letters of intent were issued to
both these parties subsequently on the recom-
mendation of the Sub-Committee. The D.C.-M.,
(Shri Ram) had applied for manufacturing
oxygen and acetylene gases in 1961. The appii-
cation was proposed to be rejected but  the
letter of rejection was not issued and the case
was included in a further review that was
undertaken in December, 1961, In August,
1962, the Chairman was authorised to dis-
pose ot the case and a licence was
subsequently issued to D.CM. in March,
1963. When Indian Dyestuff Industries (Mafat-
lal) applied for a licence to manufacture an-
thraquinone, the Licensing Commuittee remitted
the case for examination by an inter-Ministerial
Committee as a result of which a licence was
granted in March, 1962. J. K. Commercial
Corporation had applied in 1961 for a licence
to produce reclaimed rubber. In the light of
the discussion in the Licensing Committee
meeting and on the advice of the Development
Officer concerned, the application was revised
both in regard to capacity and location. The
Development Wing then recommended that the
unit might be licensed for South India while
the Ministry recommended it for Bast India.
The Licensing Committee remitted the case for
decision “on file”. At this stage, special recom-
mendations were received in favour of g Kerala
applicant, The decision was then taken to
grant the licence as originally wanted by the
company at Kanpur. A competing applicant
{National Rubber), whose application had been
earlier recommended, was not given a licence,
and a third applicant for Kerala was given the
licence for the South.

4.76, Misuse of Letter of Intent.—The idea of
issuing a letter of intent (or a condition letter
in the earlier years) was to enable the appli-
cant to carry on negotiations either with foreign
parties or with financia] institutions so that he
could submit concrete proposals for the consi-
deration of Government, which was not sup-
posed to be committed in any sense to the grant
of a licence because of the issue of the Letter.
We have examined a few cases of this kind. In
the case of Hindustan Aluminium when a
number of objections continued unanswered
and when the applicants pointed out that their
negotiations abroad were being handicapped
because of the lack of a licence, a condition
letter was issued to enable them to negotiate.
Later on, when the terms proposed after nego-
tiation were not found to be satisfactory, the

(6) Final Report on Industrial Planning and Licensing Policy page 10, para 14.4



plea put forward was that the negotiations with
the foreign parties including lending  apencics
had reached @ stage when any withdrawal
would create embarrassment. It was even
suggested that the investment climate in  the
lending country would be adversely attected.
There was, therefore, no alternative but to
grant a licence. It was pointed out by a senior
personality in Government that this was almost
a technrque that was used by certain firms and
Goveroment should guard against it, We find,
however, that the same story was repeated in
other cases too. In newsprint industry, when
the question was whether it would not be useful
to sanction one application of a capacity of 200
tons instead of two of 100 tons per day, it was
decided to issue condition letters in 1959 to
two parties—both Large Houses, Birla and
Sahu Jain—Ileaving it to the C.G. Committee to
take a view about the capacity. When formal
licences were granted in 1960-61, capacities of
200 tons per day were sanctioned to both. In
another case relating to the House of Birla,
when Shri G. D. Birla was negotiating with
foreign firms for the proposed rayon grade pulp
plant in Kerala, and a suggestion was
made that instead of a German firm, collabo-
ration with a Japanese group might be explored,

his answer was that negotiations with the
Germans had advanced to a stage when it
would be npeither desirable nor feasible to

“wriggle out of the agreement with them”. An
assurance was given that when quotations for
supply of plant were invited, Japan would be
one of the countries to be considered. Actually,
for some reason, this did not happen.

-

4.77. Reversal of Decisions.—An applicant
whose application is rejected by the Licensing
Authorities has a right to represent against
such rejection and the ropresentation has to
be considered. Such reconsideration may
normally be expected not to lead to any change
in the decision taken unless new facts are
presented by the applicant, which had been
cither overlooked or were not available when
the decision was initially taken. But recon-
sideration and revision may not necessarily
remain confined to such circumstances. For
example, when applications for typewriter
industry were being considered in July, 1964,
the Licensing Committee had turned down an
application from Universal General Agencies
(associated with Shri Mandelia) on the ground
that substantial expenditure of foreign exchange
was involved. On representation, the decision
was reversed by the Committee within two
months and a Letter of Intent issued. There is
nothing on record to indicate the reasons of
reversal. An application by Union Carbide for
a new unit for the production of dry cell
batteries had been recommended for rejection
in 1964 by the Licensing Committce in view
of the large capacity that the applicant already
controlled, However a plea by another Depart-
ment of Government that only 40 per cent of

1l

the capacity was controlled by the firm led to
a reveisal of the decision, An application from
Saurasirtra Chemicals (Birla) for soda ash had
been rejected by the Licensing Commillee in
Apri, 1960, This decision was reversed two
months later, the only reason on record being
instructions from higher levels.” The Licensing
Committee had decided in 1962 that no new
units for the manufacture of welding electrodes
should be sanctioned in Maharashtra. A licence
issued to a Large House (Mafatlal) at that timne
was, however, permitted to be shifted from
Gujarat to Maharashtra in June, 1964.

4,78, Forcign Collaborations and Loans,—
With the foreign exchange difliculties faced
since 1957 and resulting restrictions regarding
capital goods imports, ctc,, Government many
times favoured partics who would themsclves be
in a position to pegotiate with forcign institutions
and ensure the availability of long-terin credits
as well as equity participation which would
cover the foreign exchange payments required
for setting up a project. This facility is theoretic-
ally open to all licensces. But the better
known and larger Indian business concerns find
it easier to negotiate such terms. The freedom
to negotiate also has the rcsult that to some
extent the Government get committed unwit-
tingly and what the business firms want has to
be approved, because it might otherwise create
complications in relations with large foreign
firms and foreign countries. Examples regard-
ing Hindustan Aluminium and Gwalior Rayon
(Birla) have been mentioned earlier, The plea
that the proposed collaborator might be of
importance from the point of view of the overall
economic interests of the country might be
another way in which the proposal for a licence
may receive support. This appears to have becn
one of the main grounds for the grant of a
licence to Hindustan Motors (Birla) for the
manufacture of Earth Moving Equipment in
collaboration with General Motors. Another
similar Birla case is that rcgarding the fertilizer
project in Goa where collaboration was proposcd
with Armour (now U.S. Steel Corporation) and
the proposal for the manufacture of cranes by
Hindustan Motors in collaboration with M.AN.
A further result of this approach is that in order
to attract influential forcign collaborators
specially favourable terms for such collaboration
may be permitted. Such has been the casc
between Hindustan Aluminium and Kaisers,
Hindustan Motors and General Motors, and
also in the foreign participation permitted in
Associated Battery Makers. In most cases it ig
concerns belonging to the Large Industrial
Sector that seem to be in a position to bencfit.

4,79. Special Advantages that proved Illu-
sory.—When the proposal for the grant of an
licence is being examined, some special reasong
for the grant of the licence may be put forward
to make the proposition appear attractive,
Hindustan Motorg was granted a licence in 1957



for the manufacture of iron and stecl castings
and forgings mainly on the ground that this
would be possible on the basis of already
existing capacity which was unutilised and,
therefore, additional production would be avail-
able speedily. But the firm only produced iron
castings and not steel castings. A request was
made to Governiment for imported raw materials
for the latter in 1965 when the Government
came to realise that the supposed quick imple-
mentation had not taken place in regard to
steel castings. One of the reasons for permit-
ting manufacture of cranes to the same firm in
1959 was that this also could be done without
additional imported capital equipment, but in
fact it was found that additional equipment was
necessary and this was permitted in 1962 to the
extent of Rs. 140 lakhs. One of the reasons
why substantial expansion by seven existing
paper producers was permitted in 1961 (six out
of seven being Large House concerns) was that
this would take place speedily but the expecta-
tion was belied. When the Tulsidas Kilachand
proposal for synthetic rubber, in collaboration
with the Firestone, was preferred to the other
proposal of Goodyear under which a public
sector plant was contemplated, one of ihe
favourable factors was supposed to be that
forcign exchange expenditure under the Kila-
chand Firestone proposal would be less and that
the entire foreign exchange requirements would
be covered by (1) loans from foreign banks, and
{ii) the investment of Firestone. In practice,
neither of these expectations was fulfilled,

+  4.80. Another example of this is that of

Calico (Sarabhai) which was granted a licence
for 4,500 tons of polyester fibre because of the
smaller quantum of foreign exchange required
* in the proposal. Subsequently it was observed
that there was no such comparative advantage.
Philips (foreign controlled concern) applied in
May, 1960, for substantial expansion from
12,000 to 48,000 radio sets per annum. Radio
manufacture was on the banned list, but the
application was recommended by the Licensing
Committee subject to the expansion of capacity
being linked with an undertaking of export.
However, on an informal undertaking that the
company would make every effort to promote
exports, a licence was issued without imposing
any export condition. Indian Tools Manufac-
turers (Birla) was granted a substantial expan-
sion licence in 1962 subject to an export
condition and it was also laid down that the
company should execute a bond for the purpose
with a bank guarantee. But this last part was
overlooked when issuing the licence and the
Company pointed this out when reminded about
it in July, 1964. The matter was therefore
dropped.  Pure Drinks Private Limited (not
Large House) were granted a substantial expan-
sion licence in 1961 with an export condition
rclatm_g.to fruit juices. As the production of
these juices was found to be inadequate and the
company expressed its helplessness to increase
i, the matter wag dropped,
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4.81. A further variation of this method of
favour is that a licence is proposed under certain
conditions, but if the conditions are not found
to be acceptable to the Large House applicant,
they are modified or overlooked. Amrit Starch
(Kasturbhai Lalbhai) was permutted in 1_960 to
expand its capacity for the production of
Superphosphate on the ground that it had
sutlicient capacity already for increased pro-
duction because of a Sulphuric Acid plant, it
was, however, permitted in 1963 to shift its
Sulphuric Acid plant to another location, over-
looking the fact that it was on this ground that
the substantial expansion had been earlicr
permitted.

Thus, it appears that special advantages are
merely pleas for granting undue favour to certain
Large Houses, if they can be forgotten once the
licence is granted.

482, If certain doubts continue to persist
whether the grant of licence would be appro-
priate, it is suggested that certain conditions
may be attached, so that the grant of the licence
may prove worthwhile, When a licence was
given to N. Wadia & Sons in 1960 for a number
of organic chemicals, in spite of objections that
this would intrude into products which were
already proposed to be developed by Hindustan
Organic Chemicals (a public sector project),
a condition for recommending the grant of
licence was that manufacture of cumene—a very
important  chemical—should be established
within one year of the starting of the production
of phenol which was the main product the
applicant wanted to produce. But when the
licence was actually issued no such condition
was laid down,

4.83. Conditions attached to Licences.—A
practice has developed under which licences are
issued subject to various conditions. A further
method of favouring particular parties that
seems to be significantly in use is that when
objections continue to remain, licences are
issued subject to various conditions apparently
80 as to meet the objections, No attempt is
made, however, to ensure that Government has
either the machinery or even the legal authority
to enforce such conditions. One of the major
objections to many proposals is regarding the
possible heavy drain on foreign exchange
cspecially if the item is considered to be of low
priority.  One method of meeting this objection
that seems to be quite common is to attach an
export condition to the i

cences, i.e., a condition
to the effect that a

certain specified proportion
of the product would be exported. Such condi-
tions have been attached to the licences granted,
among others, to licensees for aluminium, twist
drills, particle boards, transformers, beer,
automobile batteries, thermo-plastics, closures
and A.C. Pressure pipes. Licences in many of
these have gone to Large Houses. There is no
specific agency to look after the fulfilment of



these export conditions, Initially, it wa .
posed that bank guarantecs to thg ’cxlem lexil?e
export value should be obtained from e
licensees,  As this was found to be costly, it
was whittled down to a point where the forfeiture
of the bpnd does not impose much of a str.in
on the licensee. Thus, the inclusion of expuit
conditions in licenccs has in practice Proved
merely a way of getting round objections to the
grant of licences,

4.84. Somctimes other conditions, cqually
inefiective, are imposed at the time of grant of
a licence. Thus, when Hindusian Aluminjum
{Birla) was given an expansion licence in 1963,
a condition was laid down that expunded pro-
duction from the aluminium smeclter would begin
only after the captive power plant was instilled.
Later this was not insisted upon. Another
condition was that import of alumina if not
procured indigenously should be arranged
through export of products, This also did not
happen. In granting a licence to Hindustan
Gum and Chemicals (Birla) for the production
of guar gum, a condition was imposed that the
product should not have a protein content
exceeding 4-5 per cent. This was done to mect
the objection of the Ministry of Food and
Agricuiture that guar sced becing an important
cattle feed, its export should not be encouraged.
It is understood that no control is exerciscd
over the supply of guar seeds, no inspection is
undertaken to verily the protein content of the
product and the imposition of the condition was
thus merely a means of getting over the objc:-
tion. When a licence was granted to Gwalior
Rayon (Birla) for wrapping paner from off-
grade pulp, a condition was laid down that this
would be produced only from not more than
5 per cent of the pulp and the remainder wouid
be made available to other paper plunts. No
means seem to have been devised to ensure that
this actually is done. Another cond'tion was
that no further request for the manufacture of
paper would be entertained from the company,
This was obviously academic because Birla can
always apply through some other comipany of
theirs. In the case of Qrient Papce Mills (Birla)
when a SE licence was grantcd in 1960 for the
Amlai unit, the understanding was that no
additional foreign exchange would be provided
for this purpose., Later, however, a rcquest for
further foreign exchange was accepted. Indian
Dyestuff Industries (Mafatlal) was licensed to
manufacture anthraquinone—a product already
licensed for Hindustan Organic Chemicals (pub-
lic sector)~—on the condition that the production
would be limited purely for captive consumption,
But the capacity licensed was much more than
their own estimated requirements, Chowgule
and Company (not a Large Housc) was granted
a SE licence in 1967 for the manufacture of
synthetic resins, To meet the obijection from
‘he small scale sector, a2 condition was laid down
hat SO per cent of the additional output should
be complex resins. There is no means of

v;nhg.jnion whether 50 per cent of the produc-
bon is actually of the complex varicety,

mv:l-t.bS. It is glgar from the foregning discussion
b“.mrg%nc;‘;tmm.mm:j seeis 10 have been made
< $ing conditions of the kj sntione
:vtiudl't::lr sxch conditions cotu!d bcki:::l;?;r:::;‘(:sd
and what methods would be inistratively
iﬁfccssarv_ for enforcin, lhcm.bb'l?hdem;\l‘]lli!;ir;:g‘g
“a‘w a‘dwscd 111_1.901 as follows: “At present
‘?;re 15 a provisioa for licensing  for onl
umbhshlpg or expaading jn undertaking and no{
for working an undertaking,  The cancellution
of such a licence after the undertaking 15
estubhsh_e_d or expanded will have no mcanibn
A condition of licence to establish an und:?-:
taking that the undertaking shall export its
products would be a condition  subsequent
cancellation of_ licence on breach of whicl;
\&v:uld ot require the undertaking to be closed
4 n“:;:ce gjntljcss a system of beensing for muain-
fonan Nd operation of undertaking is intro-
uced, the objeot in view cannot be achieved”
For over ciht years since then the Minidr}}
concerned with the IDRA has beea considerning
what should be done in the matter.  In ths
ipeanwhlle conditions continue to be attached to
;fcnlces which are of no practical value from
the legal point of view, Further, no atlenipt
scems to have heen made at the time of impos-
Ing such conditions to sce how best the obsery-
ance of these conditions could he ensured .whn
will supcrvise the observance, what data should
be collected and what inspection conducted.

It would not, therefo
_ . re, be wrong to say tha
Ln these cases licences were gramgd Wil);l :ihet
nowledpa that the conditions attached 1o them
would not or could not be enforced.

4.86. Multiple Applications.—There  are
certin Houses, the most notable of them
being Birla, which have developed the practice
qf submitting a large number of applications for
e same  product through various firms con.
trollcd by the House. An intefesting example
of this is provided by the demand for licences
for Acrylic Fibre. Without going into many
details of the case study we have made, we may
meation that there was an atlempt to secure
ticences for this man-made fibre at all the three
potential new sources of raw materials, i.e., the
renncnies  at  Goaubati,  Barauni  and Koyali.
'Ithls was done through Manjushree Industrics,
New Swadesi and a concern called Riuna anvl
Sons.  Of these, Manjushree Industries and New
Swadcshi are known Birla concerns.  We have
not been able to obtain much information about
Ram1 and Sons, but there is enough ndi-wtion
that this was closely associated with Dirly, A
Yeence was granted to Manjushree Industrics
in February, 1964, for Aczam. A Jetter of
mtent was eranted to Rama and Sons in April,
1964 for Bihar, and a grant of a letter of intent
to New Swadeshi for Guirat was on the point
of being approved in January, 1966, Tatas had



alyo applied for a unit based at Koyali Refinery
and when it became knowu that hcence wa
being gives to New Swadeshi, Shri Naval Tata
wrote to the Government on 21st March, 019_66
protesting that fair considcration was not ocing
given to the Tata proposal. He pointed out the
various advantageous terms that the Tata had
offcred and also emphasised that the theirs was
the first proposal for location at Koyali. After
this, the decision of the Licensing Committee
taken on 25th January, 1966 that a letter of
intent may be issued (no letter of intent had
been issucd so far) to New Swadeshi was revers-
ed. Letter of intent was issued to Teta
Industrics on 30th November, 1966, Another
examplc of the persistent interest of House of
Birla in obtaining capacity in artificial fibre is
provided by the case of T.N.K, a firm which
was granted a lctter of intent for polyester fibre
on 4th October, 1963. In 1966, it came to
Government’s notice that Birla had acquired
some interest in that firm. The Licensing
Committee then recommended cancellation of
the Letter of intent on 28th October, 1968.

4.87. Undue Favour—The Result of the Sys-
tem.—The various examples given by us provide
a convincing proof that the licensing system
as it has been organised and operated, provides
considerable scope for favour to be granted and
the circumstances are such that these favours
mostly, though not invariably, are secured by
irms belonging to the Large Industrial Sector,
Not all such firms are found to have obtained
undue favours to the same extent as will be
noticed from the examples given by us. Certain
firms and Houses stand out far more promi-
nently than others. Moreover, it it not only
firms belonging to Large Industrial Sector, but
Aso others, though apparently in smaller num
bers, obtain similar favours. The example
nentioned by us in the previous para, where on
1 representation by Shri Naval Tata, a decision
Vready taken by the Licensing Committee in
‘svour of one House chaneed in favour of
another, provides a clcar indicstion how arby-
trary decision making in many of these matters
is, The easy manner in which the Licensipa
Commitice could change its earlier decision on
the grant of licence to one party in favour of
another shows the wide range of discretion that
the Committce has, and this is capable of use

in certain circumstances, to the undue advantace
of favoured parties, )
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4 88. This is not to say tbat the vanous
decisions, where there is some indication of undye
favour, were necessarily wrong decisions. [t is
pot unlikely that on merits the decision would
have becn the same and occasionally looking at
the decision post facto onec may also find that
the decision has been justified in practice. The
discussion in this part of the Chapter has only
Jocussed attention to the number in which the
licensing system makes the grant of undue
advantage mainly to concerns in the Large
Industrial Sector almost inevitable.

4.89. Conclusions—Our study of the share
of the Large Industrial Sector in licences aggre-
gatively as well as in regard to certain products
shows that the Large Industrial Sector as a
whole, did not obtain a disproportionate share
of the overall licences in any significant sense
of the term. The twenty Larger Industrial
Houses obtained a share which was slightly
higher in some respects than others in the private
corporate sector.  But whether in the case of
individwal products or in regard to individual
Larger Houses and Large Companies, dispro-
portion is observed only in the case of a few,
the most prominent among them being Birla.
These Houses apparently understood the
mechanics and the weaknesses of the licensing
system as well as the manner in which the maxi-
mum benefit could be obtained out of it, organised
themselves effectively for that purposec and were
thus able to obtain a significantly large share
both aperepatively and in terms of certain
important products. Our case studies also show
that the svstem not only made it possible for
undue advantage to be secured but that this
undue advantage accrued very significantly only
to some Houses in the Large Industrial Se~tor.

As regards justification for the disproportion,
we have examined a number of industiies and
products, both individually and aggregatively.
We found that only a few Larger Industrial
Houses have obtained a disproportionate share
in the grant of licences, So far as our aggre-
gative study is concerned. we do not find any
special justification for the disproportionate share
obtained by these Houses. In the case of parti-
gulay products, barring a few, again there is no
justification for the disproportion. We would
like to add that this disproportionate share has
been sought to be justified on the ground that
such Larger Houses are capable of speedily
implementing licences for the production of large
and complex products, We deal with this
question in the next Chapter.
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CHAPTER V

IMPLEMENTATION AND PRE-EMPTION

5.01. The Second Term of Reference of the
Committee runs as follows:

“To assess to what extent the licences issucd
to Larger Industrial Houses have
been actually implemented; and whe-
ther the failure to do so has resulted
in pre-emption of capacity and
shutting out of other entrepreneurs”.

In this Reference we are required to answer two
questions; namely, (i) to what extent the licences
issued to the Larger Industrial Houses have been
actually implemented; and (i) Whether the
failure to do so has resulted in the pre-emption
of ¢apacity and the shuting out of other entre-
prencurs.

5.02. Meaning of Actually Implemented.—
While dealing with the first question it is nece-
ssary to clarify the meaning of “actually imple-
mented” in reference to the licensing system.
At the time of issue of industrial licences
Government indicate, to the licensees, a time
limit during which a licensee should take “effec-
tive steps”. Usually a period of 6 morths is pro-
vided for this purpose, The obligation of the
licensee under the requirement of “eficctive
steps” is to fulfil one of the following: (i) ensure
that 60 per cent of the capital issued for the
undertaking has been paid up; or (ii) construct
substantia] part of the buildings; or (iii) place
firm order for substantial part of the machinery
required for implementation of the licences.
The expression ‘substantial part’ has not been
defined in the IDRA or in the Rules. It appears
that usually it is interpreted as excceding 50
per cent though in the case of substantial expan-
sion, substantial part is taken to mean 10 per cent
In addition to the report on ‘effective steps
before the expiry of the six months the licensce
is also required, under Rule 19, to submit G
Return bi-annually till “such time as .the“ indus-
trial undertaking commences production”, An
examination of the form of ‘G’ Return would
show that it was meant for a very limited pur-
pose, i.e., making it obligatory on .the part of
the licensee to keep Government informed of
his follow-up action. The ‘G’ Retumn has,
however, more relevance to new undertakines
(NU) licences than in the case (_)f other types
of licences. The fact ‘also remains that these
Returns have never been systematically and

'y

regularly analysed or tabulated by the Progress-
ing Authorities for purposes of keeping track of
the follow-up action taken by the licensees.

5.03. The obligation to filc ‘G’ Return on the
part of a licensee continued only till he declares
‘corpmenccment of production’.” The fact of
having reachcd the stage of ‘commencement of
production', however, does not mean that the
licensed capacity has been established or the
production was any way near the level of Jicens-
ed capacity. The ‘G’ Return does pot  show
how production compares with the  licensed
capacity. Production can only be known from
the production returns filed scparately by each
industrial undertaking. If *actual implementa -
tion” is taken to mean production, then the
production of all the licensed units over the ten
year period would have to be examined, Obtain-
ing this information would involve an extensive
survey of the industrial sector. This, for obvious
reasons, cannot be undertaken by a Committce
like ours. Sccondly, even if data were collected
on the production of different licensees and it
was found that in certain cases production was
lower than the licensed capacity, it would be
unsafe to conclude that Jower production in any
particular vear was due to pre-emption or it
was unjustfied otherwise, The level of produc-
tion in any particular year for a production
unit depends upon a number of different factors
like demand, availability of raw matcrials, prices
and labour. It would not, therefore. bhe
appropriate for us to asscss the exact mapnitude
of ‘actual implementation’ on the basis of the
production data. Further, licensine authoritics
can only attempt to ensure the establishment of
the licensed capacity and cannot compel nro-
ducers to keep up a minimum level of nroduc-
tion. In contrast it is ouvite proper for the
licensing authorities to take action arainst those
who produce more than the licensed  capacity.
Thus it is clear that the use of production data
would only have a limited utility in examining

the state of ‘actual implementation’  of  the
licences.
5.04. Concept of Capacity.—Another  diffi-

culty in determining the level of *actual imple-
mention® arises out of the vagucncss in the con-
cept of the licensed capacity.  We have discussed
various practical  problems involved in the
determination of capacitiecs in  Chaptee  TIL
Though specific sugrestions were made to adopt



a uniform method for purposes of licensing of
industrics, in practice, this has continued to
remain - vague.  Since 1961 the practice of
mentioning the number of shifts on which capa-
city was to be assessed has been dropped.  This
procedure of not relating capacitics to the num-
ber of shifts of production has made the use of
the licensed and established capacity somewhat
meaningless for purposes of determining  the
level of ‘actual implementation’.
a hicence for, say, 12,000 units capacity can
mean installation of machinery for 12,000 units
capacity on single shift basis, 6 to 7 thousand on
two shift and probably 4 to 5 thousand on three
shift basis. Combincd witly the absence of any
obligation to work only for lixed number of hours

in a day or achicve a certain minimum produc- -

tion level the capuacity concept in the licensing
system has remaincd vague and  unrealistw.
These difficulties in assessing the level of ‘actual
implementation” in addition to the nced for

For example, .
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collection of extensive data led us to confine
oursclves mainly to assessing  how far the
licences issucd have been reported as imple-
mented—in the sense that the licensees have
reportcd establishment of plant and machinery
and commencement of production. The data
on this have been collected by us from the
differcnt Progressing Authorities.

5.05. Source of data.—In. all there are eight
Progressing Authorities. The areas of responsi-
bility are demarcated for each one of them.
For example, for licences relating to textiles and
textile machinery the Textile Comumissioner is
the Progressing Authority; and for jute and jute
machinery the Jute Commissioner. The num-
ber of licences issucqd, and falling under each
Progressing Authority are given in Table I, We
requested all the Progressing Authorities to
inform us of the stage of implementation of the,
licences, falling under their purview,! '

TanLR 1

Number of Licences Falling Under each Progressing Authority

S:rial P ogressine x\uth'rriry Total
Ny numbher
. of
licences
— ] Lt
1t D.G.T.D. s e e e e . . U er e 079 0 7046
2 Textile Commissioner ‘ - 38 I
o . . . . . . . . 0 . }:?::;8 ., 194
3 oal Controller , . . . . ' F -
o . . T <o , 390 . 39
4 Supar and Vanaspati Directorate . . . N 262 2-6
‘ . [ - I .’ *
§ Iron & Steel Controller . . . .ot " 209 2.1
6  Jute Commissioner . . ' | 101 1s0
. - [ - L ] - L] - ' .
7 Ministry of Petroleum & Chemicals . o b ' |
i ’ o e 32 03
&8 Alinistry of Defence . . ‘ ' v 3 ‘
o ] . . . . . Taiid . st LR ¢ 1D
‘ TOT'AL, ey e .. .loo16 100°0

5.06, Stoge of Tmplemertation—The Pro-
gressing  Authoritics gave their comments bv
stating the stage of implementation under. four
heads, viz.. () implemented, (i) partially. im-
plemented, (i) not implemented . and
surrendered  or tevoked.  Except two  Proae-
eressing Authorities (viz., Tron and Steel (‘01?—
troil>r and the Coal Controller) all others have
described a licence as havine been. ‘imple-
mented’ when a licensee' reported tliat he had
cstablished the plant and machinery and was

ready to go into production or had actually -

commenced production.  Cases where ‘effective

lic:nees. A few changes in the unimplemented licences were st

(iv).

) [ B}

1 " L ' B h
commenced, were treated as ‘partially imnplec-
mented’. The ‘not implemented’ licences were
those In respect of which the necessary follow--
up action had not been taken but were neither
revoked nor surrendered as on 31st December,
1966.  The Iron and Stee) Controller and the
F‘oal_ Controller have treated all licences as
partlally implemented’ where the actual level of
production was lower than the licensed capa-.
ciy.  To accommodate this conceptual  diffe-
rence fm: agercgative analysis, we have treated
parttally implemented licences under the purview
of the Tron and Stecl Controller and the Coal
Controlier as ‘implemented’. The information

vthem. After our‘preliminarv analysi

' ysis, we found a number
tdauhlc check withthe D, G.T.D. ahnut’ the unimplemented
geested and these have been taken note of in our analysis



!

collected regarding the stage of implementation
is uniformly as on 31st December, 1966,

5.07. Out of 417 licences issued during the
year 1966, 140 licences were reported as ‘not
implemented® on  3Ist December, 1966,
Obviously, there would be a difference in the
character of non-implementation of the licences
which were issued in 1966 and those issued
earlier. Though, it is true that nearly half of
the licences issued in 1966 were also imple-
mented, to provide a safe margin to reach an
overall correct view of the extent of imple-
mentation, we considered it appropriate not to
include these unimplemented licences in the
aggregative analysis. Similarly, licences which

were issued in 1965 but were reported as ‘par-

tially implemented’ in December, 1966 would
need to be treated differently from those which
were issued before 1963, and yet remained
‘partially implemented’. To overcome this diffi~
culty, all licences which were reported to have
been ‘partially implemented’ but were issued
turing 1964, 1965 and 1966 have been treated,
for aggregative purposes, as ‘implemented’; and
those remaining ‘partially implemented’ even
after more than three years after issue have been
treated as ‘unimplemented’.

5.08. Adjustments.-——As stated earlicr, the
total number of industrial licences issued during
the period 1956 to 1966 was 10,016, Out of
these 6,181 were reported as implemented ; 672

TABLE

9

as partially  implemented: 1,739 surrendered
and revoked; and 1,276 as not implemented.
For 148 licences, information revarding imple-
mentation was not available.  During the year
1966, 417 licences were issued but 140 out of
these were reported as ‘not implemented’.  The
licences for which information was not available
and the unimplemented liceaces of the  year
1966 have been cxcluded for purposes of deter-
mining the number of overall unimplemented
licences. There were 146 licences reported by
the Iron and Steel Controller and  the Coal
Controller as partially implemented. These have
been treated as ‘implemented’.  Further, 276
licences reported  as  ‘partially implemented’
were issued in the last three years ending 31st
December, 1966, These have been treated as
‘implemented’.

5.09. Table I gives the figures recarding
distribution of licences; firstly, according to
reported implementation as on 31st December,
1966 and sccondly, after making the adjusts
ments in accordance with what has been stated
in the foregoing paragraphs  The share of the
Large Industrial scctor (73 Larwe Houses, their
Second Tier concerns and the Larpe Indepen-
dent Companies) and other constituents of the
private corporate scctor are given in Table TII.
The distribution of the number of licences
according to the stage of implementation for the
individual Targe Industrial Houscs is given in
Appendix IV-A,

11

Distribution of Licences Accovding to Their Stage of Implementation (After Adjusteent™ for Veriona Licrmee

Categories
1 atcgor Infor- Issued TImple- Concep- icerces Ticerces Not Reva- Tetal
iﬂ) Category mation P in 1966 mented tual issued  dssued  ‘mple- ked & Number
not @ and not (origi- differ- in 1964, upto munfed Suren- of
available imple- nally ences 65 & 66 t-12- licerces  dered  licences
mented repor- (to be and par- 63 & iseved iveoed
ted)  treated tially partially  upro
as imple= imple-  imple-  31-12-6¢
mented) mented mented
(10 be  treated
treated  as Nt
asimple-  imple-
mented)  morted
-: 2 3 4 5 6 7 8 9 10 1
1 73 Large Houses . . 37 35 1441 12 as 79 20 4 2258
2 Their Sccond Tier Concerns A& .. 2 < 14 2 112
q Total of {1) & (2) . 37 35 1529 32 40 Y1 23 407 2787
; 20 Of which Larger Houses 23 22 770 . 26 52 124 220 1237
H 1
5 Their Second Tier Concerns . .. . 65 . T 5 13 2 o
6 Total of (4) & (5} . . 23 22 B35 . 27 57 127 241 1342
7 Larg: Independent Companies 2 6 5 2 9 9 25 19 417
3 Large Industrial Sector 1874 34 49 63 248 426 2¥ny

(1otal of 3 and . . 39 41

—
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Taprn HI

Distribution of Licences according to their Stage of Implementarion among various Licensee Catcgories in Private
Corporate Sector,

= m— —

Total

18 Category Licences Informa- Licences Licences  Revoked  Not
No, issued tion Not Issued  Imple- & Sur- Imple- (Cols. s
Avialable in 1966 mentcd rendered mented 64+7)
& Not
Imple-
mented
i 2 3 4 5 6 7 8
1 73 Large Houses . 225§ 37 35 1511 384 288 2183
% (69:22) (17-59) (13:19) (100-00)
2 Their Second Tier Concerns 132 . 90 23 19 132
% (681yr  (17:42) (14-39) 100°00)
3 Total of 1 and 2 . 2387 37 3 « 1606;) 407 307 2315
A . 9-1 17-58) 13:26) 100-00
Of which ( ¢ ( )
4 20 Larger ITouses . 1237 23 22 796 220 176 1192
o (66.78)  (18-46)  (14:76)  (100-00)
Their Second Tier Concerns 108 . - 66 21 18 10
% (62:86) (20-00) (17°14) (100-00
Total of 4 and § . 1342 23 22 862 241 194 1297
% (66-46)  (18-58)  (14'96) (100-00)
Large Independent Comparies 417 2 6 356 19 34 409
% (87:04)  (4'65)  (B'31) (100-00)
8 Large Industrial Sector 2804 19 41 1957 426 1 3
(Total of 3 and 7) % (71-84)  (15-64) (lz-354z) cxco-ﬁ:“)
g Other Foreign Companice °% 264 2 2 222 14 24 260
(85-59} (5-38) {9:23) (100:00)
1o Other Companes . 4377 69 47 2806 763 692 261
% (65-86)  (17-91)  (16-23) (1004-00)
11 Total Private Corporate Scctor T445% 110 90 4985 2103 1057 7245%
(Total of 8, 9 & 10) . % (6881) (I6'60) (1459) (IOOOO)

*The difference between the totals given in cols. 2 & B is due to non-availabi
tion status for 110 licences and exclusion of go licences which were issued in 19

5.10. Overall Performance—The licences
which were issucd and were not iinplemented
arc of two types, viz., the ones which were
valid on 3lst December, 1966 and the others
which were revoked or surrendered earlier to
this date(®). The revocation or surrender of
licences mivht have taken place earlier to 31st
December, 1966 but these licences neced not be
treated differently from the other unimplemented
ones for the purpose of studying non-imple-
mentation of licences during the period
1956-66. It would be seen from Table III
that aggrepatively speaking, the percentage of
implemented to issued licences was the highest
for the Large Independent Companies and the

lity of information regardir g impl z-
¢ Plimcrie-
66 and not implemented as on 31-12-1966.

“other Foreign Companies”,
between the level of performance of the 73
Large Houses as g group or the 20 Larger
Houses.was not very different from that of the
other licensee categorics. However the per-
formance of different individual Hous:es among
the 20 Larger Houses varies substantilely. It
would be seen that out of the 73 Laree Indus-
trial Houses 5 had no unimplemented licence;
s had only one each; 22 between 2 to §; and
21 Houses did not implement licences number-
ing 6 to 10 each. The largest number of un-
implemented licences was  for the House of
Birals (133 plus 33 for the second tier con-
cerns) follodwed by the Tatas (43 plus 4 of the

The difference

————

{" In practice the distinction between surrender and revo

in most of the cases is a revocarion.

cation is not kept up. A licence reported as surrender;d
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second tier concerns). The other two houses
having more than 25 ‘not implemented’ licences
each were Soorajmull Nagarmull(®) (39) and
J.K. (35). The number of ‘not mmplemented’
licences needs to be also related with the total
numbcr of licences obtained, The number of
unimplemented licences as percentage of the
total licences issued would suggest that 5 out
of the 20 Larger Houses, (J.K. Mafatlal,
Killick, Sahu Jain and Soorajmulit Nagarmull)
implemented less than half of the licences issued
to them. The Large Independent Companics,
excluding those which have been included under
the category of 73 Large Houscs, were issucd
417 licences. Out of these, 6 issued during the
year 1966 were not implemented and for 2,
information about the progress made towards
implementation is not available. Out of the
remaining 409 licences, 356 were implemented;
25 remained unimplemented; 19 were revoked
or surrendered; and 9 were reported to have
beern only partially implemented even after 3

years of issue. There were only a few Large
lndcpend_ent Companies which were responsibic
for not implementing the licences. The im-
portant ones amongst them are Philips; Guest,
Keen and Williams; Jessop; Parke Davis; and
Hindustan Levers. Wtile Philips had § uao-
implemented  licences, Guest,  Kceen  and
Williams, Jessop, Hindustan Levers, Parke
Davis and Shri Ambica held 3 licences each as
unimplemented (including revoked/surrendered
licences).

5:11. Revoked and Surrendered.—Out of the
total of 1,739 revoked and surrendered licences
we could obtain the date of surrender or revo-
cation in 1,393 cases, i.e., nearly 80 per cent
of the cascs. The distribution of the number
of licences according to the time-lag between
their dates of issue and surrcnder or revocation
for different categories of licensees in the private
corporate scctor is given in Table IV.

TABLE 1V

Time Lag between the Date of Issuc of Licence and Date of Revocation|Surrender or Diffcrent Licensee Catcgorics
in Private Corporate Sector.®

i One Y Two  Three Four More Total
Sl{, Licensce Category ne Year oo Three Four t;,m -
. cars
1 2 3 4 L 6 7
82 <74 . 36 54 276
I 73 Large Houses , . . . % (1087 (29-72) | (26'81‘3 C(13'64)  (19:56) (100-00
it § i o . B 6 2 21
2 Their Sccond Tier Concerns % . (38110) . (28r5) . (19_0:) (053 (t00-2)
1 " 90 " 8o 40 6 297
3 Toulofr&a Yy (0d)  (0-30) - (2694) - (1347 (15-85)  (100-00)
Of which _ . o
38 sI 23
4 20 Larger Houses Ct by (210 (4030)  (3248)  (14°66)  (16:56) (100:00)
i i 1 . 7 6 4 2 20
*= & ‘Their Second Ticr Concerns % (500 (35°00) | (30:00) | (20..00) (00t (1000
) ' - 45 .57 . 27 28 17
6 Toulofa&s te o w0 % (1130 (25-:3)_ (32:20)  (15:25)  (15°82) (100-00
Compani 1 3 4 3 3 o
7 Large Independent Comparnies . % 667 (133 (26-67) (2000 (3333
61 312
i 32 92 B4 ) 4.3 i ;
s (I’fl;ffl Eﬂd; séf“‘;‘)s“i‘“ v e .- % (10:28) (29°49)  (26:92) (13:78) (19'55) (100-00)
1
- . - - .o . 4 z . l _- I ] )
9 Other Foreign Compenies * Y py (363 (B18)  (9:09)  (9:09) (27 273 (100 :o)
’ : 104 158 &8 11§ 610
to Other Compamcs - - . . 6/“ (9.033 (3!'80) (25_90) (l4'43) (18'85) (lw 00)
Total Private Corporate Scctor . 91 288 243 132 179 933
IT otal Private T .
al of 8, 9 & 10) o4(9-75) (30°87) (26-04) (14°15)  (19'19) (100-00)
(Total of 8,9 & 1 . . . -

wi ued ; ) . 1
' : i i after the B.L.C. was taken over by Sourajmuli Negarmull,
(" B.I.C.wasissued 33 licences out of which 18 chr:‘:s Sned as unimplemented.

Out of the 18 Licences issued since 1962, 12

L : i - vocation
*This does not include cases for which information regarding the date of rc

jaurrender was not  available,



5.12. 1t would be scen that in numbers the
retative share of the 20 Larger Industrial Houses
in the licences revoked or scurrendered is not
different from their share in overall licences.
But an examination of the relative share of in-
dividual Houses and their distribution according
to the length of period for which these were
held as valid licences before effecting revoca-
tion or surrender suggests that it was only in
the case of some Houses that licences remained
unimplemented for longer durations.t  Table V
shows the number of licences surrendered or
revoked after diflerent time-lags for each of the
20 Larger Indusitial Houses,  Out of 20 cases
of revocations and surrenders within a period
of onc year, 6 belonued to the Tatas and 3 caci
to the Svorajmull Nagarmull House and Birlas
(onc out of the three was of a sccond tier con-
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panies the largest number of revocation was with
the Philips. In the second time-lag, i.e.,
between one to two years, there were 45 cases.
Out of these, the share of the Birlas was 1lu
(10+6) followed by Mafatlal and Soorajmull
Nagarmull with 5 each and JK. with 4, In
the third time-lag, i.e., between two to threc
years, there were 57 cases and 24 out of these
were accounted for by the Birlas followed by
8 of Soorajmull Nagarmull and 7 of the Tatas.

"Out of the 27 cases surrendered and revoked

between 3 to 4 years, the largest number was
that of the Birlas (7+4) followed by the
Bangurs (4). There were another 28 licences
which were surrendered after 4 years of having

remained unimplemented. In these, the share
of the Tatas was 8 (6+2) and that of the Birlas

cern).  Amongst the large independent com-  was 7.
TaBLE V
Numb.r of Licences Surrendered{Revoked After Different Time lags for 20 Larger Houses®
;Sql' House Number of Licences Surrendered/Revoked
0.
One Two Three Four More Toul
Year Years Years Years than 4
years
t 2 3 4 s 6 7
1 {(a) A.C.C. . . . . . “ e . e 1 1
© (6) A.C.C. (Second Tier Concerns) . . . . . e
2 Andrew Yule . . . . 1 I . . 2
3 Bangur, . . . . . . L 1 .. 4 I 6
4 Bird-Hcilgers - . R . . .e 1 ¢ - . 2
5 (a) Birla . . . . R 2 10 18 7 7 44
{b) Birla (Second Tier Concerns) R 1 6 6 4 .e 1
6 Goenka . . . . . 1 I . . .. 2
7 I.C.L . . . . . . . . . .
8 J. K. (Singhania} _ . . R . 2 4 - 3 2 2 ;;
9 Kilachand . . . . . I 2 I e . 4
to Killick N . e . . 2 1 . I ,I 5
11 Mafatlal . . . . . .e 5 3 1 1 10
1tz Maurtin Burn . . . . . e . ..
13 Sahu Jain . e e e . 4 1 3 -a'i
14 Sarabhai . . . . . . 2 . . . 2
15 Scindia . . N . . . . .o '
16 (a) Shri Ram . . . . . ¢ 2 3 :: .; -;
() Shri Ram (Sccond Tier Conerns) .. 1 .. . I
17 Soorajmull Nagarnull . . . 3 5 8 3 -I- 20
18 (@) Tata c e e e 6 2 7 3 6 24
{b) Tata (Sccond Tier concernsy . .o . .. .e 2 2
t9 Thapar . . . . . . . . .e 1 1
20 Walchand . R N N . I I 2 1 1 6
Tora ., ., 20 45 57 27 28 177

*This does not include cases for which information regarding the date of revocation/surrender was not available

(4) A number of licences have been reported as surrendered o
of such hicences is 22%, Qut of 1hese, 66 licences are that
concerns of the Houses; 2 "other Foreign Companies’, and 86 of * i

' 3 k s, othe ’;
1K 55 Soorajmuil Nagarmull s: Shri Pam 2; Mafatla ! Conpanics';

one cach, We buve not however,
Decembor, 1966,

taked these into account as our other datg on

r rrevol-cccl after 315t Dec. 1966, The total number
of 73 large Houses; 4 large companivcs; 4 second Tier
the Birlas accounted for 24;
1 25 and Tata and Goenka
tmplemenwation is as on

2; ‘Bangur 2; Martin Bum



3.13. Unimplemented but valid.—The total
number of licences which were valid but were
reported as not implemented as on 31st Deceme
ber, 1966 were 1,276. Table VI gives the dis-
tribution of the unimplemented licences accord-
ing to the period for which these have remained
unimplemented. It would be secn that nearly
two-thirds of the licences remained unimple-
mented for more than three years. QOut of
these the share of the 73 Large Houses was
146, out of which the 20 Larger Houses
accounted for 88, After adding up the licences
of the second tier concerns the number of the
licences which remaincd unimplemented with
the 73 Large Industrial Houses was 151 and
with the 20 Larger Houses 93. In the Large
Industrial Sector, the lowest percentage of un-
implemented to total issued was in the case
of Large Independent Companies, Within the

Larger Industrial Sector the share of the 20
Larger Houses was substantial (159 out of 289).
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ed licences of 73 Large Houses, one finds that
the exiwent of uniupiceated licesives with the
20 Larger Houses as 8 group was signahicanily
higher.  But the most stnking feature is that
thie House of Biclas alone accounts for o9
(37+12) of the 159 ummplemented  liconces
for the 20 Larger Industrial fhouses.  Table Vil
shows the distubution of uaknplemenied biccaces
according to the year of issue¢ tor the 20 Larger
Industrial Houses. Qut of the 3 licenees e
maimng as unimplemented but issued in 1936,
2 were that of the Barkas; | licence of the 1957
was again of the Birlas and the 1 licence of
1958 was that of the Tatas, Qut of the 9
licences remaining as pnanplemented but issued
in 1959, 6 were of the Birlas and 3 of the
Tatas. It would be scen that the share of the
Bidas in the unimplemented licences for all
years was the highest, The Large Indcpendent
Companics who hold unimplemented  Licences
ate Guest, Keen and  Williams  (3); Parke
Davis (2); Hindustan Lever (2) pnd  Glaxo

It one compares the relative share of the 20 (2) " Some others hold one unimplemented
Larger Industrial Houses in the total number of licence each. Dclails are given in  Appendix
licences issued and the number of unimplement- 1V-B.

TasLe V1

Number of Licences Having Remained as Usimplemented

According 10 the period ard Livensee Categary

———————

Lessthan 1 t0 2 2t0 3 Mufe-thau Total
S License: Category Less bl Years o foce
No.
2 3 4 [ 6
1
s ) 33 16 244
T 73 Large Houses . . . - ‘ . l
. 2 7 3
2 Their Second Tier Concerns . - . o »
Totalof 1 and 2 . . 3s 32 40 151 3
3 0 & L] - [ ] - “n ' ‘6
z 6 20
4 ©Of which a0 Larger Houses * . . z2 . . s ¢
§ Their Second Tier Congerns , . - . ‘; N . . -
6 Totalofgands . . . . . . ) ” ,
7 Large Independent Compaaics . . . . e . -
8 Large Industrial Sector (Totalof 3 and 7} . . 41 s " ;
2 4
9 Other Foreign Companies . . - . . . o - -
10 Other Companics . N . . ' . " o - -
1 Private Corporate Sector (Total of 8,9 and 10) . ’ g N . N o
13 Individuals . . . . . . > o \ o »
13 Other Non-Corporate Bolies |, . . - - , . Y .
14 Public Sector Undertakings . . . . ) . . . .
15 Co-opetative Undertakings .« = ¢ °
Hat 1276
- 140 166 149
16 Totalof 11.12,13,14 and 15 . . .




‘Tasrs VII

Distribution of Urimplemented Licences of 20 Larger Houses According 1o the Year of Isme

sﬁn‘:l House (Larger) 1956 1957 1958 1959 1960 1961 1962 1963 1964 1965 1966 Total
X 2 3 4 5 6 7 8 9 10 1 1z 13
1(a) ACC. . « 3 . . e .. .- . . . e . ‘e 1 s
{b) A.C.C.(Second Tier-Concerns) . .- .. . . . . . 1 .
2 Andrew Yule ., . . . .. - - . . ’e  { . .. .- ..
3 Bangur . . . . . .. .. .- . - 1 2 f .. 1
4 Bird-Hcilgers . . . . . .. . I .. 2 .. 1 .
§(a) Birla . " . . . 2 .e 9 -] 7
(b) Birla(Sccond Tier Concerns) . . . 2
6 Goenka . - . . - .- - . . .
1LCIL . . . . . 1 2
I.K. (Singhania) . . . . 1 1
9 Kilachand . . . . ..
10 Killick . . . .. . .
11 Mafatlal . . . . . . 1 .
2 Martin Burn . . .- . . z
13 Sahu Jain . . - . - . .- .e
14 Sarabhai . . . i . .
15 Scindia . . . . . . . .e

* e —

- —— o oty

141



Tapire VII{Continued)

Distribation of Unimplumented Licénces of 20 Larger Hoyses According to the Year of Issu -

i}:nal House (Larger) 1956 1957 1958 1959 1960 1961 1962 1963 1964 1965 1966  Total
Qo
1 2 3 4 5 6 7 8 9 0 11 12 13
16 (a) ShriRam . . . . . . .e . . | 2 I 1 1 2 8
{b) ShriRam (Second Tier Concerns) . .e . . . . . . .o .- .-
7 Soorajmull Nagarmull . - T .o .e 1 I 4 e I 2 3 3 19
1g {8} Tata . . . . . ve . I 3 3 .e .. 2 2 I 1 13
(b) Tata(Second Tier Concerns) . .o . .e . ae . .. .. .e .. . .
19 Thapar . . . . . . . . 1 . 1 1 . ] I .o [
’o w.!&"d - - - L LR ] L3 - e L) » e aw L] - a -9 -
ToraL . 3 I H 9 21 21 17 20 26 18 22 159
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5.14. Partially Implemented.—The total num-
ber of ‘partilly implemented’ licences was 672,
Out of these, 276  were issucd during the last
three years and 396, though issued more than
three years back, were reported as only ‘partially
implemented’ on 31st December, 1966, The
share of the different licensee categories is
shown in Table VIII. It will be scen that the
share of the Large Industrial sector in the ‘par-
tially implemented’ licences remaining «so for
more than six vears was higher than their share
in the overall number of licences issued. The
relative share of the 73 Largce House in those

TanLs

licences which have remained ‘partially imple-
mented’ even after six years of their issue is
higher. Nearly half of these were accounted for
by the 20 Larger Industrial Houses. Table IX
shows the share of euch of the 20 Larger Houses,
Not only is the share of the House of Birlas in
these the largest, but also it would appear to be
the only industrial House having held 13 out
of the 17 licences which continue to be reported
as partially implemented after six years of their
issue. The other Houses in this category with
one such licence each were Martin Burn, Shri
Ram, Soorajmull Nagarmull and Goenka.

VIII

Number of Licences Having Romaived Poriially Implemented Accordine to the Period and Licensee Category

Sl Licensee Cacgory Lesthon 3 10§ Mre thin Tora
1 2 3 4 5
t 73LargeHouses ., . . ., ., . ., . s2 63 34 149
2 Their Second Tier Concerns | . . ’ . . . 3 4 X 7
3 Totalofranda . . . vy . . 54 67 35 156
Of which
4 20 Larger Houses . . ' . . . 26 36 16 78
§ Their Second Tier Concerns , , |, . . I 4 4 6
6§ Totalofgands . . ' . . . R 27 40 17 84
7 Large Independent Companies Coe e, 9 8 3 20
8 Large Industrial Sectr (Totalofyandy) , , |, |, | 63 78 38 176
9 Other Porcign Companies . e e e ., 6 2 4 $
1v Other Companies . . . . . . . 120 125 45 290
1t Private Corporate Sector (Total of 8, ¢ and 10) , . . 189 202 B4 478
12 Individuals . . . . . ' . . 12 17 2 31
13 Other Non-Corporate Bodies | . . . . . 27 26 17 70
14 Public Sector Undertakings . . . . . . 22 34 5 61
15 Cooperative Undertakings . . . . . 26 7 2 35
16 Totalof 11,12, 13, 14 and 15 ,
. . . 276 286 110 672

515, Tt is evident that the licensing system
in its working has allowed a substantial numby
of licences to continue unimplementeq for long
durations.  Non-implementation of licences, in

itself, is an indicator of the capacities being
blocked by the holders of such licences. One
would have cxnected that licensees from  the

Faree Industrial Sector would normally show a
better nerformance in the matter of implementa-
tion than other licensees.  We observe, however
that their record in the matter of implemem:llioﬁ

1s almost similar to that of the others. The
average value of licences for the Large Indus-
trial Sector is much higher than that of the
others, as can be seen from the comparative
share of the number of licences issued taken
together with the value of investment approved
by the Licensing Committee and the value of
the C.G.C. approvals. From this, we can
safely conclude that the capacity t;Iocked by
way of not implementing licences by the Large
Industrial Sector in genzral and of the 20 Larggr
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Industrial Houses in particular would be com-
paratively larger than that through the licences
of others, However, it is necessary ‘o point out
that the overal]l performance of the Large Indus-

trial Scctor would show a much better picture
if the perfformance of three of the Larper
Houses, namely, Birla, JK. and Soorajmull
Nagarmull, had not bcen so poor.

Tants IX

Distribution of Partially Inp emented Licences for 20 Larger Houses According 10 Time-lag From the Year of Issue

e ———— e i iy —— = —

W L T, Narsahn T
: 2 3 3 s
1 (a) ACC. , . . . . , . .
(b} A.C.C.(Second Tier Concerns) . . . . , )
2 Andrew Yule . . 1 H 2
3 Bangur . . . . . . 2 2 4
4 Bird-Heilgers . . . . 2 2 4
5 (a) Birla e e e e . 9 10 12 31
(b) Birla (Second Tier Concerns) . . . . . .. 1 1 4
6 Goenka . . . . . . e e . . 3 1 6
7 ICI . . . . . . . . . ' ' ' .
JK(SINGHANIA) . . . . .« . 4 . i
9 Kilachand . . . . . . . I T
10 Killick . . . . . . . . . . I 1 . 1
11 Mafatlal . . . . ’ . . . ' . I ! a
13 Martin Burn . ) T T B . 3 ! 4
13 Sahu Jaln . . . . ' . . . ’ ' 1 o t
14 Sarabhai . . . ' . ' . . . a . . 2
18 Scindla . . . . . . . . ) .
16 (a) Shri Ram . . . . . . . , . 2 1 3
(b) Shri Ram (Second Tier Cancerns) . .
17 Soorajmull Nagarmull . . . . . . . 3 FH ! s
18 (a) Tata . . . N N . 3 : 4
(b) Tata(Second Tier Concerns) . . .+ = 1 I 2
tg Thapar . . . e I 1 f . 2
20 Walchand . . . . . . . .
ToTaL 27 40 17 ¥y

5.16. Rejections.—We have stated in Chapter
1V that during 1956—66, the number of appli-
cations rejected was 7.477. _Table X gives per-
centage distribution of rejections according 10
the reasons for denial of licences and the share
of different licensee categorics. Rcasonwise de-
tajled tables are piven in Appendix 1V-C. 1Tt
can be seen that nearly 4 per cent of the appli-
cations were rciected on the plc‘:1 that theLprlc:
duct applicd for was on the Banne% is ”
But the rejections on the ,r_zrour]d that t enedv.n0
“No Further Scope” for licensing amounte ht'r
nearly 56 per cent. It will be also scen tha

a number of applications were rejected on the
vround that the applicants had not implemented
the carlier lizensed capacitics in the product
applied for. The existence of large  unimple-
mented capacities over leng durations, and ncar-
ly 60 per cent of the applicationg being rejected
on the ground that the targetrzd capacitics had
already beea fully licensed, would supgest, in
the agercgative analysis, that as a result of the
non-implementation new entranty  were denied

opportunitics to obtain licences,



TasLE X

Percentage Distribution of Applications Rejected on Important Reasons for various Licensee Categories

Sarial Reason Large Second  Large Large Other Other  Indivi- Other Public =~ Coopera- Toial
N Houses Tier Indepen- Indus- Foreign Com-  duais Non- Sccror tive (510 1I)
Con- dent trial companies panies Cor- Under-  Under-
cerns Compan- Sector porate  takings  akings
ies  (24+3+4) bodies
1 2 3 4 5 6 7 8 9 10 b 94 12
1 Incomple:e applications . . . . 14 89 1-33 092 17°14 o' 41 38-92 19° 92 22-38 o-82 0 41 100- 00
2 Banned List . . . . . . 2432 2-43 091 27-66 1°22 33°14 2249 13°37 1-82 030 100° 00
3 No Scope . ; . . . . . 16°04 1-35 108 18- 47 o' 69 37° 20 18- 14 23-88 090 072 10000
4 No Scopz in the Region . . . . 8-18 o' 44 0- 11 873 033 2332 40- 66 26-19 077 160" 00
s Higher Involvement of Foreign Exchange . 20 8o 127 1-63 2370 0° 54 39'96 1609 18- 81 0" 54 036 100° 00
6 Raw Materials . . . . . . 24' 42 029 2-59 27-30 029 38- 50 14°94 16- 10 o' 86 2-01 100" 00
7 Non-implementation of the carlier Licence or
Scheme in ihe small scale sector by the
applicant . . . . . . 2763 156 1°94 31°13 117 52°13 4-28 10° 51 078 100" 00
8 Other Reasons . . . - 19-72 I"15 2 56 2343 2-18 33" 55 18-82 2036 1-02 0-64 100- 00
ToTAL . e 16° 83 I 22 1-23 19' 28 0-78 3595 20 59 21'93 080 067  100-00
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3.11. A study of the data regarding rejections
also suggests that there were licencees who made
ctforts Lo obtain licences for increased capacitics
even before implementing their earlier licences.
In this group of rejections, the share of the 73
Large Houses was 276 per cent against their
160 per cent share in the overall rejections.
‘The practice of putting in multiple applications
as well as efforts at oblaining a higher share
of the licensed capacity' to cstablish or ensure
continuance of a dominant position in the indus-
try are not unknown. In our case studies, we
have come across the practice of multiple ap-
plications in the case of a few Houses. 1t is
because of the prevalence of such practice that
we cannot place much reliance on the number
of rcjections as such. It is worth mentioning
here that the largest number of rejections were
reported for the two Houses, viz,, Birlas (428)
and J. K. (69). At the samne time, the share
of the Birlas in the unimplemented licences was
the largest on all counts, whether in revocations
after long perods, unimplemenied or partially
implemented ones.

5.18. Up till now, we have discussed the ex-
tent of implementation of licences and rejec-
tions in general and the share of individual
Houses in these. The other question before us
is “whether the failure to implement the licences
has resulted in pre-emption of capacities and
shutting out of other cntreprencuis”, Before
attempting to answer this, it is Decessaly 10
sxplain the scope of pre-emption of capacitics 1o
general in the licensing system. 1t 1s well recog-
nised that the licensing system, by its very clidrac-
ter, is a negative instrument, though the objec-
tives to be achieved by its operations are posiuve
from the view point of planned cconomic deve-
lopment. Capacity targets are fixed tor the
Five Year Plan periods for different industries.
The licensing system is operated in such a way
as to ensure that higher capacities than what has
been targeted are not allowed to be established.
Once the targeted capacitics, as fixed by the
Planning agencies for a given period, have been
sanctioned the applications for additional capa-
cities are not expected 10 be Fonstdcrcd._ Since
December, 1959, the Licensing Authority has
been announcing a ‘Banncd List’ for purposes of
licensing from time to time. l_Jgually_, the pro-
ducts for which targeted capacmcs'h?ve been
reached are placed on the ‘Banned List’. IR prag—
tice, however, this has always not been fo lpw&é
For some products, the ban was to be app_itca X
only to new entrants. In such PI‘OdUCtS,II w;c
provided that additional capacitics wou d The
allowed only to the existing undcrtakmgs;t.)l Fhe
rationable behind the practice was to ena cfmit:s
existing units to take advantage of the econ s

i blishment of uneco
of scale, and discourage €sta Lo s on
nomic units. Such a policy may be.](lllﬁll ic  on
economic considerations but it glso lcads mcr[icur;
of an exclusive right to exisling f;‘"}:“l:'ﬂivir“
(o establish additional capacttics withou ‘illu‘si
any opportunity to new entrepreneurs. An

b9

*

trative list of items which were placed on the
‘Banned List' but for which $.E. licences were
to be granted is given in Appendix 1V-D. A
Chart depicting these changes is attached,

5.19. We have also come across a large nume-
ber of licences which were issued dunng  ban
periods.  Normally, the inclusion of a product in
the banned list would nmean that no addittonal
capacities were to be allowed. Therefore, it
would be expected that  applications for such
products would not be entertained ¢xcept in very
special circumstances. The implications of grant
of licences under such conditions are two-fold;
firstly, the use of discretion in favour of an appli-
cant; and, seccondly, the authorization of capacity
in excess of the targeted capacity. The targeted
capacity being in relation to the Plan periods,
any excess capacitics sanctioned would be cither
out of the next plan targets or against the expect-
ed revocations, The bencficiary of such a licence
gets an advantage over others who did not have
the opportunity to compete with him, This cana
also amount 10 pre-emption but for the purpose
of enquiry entrusted to us, we are dcaling with
only such cases of pre-emption where the licensce
obtained licences but did not take the necessary
steps to implement them, We are concerned
particularly with cases where many others desir-
ing to enter the ficld were denicd licences.

5.20. In the earlier part of this Chapter we
have mentioned that a large number of licences
issued during 1956 to 1966 were not implemen-
ted for long periods. But the significance of lack
of implementation of all the licences would not
be similar when considered in relation to pre-
emplion of capacitics. For example, if for a pro-
duct a number of licences have remaincd unim-
plemented, but the product was ncither placed
on the banned list, nor any applicant was dcmcﬂd
a licence on the ground of “no further scope™,
the fact of non-impicmentation would not pro-
vide a basis to conclude that therc has been pre-
emption of capacities. On the other hand, there
are products for which licences werc issucd up
to targeted capacities, and consequently the pro-
ducts were placed on the banned list; in consc-
quence other applications were rejected on lt.u:
plea that the capacity target had alrcady bf:;n
licensed. In such cases, if licensces did not .1.1 3
necessary steps to implement the licences 1ssuc
to them, it would suggest the existence of prci
emption as well as denial of the opportunitics ©
entry to others in these industrics.

5721, For the study of pre-emption (\.}rh;r;
lack of implementation was also aocompdnu(:n
by shutting out ncw cntrepr(_:ncurs)_ \;e.d‘o n
consider it nccessary to examine all industrics (;:
probe into all the no‘n-tmpl.cmcnlcd hccngea.‘ 1
is only a few industrics which would len A ! -
selves to attempts at pre-emption. In a few In
dustrics, because of their very character, no
single licensee or group of licensees can be Sl:ltf‘-
cessful in attempts at pre-cmption,  Broadly



speaking, this is so in all industries, which do
not require large capital, or sophisticated techm-
vul know-how, or are alrcady well established,
or n whien the number of beences issued was
Lirge i itself to allow hittle possibility of mono-
Fuiy cond.uons.

5.22. We have already mentioned that there
are eight Progressing Authorities to keep g walch
on the todow-up action of the licences issued.
The Textiie Commissioner deals with 15 product
industnies for which nearly 2,000 licences were
Issued,  Qut of these, 237 licences were reported
as pmmplemented,  But for one product indus-
try (Tcaule machinery and  components), ali
other products relate to textile yarn and fabrics.
No muajor items, out of the ones covered by thc
Textile Commissioner, were placed on the ban-
ned hist.  There were 751 rejections, It is com-
mon knowledge that the industry is not as pro-
fitable as many of the new industrics, The
arcas of pre-emption of capacitics in textiics is
not in the production of yuarn or fabrics but of
man-made fibre—the Progressing Authority for
which is the D.G.T.D.

5.23. The Iron & Steel Controller has 9 pro-
ducts under his purview, Out of the 209 licen-
ces issued for these products, only 21 were re-
ported as unimplemented of which only 4 were
those of the Large Industrial Sector. Out of the
52 revocations, the Large Industrial Sector ac-
counted for 9. The three licences remaining un-
implemented for more than a year were shared
one each by Birlas, J. K. and V. Ruamakrishna.
In the revoked and surrendered licences, the
share of Tatas was 4 and that of the Birlas was
2. The spectal feature of the Iron & Stecl indus.-
try in general is the entry of the public sccwor in
this arca.

5.24. Tne Dircctorate of Sugar and Vanaspali
deals with only two products, Supar and Vanas-
pati. For sugar, 233 licences were issued. The
policy of the Government in regard to this
industry has been to encourage cooperatives and
grant licences on regional basis. For Vanaspati
in all 29 licences were issued out of which only
three were revoked/surrendered.  There is no
licence remaining unimplemented,

5.25. The Jute Commissioner has 3 products
under his purview. In all, 101 liccnees were
issued for these. The industry is dominated by
the Large Industrial Sector undertakines, Out
of the 51 licences for one product {Jute carpets
and backings), 10 have remained as urimple-
mented, of which the share of the Large Indus-
trial Sector was 6. § licences have been revok-
ed surrendered.  The noteworthy feature is that
all these were for the Soorajmull Nagarmull
House.  In the case of Jute machinery, no heence
was revoked or surrendered but 2 out of the
21 issued remained unimplemented.  As regards
Jute Text'es, out of the total number of 29

8

licences issucd only one licence (J.K.) was ré-
voked.

5.26. The Coul Controller is concerned with
2 products, namely, coal, lignite etc., and L.T.C.
coke. Qut of 390 licences issued and falling
under the purview of the Coal Controller, only
37 licences were for the Large Industrial Sector.
Only 9 licences were reported as unimplemenied
and none of these was that of the Large Houses.
Only one licence was revoked and that too was
not of the Large Industrial Secior.  The Public
Sector undertakings were issued 45 licences,

5.27, The Ministry of Defence is concerned
with two products, viz., Aircraft and Arms &
Ammunition for which the number of licences
issued was 4 and 1 respectively. Only one
licence was revoked and this was of a Public
Sector undertaking,  All the rest have been 1ui-
plemented.

5.28. The Ministry of Petroleum and Chein-
cals is the Progressing Authonty for Fuel Uils,
Fuel Gases, Lubricants and Petro  Chemicals.
There is no licence of any Large Industrial House
which has remained unimplemented. It is worth
mentioning that most of these products are co-
vered by the Public Sector.  The field, however,
was earlicr barred to the entry of the Public Sec-
tor as it was dominated by international giants of
the oil industry.

5.29. From the above review of the products
processed by the Progressing Authorities except
the D.G.T.D., it would be seen that these number
only 33 out of 235. However, licences for such
products total 2,937, It does not appear that in
these products there is much  scope for pre-
¢mption,

5.30. Products covered by D.G.T.D.—Out of
the 202 product industrics covered by the D.G.
T.D., 45 product industries are such where the
sharg of Large Industrial Sector in the number
of licences issued is more than 50 per cent, We
have examined these in particular as the possi-
bility of pre-emption is relatively higher in these
industries. However, out of these 45 product in-
dustricg only 25 were specific ones. The rest
covered a varicty of products, But for one where
a very large number of licences had becn issued
we have examined all the rest, Out of the pro-
duct industrics in which the share of the Large
Industrial Sector was less than half in the num-
ber of licences issued, 12 specific products have
also been examined by us to widen the coverage
of our inquiry. Our case studies have covered a
very large spectrum of the licensing system. In
the case of another 8 products all the relevant
applications were taken up for examination, As
a result of this, we were able to examine 45 pro-
ductg for the purpose of our study on pre-
emption. A consolidated statement on these
45 products is given in Appendix IV-E.
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5.31..F0r three products,® out of the 45
covered in the statement on wdbatiics, luste weis
Do rcjecuons on ground of ‘o scope’, Nor were
these producis piaced on the banncd Lst al dily
ume dunng the penod uader review.  liere is
o quesiton of “pre-¢cmpuon” for these products.
In e case of 5 products, tere were o Iojoe-
tions though these were placed on the banped
list; in 29 cases the applicauons were Iejecied
on “no further scope” ground and the products
were placed on the banned list; and for 9 pro-
ducts though applications were wjected on “no
turther scope” ground the products were not
Placed on the banned list. la these products it
appears that there was scope for pre-ciption.

5.32. In the examination of these industrics
we have observed two types of practices which
fun contrary to each other but are directiy re-
]cvant‘ to the study on pre-empuon—oane is of
slow implementation and the other of instailing
much higher capacities than licensed. It 1s ouly
in a few products that capaciues were blocked
for long durauons because of lack of the ncces-
sary foliow-up and, in the meanwiie, many
others were denied licences on the ground tnat
Plan  targeted capacities had already been
licensed, This seems to be the case in Aluu-
num fous, Typewnters, Acrylic hbre, Nyion
and, to some extent, in the Newsprint paper
industry, The facts, in brief are as follows :

5.33. Aluminium Foils,—During the period
under review only 4 licences were issued but 11
applications were rejected on the ground ot ‘mo
further scope’. Only two licences have been
implemented. The non-implemented licences
were (i) General Industrial Society (second tier
concern of Birla House), and (ii) Aminchand
Payarelal, an important concern, Both these
licences were issued in 1960 after which Alumni-
nium foil was placed on the banned lst. One
application of the General Industrial Socicty
was rejected in March, 1960 earlier to the issuve
ot the licence and another two were rejected
later in March, 1965 and January, 1966.
Though the General Industrial Society miude
attempts to obtain still larger shaie in the capa-
cities, the earlier licence issued in 1960 remain-
ed unimplemented for nearly seven years. The
licence of Aminchand Payarelal was revokod in
June, 1962 as the concern had failed to take
‘effective steps’,

5.34. Typewriters.—The licensing policy for
this product was changed a number of tines. 1t
was placed on the ‘banned Lst’ in  Deccinber,
1962. It was dropped from the banned list in
March, 1964; placed on the Merit List in July,
1964; and shifted again to the banned list in
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August, 1965. lhe latter ban, however, was
Dot 1o be upplicable tor capansion ol unuCilak-
ings. Qul ol Wie lour becnees sucd, Twy weie
ovtwned by J. A House. Oue ol e oy,
wiielh was  ssued o 1Y04, was  nol bupe-
mented, and 1t 1s undersioud that bus was 1¢-
voked 10 kFebruary, 1¥03, A Lotter of  lnteat
was also issued 0 Umiversal Geoerad Agencies
(a concern ol L.P. Mandeha who 15 vne ol e
chict excculives of e Birlas), I, however,
lapsed bucause ol luck ol uie becessdty cuotl
on the part of the Umiveisal Ocneial Agonois.
Apart trom we fact ol the chauging liccusing
policy on typewniters, there were 13 rejecuons
out of which the majority were on "No Scope”
ground.,

5.35. Acrylic Fibre.—For the manufacture of
Acrylic kibre a Letier of duwnt was 1ssucd 10
Manjusiiree indusinies Lid. (Burla) o August,
1vos. Another Leticr of lnkent was dsucd lor
the same prouuct in Novemoer, 1904 w J. K.
Syathetic Lid. (J.K.). Both the letwers of ln-
tent were converied nto licences 1n Jaduury and
March, 1904, respecuvely. in the  capacity
licensed the share of the Birlus was two-Lnrds
of the towal. Both these licences were repuorled
to have remained ummplemented o Decens

ber, 1960. it 1s understood Wal the  heene
1issued to Manjusiree  (Birlus)  was  surieo-
A Leuer

dered/revoked i September, 1967,
of Intent was also issued to Rama qnd Sons,
Calcutta (Private) Lwd® in April, 1964
It was converted into a hcence in March, 1967,
The licence issued in 1967 was  also suiren-
dered/revohed in Qctober, 1967, Anssiher
Letter of Intent was issucd to Tata and Sons
(Tatas) in November, 1966, It is wor-h men-
tioning that 10 apphcations were rejected om
the ground of “No Scope” after the issu¢ of
Letter of Intent to Birlus 1n 1962,

5.36. Nylon.—For this product 12 licences
were issued and 39 applcauons rejected. Unce
of the main reasons for Icjections was ‘ne fur-
ther scope’ for licensing. Out of the 12 lic~n-
ces issued, 7 have becn imiplemcaoted, Qut of
the 5 which were not implemented, one was of
the Birlas, and the other {our were (hat of
Arthur Export Import, Prabhulal Bhikabai Shah,
Foreipn Import and Export Association and
Stretchlon (P) Ltd. In the not implemcented
licences, but for the licence of the Century
Spinning and Manufactuning Co. Ltd., all others
did not belong to any Large Industrid Huse.
While the licence issued to ‘Century’ (birla)
continued 1o remain unimplemented, another
Birla Company (Kiran Spinning Mills) apphied
for another licence in 1966, which was, however,
rejected because the company had not made

(5) These are : Guar Gum ; R{Jbber Foot Wear ; and Non-Woven fabrics.

(6) From our case studies we find that Shri A. V. Birla was personslly pursuirg the erplicaticn of R:ma & Sorg
There is also cortespondence on file to suggest that Firlas were interested in the conversien of the Letter of Triery iro e
licence. At the time of determining the composition of the House of Lirlas we did not have the focts before usro decide

the affiliation of Rama & Sons.
31 I & D—13



arrangenients for foreign exchange: The Cen-
tury Spinmng and Manufacturing Company also
made another eltort to oblain another licence
for nylon industry in January, 1961, 1lhe
licences ssued to other lndustnial Houses have
been implemented.

5.37. ln the above paragraphs, we have men-
tioned a fcw of the products in which we tud
the existence of altempied pre-emption, arising
from npon-implementation as also  rtefusal of
licences to others on the plea of 'no scope’. 1o
the casc of a few more indusuies we have
noticed the exisience of large unimplemented
capacities with the Large Industrial dector tor
long durations, during which either tne producis
were placed on the banped list, or rejections
were made on the ground of ‘‘mo scope”.
Among these products are Pig lronm, lron
Sponge, Zinc and Cement, In prcducts like
newsprint  and paper and pulp, it appears
attempt was made for pre-empting raw maicrials
rather than the product itselt.

5.38. We now proceed to consider cases
where a producer attempled to mautain his
dominant position in respect of a parlicular pro-
duct by obtaining licences but taking only tardy
steps to implement them. During the period of
non-implementation fresh applicants aic denied
licences on the ground of “no scope”. How-
ever, only when it becomes profitable for the
dominant producer to oroceed with implcmen-
tation, he does so. The most important exam-
ple has been in the case of automobile tyres.
The facts are discussed in the following para-
graphs.

5.39. Automobile Tyres.—The three main
producers of Automobile Tyres in India are (i)
Dunlop, (ii) Firestone, and (iii) Goodyear.
All the three companics are foreign subsidiarics
and large companies each having assets of more
than Rs. 5 crores. The Dunlop was issued a
Letter of Intent in 1962 along with eight others,
after which the industry was placed on the
“Banned List”. In January, 1963, the C.G.C,
gave the neccssary approval for capital goods
imports. The C.G.C,, however, placed the con-
dition that the Dunlop must export 10 per cent
of their production. The company did not in-
dicate their acceptance of the condition nor did
they surrender the Letter of Intent. It was only
after three and a half years (in July, 1966)
that the company wrote to Government indicat-

ing their willingness to implement the
expansion.

_ 5.40. The Firestone applied for an SE licence
in August 1961. A Letter of Intent was issued
1 Scptember, 1962. The condition attached
was that the company should have Indian parti-
cipation to the extent of 40. per cent. The
compan:( aIgrgf:d in August, 1964 to have 30
per cent  Indian participation, It was only i
May, 1965, thgt itp applied fors Cé(l?n
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clearance. In the month of May, 1966, the re-
quest was considered apd it was advised thal
a part of the imports may be financed by shares
wssued to the parent company and for balance
a private loan may be negouated, 'The com-
pany did not take the mnccessary steps. The
royalty agreement was renewed in Jjune, 1967
for a period of five years (ifrom 17th April
1965 to 15th April 1970) with respect to the
originally licensed capacity. The Letter of 1n-
tent was cancelled in August, 1968,

5.41. Similarly, the Goodyear were allowed
to expand their installed capacity 1n May, 1961,
The condition imposed was that 10 per cent of
the production would be exported. The SE
licence was for 5.4 lakh numbers against the
original licence of 2.1 lakh numbers of 1959,
However, it was in November, 1967 that Gov-
ernment issued a notice to the company to im-
plement their licence, failing which the capa-
city unimplemented was to be revoked.

5.42. Licences were also issued to Tatas,
Birlags and Podar Industrial Houses. But for
CEAT Tyres (Tata Second Tier Concern), the
other two Houses have not implemented their
licences, though a number of extensions were
granted to them. The Birlas held two licences
for automobile tyres, and for one of these
(Bharat Tyres and Rubber Co. Ltd.) seven
extensions were allowed to enable them to im-
plement the licence. It was only in December,
1966 that Government decided not to give fur-
ther extensions. The other licence was issued
to Universal Tyres (Birla) in August, 1961,
and it is understood that this was revoked in
March, 1968 only. A licence to Podar Mills
(Podar) was issued in March, 1963 for a capa-
city of 3.0 lakh numbers of tyres. It is under-
stood that it has been revoked in August, 1967.
Two other licences issued to concerns not
belonging to any Large House have also re-
mained unimplemented,

5.43. Cables,.—We have also come across
cases where the licensees were unable to imple-~
ment their licences because they introduced
significant changes in what they had proposed
at the time of obtaining licences. In the Cable
Industry a Condition Letter was obtained by the
Birlas in the name of India Smelting and Refin-
ing Company in May, 1957. It was cancelled
in February, 1960. During the period of 1956
to 1959 as many as 18 applications were re-
jected. The company again applied in March,
1960. The application was rejected. The com-
Rz{my again submitted a revised application in
May, 1960. This was approved in June and a
licence issued in August, 1960. The Indian
Smelting and Refining Company got the licence
transferred to the Hindustan Woollen Mills in
February, 1961. In January, 1961, the Hin-
dustan Woollen Mills asked for a shifting
licence which was issued in June, 1961. In
July, 1961, the licence was endorsed in the



name of Universal Cables (the new name of
the Hindustan Woollen Mills). In March,
1962 the Universal Cables asked for S.E.
licence which was approved in May, 1963 and
licence issued in Jume, 1963. The Company
again asked for another S.E. licence in Novem-
ber, 1963 which was allowed, In August, 1964,
another Letter of Intent was issued- And the
last request was in November, 1966 for under-
taking diversification. We bave come across
some cases of this kind concerning licences, not
belonging to Large Houses.

5.44, Polyester Fibre.—Another case of fre-
quent changes in the proposals originally put
forth is in the field of Polyester Fibre. The
Indian Produce Export Corporation applied for
@ licence for the manufacture of Polyester Fibre
in July, 1963, In October, 1963, a Letter of
Intent was issued to the party for a capacity of
4:5 million lbs. of Polyester Fibre. The party
submitted a project report according to which
the capacity of the unit was to be 10 million
Ibs. The import of capital goods was estimated
at Rs. 275 crores. In March, 1964, applica-
tion for S.E. raising the capacity from 4.5 m.
Jbs. to 10 m. lbs, was recommended by the
Licensing Committee, In December, 1964 the
Indian Produce Export Corporation requested
that the Letter of Intent may be transferred to
a partnership firm, namely, M/s. TNK. In
September, 1966, the TNK partnership firm re-
quested the licence to be transferred to a new
company under the name of TNK (Fibres)
Ltd. Apart from the changes asked for in the
Letter of intent, the licensee changed forcign
collaboration proposals a number of times. In
June, 1963 Government was informed that the
party had entered into a provisional agreement
with Von Kohorn Universal Corporation of
USA for the supply of know-how, engineering
and equipment. It was expected that the
foreign collaborator would invest Rs. 15 lakhs
in equity shares to cover the purchase of im-
ported equipment of non-U.S. origin. A draft
agreement was signed by the firm with the col-
laborators in July, 1963. Tn Scntember, 1963,
Government was informed that Von Kohorn
had agreed for Rs. 30 lakhs equity participa~
tion, ie.. to the extent of 20, per cent, and no
rovalty payment was involved, In January.
1964, it was suggested that a ncw company,
Polvester India Limited, would be incorporated
to implement the licence. This however it
seems was not pursued. At this stape, it was
expected that the company would negotiate with
the Hercuics Powder Co. of USA, who were
expected to participate in the equity to the ex-

tent of 50 per cent. In November, 1964
it was proposed that collaboration would
he with another firm (High Polymer and

Petro-Chemical Engineering Co, Ltd.) of UK.
A phased payment of foreign exchange was re-
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ported to have been envisaged, In Scptember,
1965 Government was informed that the terms
of the foreign collaboration would be ditferent
than those proposed earlier. In March, 1966
the company desired to have coliaboration
agreement with Inventa A.G., Zurich instead of
the earlicr ones. In November, 1966, the Go-
vernment was again informed that collaboration
would be with Vickers—Zimmer Lid., London.
In March, 1967 the proposal for collaboration
with Hercules was again  revived. [In May,
1967 the firm proposcd technical collaboration
with a Japanese firm. Teijen Lid. The Letter
of intent was extended from time to time owing
to the frequent changes mentioned above.
During the period of extension it was pointed
out in April, 1967 by some one throurh a tele-
gram to the Prime Minister that the Birlag had
acquired the majority interest in TNK (Fibres)
Ltd. Obviously, during the period when the
party was unable to make up its mind, the
capacitics for the polyester fibre continued to
be blocked. The instance does sucecst clearly
that the party was verv keen to somchow esta-
blish the necessary plant, Continuous efforts
were being made. But the fact also  remains
that because of the issue of [etter of Intent
others were denied licences. On the other
hand, one also finds some attempt on the part
of the existine dominant producer tg take over
TNK (Fibres) so that the capacity assured in
the Letter of Intent would also come to him,

5.45. Establishment of Fxcess Capacity,—
We shall now reler to cases where  Jicensecs
have established capacitics larger than licensed.
A survev? conducted by the D.G.T.D shows
that there were at least 45 cases where the
actual ‘production  has  been substantially in
excess of the licensed capacity’.  According to
the D.G.T.D.. thic excess production could not
have been achicved without fairly substantial
import of machinery, Tn 31 out of the 45 cases
in the N G T.D. survev, the avernee production
ducing the three vear period 1965—67 wns in
excess of the licensed capacity by mare than
25 per cent.  Out of the 25 licensces who were
producing more than double the licensed capa-
city, 2 companics were those of the Birlas and
one each of the Tatas, Simpson, S. P. Jain,
Ralmer Tawrie and Macneill Barrv and Binny
(Tncheane)  Six were Iaree companies and one
forcien.  Tn <ome of the undertakines which
were nroducine more than doubte the licensed
capacitv. the licens~eq had made attempts to
secure S.P. licepcs<, hut their applications were
rejieated. OFf the 45 unite  identified in the
DGTD. survev, 33 were of the Larre Tndhis.
trial Soctor. Theee were shared hy Birlas (5),
Bata (4). Tatr. TCT, Sarabhai, Metal Box,
Gnest Keen William, Plizer and Mohan Mcakin
(2 each). The details are given in Appendix
v F
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7Y In our case studies, we have come acrosa instarces of procuction in excess of licerted capacity which are rog
“ded in the D.G.T.D. surevey, Among these products sre cigareitey, cauctic toc'a, calcivm carticde ard Scca prh,



5.46. In twenty products the actual produc-
tion was double the licensed capacity.  Of these
twenty, ten were on the Banned List.  One of
these products is the House Scrvice meters.
The Universal Electric Co. Ltd, (Birla House}
were licensed for 60,000 (numbers) whereas
the actual production in 1967 was nearly
3,85,000 (numbers), M/s. Escorts and Bajaj
were also producing in excess of their licensed
capacity for Motor Cycles and Scooters to the
extent of 35 per cent and 55 per cent respec-
tively. In the case of Beer, the policy of the
Government was not to approve any additional
capacitics, and the product continued to be on
the *‘Banned List’ from December 1961 till
December, 1966, Yet, M/s. Mohan Meakin
Breweries who were licensed for 4091 k. Litres
actually produced 9180, 8718 and 8391 k.
litres during 1965, 1966 and 1967 respectively.

547. We would also like to mention some
arcas in which the declared policy of the
Government was to encourage the industry in
the small scale sector, but the production of the
Large Sector was in fact much in excess of the
licensed capacity. In the case of vegetable
tanned hides, the averase production for the
three years 1965, 66, 67 by Batas was nearly
184 per cent more than the approved capacity.
In leather footwear, the capacity licensed to
Bita was 55-2 lukh pairs but their actual pro-
duction was 78-8, 79-4 and 85-1 lakh pairs
(in number) in 1965, 1966 and 1967 respec-
tively. Under another licence for footwear,
Batas were producing 64-6 lakh pairs in 1967
as against their authorised capacity of 31-2
lakh pairs. M/s. Carona Sahu Co. Bombay
(Sahu Jain) has a licensed capacity of 3-00 lakh
pairs, Their actual production in 1967, how-
ever, was 124 lakh pairs.  For Bolts and Nuts.
there was a ban during the third plan period
from Sth December, 1961 to 31st December,
1966. But the Tata Iron and Steel Co. who
were licensed for 150 m. tonnes of capacity on
sinele shift basis, produced 436-92, 466-00 and

457-13 m. tonnes ner annum during 1965, 1966

and 1967 respectively,

%.48. From the foregoing parasraphs it would
b¢ clear that the licensees were sucessful in
undertakine more production and in establish-
ing much higher capacity than what they wers
licensed for. We can onlv express our surprise
that the concerned authorities did not take any
action with reeard to such over production in
excess of the licensed capacity.

5.49. We would also like to mention a few
cases in which the Jicensees estahlished capa-
citics much in excess of what they were licensed
and got them regularised later,

5 50. Ashestos  Cement.—M/s.  Hvderabad
Avbestos Cement Products Ltd. (Birla House),
established a capacity of nearly 3.00.000 tonnes
in 1963 though it was only in February 1964
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that their licensed capacity was increased trom
60.000 tonnes to 1,20,000 tomnes per annum.
The S.E. licence was by way of regularization.

551, Cincma Arc Carbon.—In the case of
Cinema Arc Carbons, Union Carbide (an in-
dependent large company) was issued a lncenf:e
in February, 1960 for a capacity of 3 lakh pairs
per annum.  In  August, 1962 the Union
Carbide informed the Governmcat that by
employing a new process they would be able to
increase the production capacity from 3 to 6
million pairs without requiring any foreign
exchange and they were issued a licence for a
capacity of 6 million pairs. The other parties
had difficulties in obtaining foreion collabora-
tions approved and had to give up their licences.
Some others who wanted to take up the produc-
tion of Cinema Arc Carbon were denicd licences
on the ground that the Plan target had already
been reached. The actual production of the
Union Carbide was nearly 2 million pairs, i.se.,
below the capacity of the original licence.

5.52. Welding FElectrodes.—In the case of
Weldine Electrodes, Modi Vanaspati Manufac-
turing Co. (Modi) were issued a2 licence in
December 1956 for a capacity of 32-4 million
running feet per annum. In their application
for CGC.,, Modis applied for import of
machinery which would have a capacity of 80
million running feet per annum which was stated
to be the minimum economic capacity plant
available from Fast Germany. In December,
1961, Modis asked for an enhancement of the
licensed canacity from 324 to 1944 m.
running feet. The application was rejected.
However, in December, 1962 the earlier capa-
city of 32-4 m. running feet was recoenised at
600 m. running feet. The Modis established
a new company, Modi Arc Electrodes Co. Ltd.
and the plant went into production in April,
1963. Tn August, 1963 the company requested
for enhancing their capacity from 60 million
runnin fect on one shift basis to 240 million
runnine feet on two shift basis. The argument
put forth by the Company was that the factory
was working 350 dayvs in a year with extra staff,
mnstead of 300 days. In December, 1963,
Government informed all Electrode Manufac-
turers to work three shifts and produce to the
extent poscible without extra machinery or raw
materials. Tt was also assured that the enhanced

crpacity actually achieved would be regularis-
ed on further application,

_3.53. Dry Battery Cells.—M/s. Union Car-
br_dq had an approved annual capacity of 140
million numbers of Dry Cells and Batteries for
their West Benoal factory, and of 25 million
numbers for their Madras factory. Tn 1964,
the company claimed that by optimum utilisa-
tion of their existine plant and machinery and
bv workine more than one shift they had
achieved a capacity of 216 million numbers in'
West Bengal and 60 million numbers in Madras!
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As recommended by the Licensing Committee,
Government recognised the higher capacities in
January, 1965 to the extent of 170 million
numbers and 60 million pumbers respectively.

3.54. Concluslons.—A  large  proportion
(31-8 per cent) of the licenzes issued in the
period between 1956—66 were not implement-
ed- In numbers, the share of the Large Industrial
Sector in the licences which were unimplemented
was about the same as that in the licences
issved, but in view of the disproportionate share
of the Large Industrial Sector in the value of
- the licences issued and especially in licences
relating to certain important products, the
impact of the non-implementation by the Large
Industrial Sector was bound to be more scrious,
It should be added that the overall performance
of the Large Industrial Sector in implemenation
would have been seen to be much better if the
performance of three Larger Houses was not so

poor.

5.55. Lack of implementation is not by itself
proof of pre-emption. Only in a few such
cases we find evidence of pre-emption—fewer
licences, denial of licence to others and poor
implementation. The other phenomenon of
some licensees installing capacities much higher
than licensed is more common. In many cases
this was later regularised by Government, and
recoenised through allocation of raw materials
on the basis of the actual capacities. More-
over in certain cases the increased capacity
resulted in new applicants being denied licences
on the ground of ‘no scope’—anather kind of

pre-emption.  All this was against the objectives
of the licensing system.

5.56. We find that certain Houses pursue
definite policies, such as obtaining & number of
licences while implementing only a few, obtain-
ing more licences for the same product without
implementing those already obtained, installing
higher than authorised capacities, and produc-
ing more thaa authorised capacities, all of which
provide opportunities for pre-emption,

3.57. Non-implementation of a licence for
products, where thers is considerable competi-
tion from existing producers, or the industry is
not profitable, cannot lead to pre-emption,
But, regarding products where there is interest
on the part of & number of entreprencurs and
competition for licences together with the
restricted capacities, non-implementation for
long periods is a definite indication of pre-
emption. This is particularly so when a single
House files a number of spplications for the
same product. The aticmpt is to establish or
maintain the dominant position in the industry
to the detriment of othery,

5.58. From our aggregative analysis and casc
studies, we have found that among the Houses
which were responsible for various forms of
pre-emption, the most promioent is the Houso
of Birlas. They held the largest number of un-
implemented licences, made repeated altempts
to obtain a large number of licences for many
products, created excess capacitics and tried to
have them regularised afterwards and alsn pro-
duced more than authorised capacities.
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CHAPTER VI

POLICY OBJECTIVES AND LICENSING

6.01. Under our third Term of Reletence,
we have been asked “to examine to what extent
the licences issued have been in consonance
with the policy of the Government as laid down
in the Industrial Policy Resolution ¢t 30th
April, 1956, particulatly in regard to the
regional dispersal of industries, the growth of
smail scale and medium industries and the policy
of import substitution”,

6.02. This part of our inquiry is thus related
essentially to the policy of the Government as
laid down in the Policy Resolution of 1956 and
the extent to which the licences issued bave
been ‘in consonance with’ it. This is a large
and complex task. The Policy Resolution
covers a wide varicty of aspects starting from
~the principles laid down in the Constitution and
the acccptance by Parliament of the socialist
pattern of society. [t refers to the fact that the
country has undertaken the task of planned and
rapid development. The Resolution then indi-
cates in broad terms the role that is envisaged
for the State in the task of industrialisation,
defines areas of .industries according to the role
that the State would play in them and
emphasises that the division of industries among
public and private sectors in the ‘schedules’ did
not imply water-tight compartments but that
there would be considerable overlapping,
dovetailing and mutual cooperation, It also
indicatcs the role that cottage, village and small
industries would play in the development of the
economy and the role that the State would play
in their growth, It emphasises the goal of
halanced regional development and indicates
some of the most important measures to be
pursued for that purpose. The Resolution
further mentions the rzquirements of trained
personnel of different kinds that would arise as
a result of industrialisation and the manner in
which these would be met. It indicates the
approach to labour relations and emphasises the
importance of industrial peace. Lastly, it briefly
mentions the importance of improving economic
administration.

6.03. All this covers a vast area and it is
obviously impossible for us to aitempt any
enquiry rcgarding the manner in which all these
different tasks have been fulfilled during the lasl
ten years even in the matter of the issue of

31 1&D—14.

licences. Government have made our lask
easier by specifically mentioning two out of
these main aspects of policy mentioned in the
Resolution, viz. regional dispersal and  the
arowth of small scale and medium industrics.
In addition, we shall bricfly examine two other
aspects specially emphasized in the Resolution.
The first is about industrialization taking place
on a planned basis. Thz2 second is about the
role of the State in industrial development ond
especially the division of industries inte
Schedules ‘A’ and ‘B’ from the point of view
of distinguishing the ruie of the State in these
two categories of industries, Another point
which is of general importance in our study
of licensing policy is that regarding economic
administration in respect of licensing  and
related decisions,  This aspect we take up in
the last Chapter of conclusions and recom-
mendations.  We may add that the point about
import substitution which is included in our
Terms of Reference does not  find a specific
mention in the Policy Resolution, It is, how-
ever, implied in all discussions on industrialisa-
tion and has increasingly come to the fore
during the last decade. Ewen  the  restricted
scope of our studies, would have required a
very elaborate cffort beyond the resources and
time available to us to examinz these in depth,
We thercfore decided nninly to rely on the data
collected by us on licences and rclated matters
for the purposc of studies relating to our first
two Terms of Referencz. In addition to these,
we have  also used published data. It is
necessary to mention this limitation at the
beginning of this part of our Report.

6.04. Plan Targets and Licensing. —As far
as the private sector is concerned, licensing
under the IDRA was expected 1o be one of the
main instruments to ensure that development
took place mainly according to the priaritics
laid down in the Plin, As mentioned in
Chapter III, this became especially more im-
portant from the time of the Sccond Plan when
targets for a number of important  industiies
were expressly laid down in the Plan document.
Tt is true that the approach to Plan targets was
stated to be flexible. *“Some of these farpets
should be recarded not as precise and eswential
objectives”, the Planning Commission stated in
the Second Five Year Plan, “but rather as
indications of the levels of development which,



on the basis, inter-alia, of current estimates of
the probable demand over the next five years,
appear to be desirable. They are not fixed and
immutable, still less could they be regarded as
setting ceilings for developments in different
industries.
as power and railway transport can be ensured,
it will be of considerable advantage to reach
higher levels of industrial development in certain
lines in step with any further rise in demand.
The targets will, therefore, have to be kept
under constant teview during the five-year
period”. (*) The Third Five Year Plan was more
cautious in this respect. It was pointed out
that while private enterprise had not been slow
to take advantape of the opportunities opened
up by the Plan, it was important that its opera-
tions would have to fit into the overall frame-
work of industrial development and conform
to the priorities outlined. Shortages of forcign
exchange and power which had already begun
to be felt in the closing years of the Second
Plan might be more serious throughout the
Third Plan, “Whereas during the Second Plan
several of the orieinal industrial targets were
raised”, it was pointed out, “in the Third Plan,
any revision of the industrial targets would have
to be considered from the point of view of a
totality of circumstances, including foreign ex-
change, domestic resouices, transport, power
supply and trained persinnel as well as the
prioritics laid down in the Plan”. (*-a) The im-
portance of the expansion and diversification of
the basic industries in machine building and
metallurgy was emphasised in the Plan docu-
ments. Next in priority came commaodities
required to meet essential consumer needs while
other consumer goods were to come last, The
Second Plan specifically mentioned that satis-
faction of the increasing consumption needs
would be met more throuch the expansion of
the decentralised sector. The question of the
limited resources for the Plan as a whole was
also mentioned and it was emphasised that as
both sectors draw from a common pool of
savines, over-all priorities had constantly to be
kept in view.

6.05. We now proceed to review the actual
operation of the licensing of new capacity in
the light of the above observations laying down
the over-all guidelines of policy, and the tarpets
set up in the Plans. There are certain limita-
tions in this respect which might be clarified at
this stage. First of all, while both the Second
and the Third Plan documents laid down targets
both for capacity and production for selected
commodities for the end-years of the Plans, no
clear indication was piven as to what phasing
of development for the attainment of these
targets was envisaged. As a matter of fact,

Provided that relevant facilities such
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except in a very few industrics like steel and
ferlilizers, little attempt appears to have been
made to work out such a phased programme.
The result was that in some industries a large
part of the new capacity to be created was
licensed in the first year or two of the Five Year
Plan. Many of the Third Plan capacity targets
were actually licensed fully by 1962. In the
case of industries about which there was con-
siderable optimism amony entreprencurs, there
was pressure for revision of targets. Moreover,
a number of licensees were not able to establish
capacity speedily as they faced various difficul-
ties regarding finance, foreign collaboration,
capital goods imports, elc, A plea was there-
fore put forward that in order to achieve the
capacity target, licensing might provide a
certain cushion to allow for non-implementation
of licences. As there was no standard criterion
to decide the proportion of possible non-imple-
mentation, the target for licensing became very
flexible. 1t might be noted thar the simultaneous
or almost simultancous grant of licences had
already created problems for licensees. Every
person who obtained a licence was interested in
getting ahead quickly knowing that foreign
exchange scarcity and other difficulties created
a number of hurdles. Thus all the licensees
attempted to secure financial assistance and
capital goods authorisation and to negotiate for
foreign collaboration simultaneously. This put
enormous pressure not only on the scarce
resources but also on the controlling mechanism
adopted by Government for these purposes.
The result was that a number of licences were
implemented after preat delay or were not im-
plemented at all. This created further pressure

for a lareer cushion in licensed capacity. It
was a vicious circle,

6.06, Within a short time after the inaugu-
ration of the Second Plan, the country faced a
foreign exchange shortage and since then this
has continued to be one of the most restricting
bottlenecks retarding the growth of new indus-
try.  Moreover, the estimates of financial
resources as well as foreign exchange resources
were somewhat optimistic and the result was
that a number of projects that were included in
the Plans could not be undertaken in the parti-
cular Plan period- As, however, there was no
clear inter se priority among the target laid
down in the Plans, licences came to be issued
for various industries simultaneously, whatever
their desree of priority for the attainment of
the essential development objectives. The im-
mediate result was that having an industrial
licence became the crossing of only the first
hurdle. Tt did not guarantee that the required
foreien exchanee for import of capital goods
would be available, financial assistance required

(1) Government of India ; Planning"Commission 3 Second Five Year Plan;™ p. 406.

(1-a) Government of India ; Planning Commission™; Third Five Year Plan™; p. 464



Tanpie I

Targets and Achievements of Capacity and Production in Selected Industries

1960-61 1965-66
Sr. Product Unit of -
No. Accounting Targets Licensed Achievements Col. 4 Targets Licensed Achievements, Col. 10 Remarks,
capacity as a % capacity. as a
as on Ins- Pro- of  Capa- Pro- as on Installed Produc- 9% of
Capa- Produc- 1-7-61 talled duction Col, 1 city duction  r-4-66 capacity tion Col. 7
city tion capacity
1 2 3 4 5 6 7 8 9 10 I 12 o
1. Cement Machinery . . Rs.Crores .. 2 e 11 06 . 45 4's 2365 20-00 4'9 44444 @ Excluding
unassesse.d
2. Diesel Engines (Stationary) . 000'Nos, .. 58-85@ 47'7 432 . 72 66  7B-62(h) 100 931 138-88 capacity for
3. Tractors . . . . . Do, . . 1000 .. . . 12 10 33 I5 56 1250 Cerrain ajready
4. Power-driven Pumps . . Do 14823 128 105 184 150 189-85(F) 200 244 108 69 isstued [icences
5. Sugar Machinery . . Rs.Crores .- 25 11°6 42 .. 15 14 17-71 16 7-7 106-66
6. Aluminium . . . ooco'Tons 30 25 875 181 18-2 6033 875 Bo 278-5(c) 876 643 7100.17 (b) Provisional
7. Machine Tools (Organised Sector) Rs. Crores .o 3 .o 8 7-24 .. 30 30 66°43(H) 130 294 100-00
8. D.D.T. . . . . . ©000’Tons 28 28 2'8 2.8 2.8 100-00 2-8 2.8 42 27 27 96-42 (¢) Includes
30,000 tons
9. Penicillin . . . . M.M.U. 40 40 .. 55 39°7 137§ 120 120 26¢ 115 103 95-83 in public sector
10. Soap (Organised Sector) . ooo*Tons 357 j00 25328 250 140 70-02 258 500 2431°38 232 168 9o 08
11. Dyestuffs , . . . . Million 27 22 2848 17'05 1199 6314 25 21-2 30-18%* 22 1587 88:-00 °**As on 1-4-65.
Ibs.
12. Electric Lamps (G.L.S. & others) Muillion Nos. 50 so .o 476 41°8 952 76 68 125-84 654 688 86085
13, Scwing Machines . . . 000" Nos. 8s 300 3067 267-4 3473 314 58 700 F00* 566 600 600 Bs-71r *Additioral 1° §
lakh to be
14. Paper Machinery . . . Rs. Crores . 4 37 . o oI 8-5 64 9 II 7 1°7 82-35 produced in
. . Small Scale
15. Bicycles (Organised Sector) . Million 09 I-25% 13 1-12 I'06 12444 22 2:0 1-68 1-8 16 8181 Sector,
Nos.
16. Paper and Paperboard . . ooo’ Tons 450 350 128543 410 343 9I-I1I 820 400 1258-54 6693 551 B1-62
17. Anti-dysentery Drugs . . Tons . 737 247 .. 7% 75 76-6 57°3 68-7 764
18. Sulphuric Acid . . . . 000" Tons 500 470 1359°9% 526 154 1052 1750 1500 2120-21 1322 654 7554
19. Storage Batteries . . . o000’ Nos. 350 350 .. 379°3 S521°2 108-37 900 Boo 9246 673 7085 7477
20. Steel Castings . . 000" Tons 171 8% 39 34 200 200 421 42(d) 146 50 73 (d) Excludes
. e capacity for
a1. Dry Bameries . . . hﬁmon 234 228 .. 2248 2142 99°77 400 350 sBs-5 290 283 725 public sector,
o8,
23, Eleatric House-service Meters ., Do, . . 178 038 o- &1 e 28 b8 § 218 1'8 1'6 72°0
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TABLE I—comd.

Targets and Ackievements of Capacity and Production in Selected Industries

1960-61 1965-66 .
Sl Product Unit of Targets Achievements Targets Achievements  Col. 10
No. Account- Licensed—— Col. 4 as or Rema r
ing, Capa- Pro- capacity Instal- Pro- asa Capa- Prod- capacity Insna Pro- o of
city duction as on talled duction 9, of city duction as on led duction Col. 7
I-7-61 capacity Col. x 1-4-66 capacity
1 2 3 4 5 6 7 8 9 10 11 12
23. Elcctrcrc Transformers (Bclow 33 %illion I.§ 1°36 2-84@ 1°4 1°3% 93°33 4.0 3'5 739 28 309 700
K VA
24. Lead . . . . 000" Tons e .- 90 60 3.7 85 8-0 I1°0 59 4'9 69-41
25. Automobile Tyres . . Nhﬁllion 1°46 1°46 324 1'61 2:49 110°27 37 30 5 42 2-5 2-4 6756
08,
26. Caustic Soda . . ooo’ Tons 150 135 38%0-32 124 97 82-66 400 340 695-26 264 214 66 0
27. Flourescent Tubes . . I\Igﬂlion . . 12 1-7 7 6 17°99 45 43 6428
O08.
28. Soda Ash , ooo’Tons 253 230 476 268 145 105-92 530 450 70552 319 325 60718
29. Electric Fans Mliqllion 06 06 168 I'74 1-06 290700 2'8 225 [ 1'7 1-64 136 5857 E
09,
30. Synthetic Detergents . . ocoo'Tons .. . -2 6 .. 2000 2000 2277 II'2 85 560
3. Steel Forgings . . . ooo'Tons .. .e 6377 43 35 .. 200 200 300°3 10§55 68 5475
32. Nitrogenous chhger (In terms Do. 382 290 1047°'0§ 1583 97°2  41'43 1000 8oo 2059-88 497 228-4 49°7
of fixed nitrogen
33. Radio Receiver {Organised Sector) oco’Nos. 213 300 .. 279 280 130'98 900 8co 639 412 550 45°77
34. Ph%sphanc): Fertilizerr (In terms of o000’ Tons 120 120 1368-0§ 57°3 53 1052 500 400 33536 2297 12T 4554
2 oOf
35. Copper . . . . . Do. 15-6(e) 88 88 .. 22 20 70-36 98 9°6  44° 54 () Refined and
electrolytic,
36. Bicycle Tyres . . . . 1I:i{iujon 118 11'8 2933 1512 11-15 12813 386 30°90 39°53 16°§ 181 42:76
os,
37. Sulpha Drugs . . . . 000" Tons o-44 o 44 . 037 o'15 8409 1'0 1I-0 -2 037 0-23 31o
38. Newsprint Do. 60 60 120 30 22:9 50°0 150 120 261-81(f) 30 30 20-0 (f) Includes
capacity for
NEPA, ex-
pansion,
Sources : 1. Programmes of Industrjal Development 1956—61, 1961—66.

2. Fourth Five Year Plan, Draft Qutiine,

3. Fourth Five Year Plan, Draft, 1969—7

2.

4. Handbook of Industrial Data DGTD, 1966.
5. Annval Report 1965—66, DGTD.
6. Monthly Statistics of the Production of Selected Industries in India, Nov.—Dec. 1967 (C. §.. Q)
7. Licensed capacity figures have been taken from Agenda Papers for 12th and 18th mecurgs‘of Central Advisory Council of Industries,
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would be provided or that the project would be
assured of scarce domicstic materials  such as
steel or cement. 'This led to a wild scramble
with constant pressure on  the controlling
mechanism and ultimately which of the capa-
cities were actually installed or not had no
relationship with any order of prioritics among
the various industries which were included in
the Plan.

6.07. Table 1 gives data about targets and
achievements of capacity and production in
1960-61 and 1965-66 for some conunodities,
targets for which were speciiically laid down in
Plan documents. It would be observed from
this Table that the licensed capacity was more
than the targeted capacity for 15 items in ihe
Second Plan period, and 31 items in the
Third Plan period. The itcms were as varied
as stecl castings and forgings, aluminium, vari-
ous kinds of machinery and fertilisers on the
one side and bicycle tyres, dry batteries and
clectric lamps on the other. We also find that
the proportion of licensed capacity over and
above the target capacity varied cnormously.
In some cases, it was more than double the tar-
get capacity; e.g., stecl castings cement machi-
nery, machine tools and penicillin. In many
other cases, it was quite large, between 50 to
100 per cent above the target capacity. One
does not know to what extent this was due to a
revision in the demand estimates, to what
extent to the necessity to provide a cushion
and to what extent for other reasons. Such over
licensing defcated the objective meant to be
achieved through target lixation,

6.08. That no clear infer se priorities were
observed in this respect js indicated by the fact
that not only in commodities like stecl castings
and forgings, aluminium, or fertilizers of dilte-
rent kinds, did the licensed capacity consider-
ably exceed the capacity tarpets; this also
happened in commodities Jike electric lamps, dry
batteries and tyres,!

6.09. That the system of over licensing
usually led to difficulties in installing adequate
capacity is seen from the fact that in most such
commodities the installed capacity in the cnd
year of the Plan was much less than the target-
ed capacity. In the Second Plan, the installed
capacity was more than the targeted capacity in
industries like bicycles (organised sector), scw-
ing machines, electric motors (200 H.P. and
below), electric fans, radio receivers (organised
sector), storage batteries, sulphuric acid, soda
ash, penicillin, automobile tyres and bicycle
tyres, During the Third Plan period such excess
occurred in the case of aluminium, cotton t_exulc
machinery, cement machinery, sugar machinery,
machine tools and diesel engincs (stationary).
But jn many more cascs, the i_nstalled capacity
during the Sccond and the Third Plan periods

1

was signilicantly lower than the targeted capa-
city, For example, in the Sccond Pian peniod,
industries of this type included clectric  trans-
formers (below 33 K.v.), GLS and other elecine
lamps, dry batterics, nitrogenous  and  phos-
phauc ferullizers, caustic  sodu,  dye-stuils,
sulpha drugs, anti-dysentery drugs, paper and
paperboard and  newsprint.  Dunng the Third
Plan  period,  they included fimished  steel,
alloy and stunless steel, steel forgings, copper,
paper machinery, bicycles  (orgamsed  sector),
clectric transtormers (below 33 K.V.), electric
motors (200 H.P. and below), clectric  fans,
clectric housc-service meters, GLS and other
lamps, fiuorescent tubes, storage batterics, dry
bauerics, fertilizers—both  nitrogenous  and
phosphatic—sulphuric acid, soda ash, caustic
soda, dycstulls, sulpha drugs, pewiciiun, aoti-
dysentry drugs, soap (organsed sector), synthclic
detergents, automobile tyres, bicycie tyres, paper
and papcrboard and newsprint. 1t is well known
that our cconomy was adversely allected dunng
the Third Plan period due to a numcr of reasons
and as a result, the investment climate also
worscned  in the end ycars of the Plan, Un-
doubtedly, this would have had the elicet of a
part of the licensed capacity not being installed.
What is important to note, however, is thal
because of the peculiaritics mentioned earlier,
the licensing system worked in such a way that
no clear rclationship  between the grant of
licences and Plan prioritics could be ensurced.

6.10. A few cxamples based on our case
studics will illustrate how the licensing system
distorted the basis bchind Plan targets.  For
the Cinema Arc Carbon Industry, a demand
target of 12 million pairs per annum had been
fixed for the Third Plan. It was thercfore
considered necessary to license capacity upto 18
million ‘pairs per annum; Le., 50 per cent above
the demand target.  On this basis, an additional
licence was issucd in 1963 to Union Carbide.
In 1965, it was obscrved that the demand was
only about 7 to 8 million pairs per annum and
there was considerable excess licensed capagcitly
in the industry. .

In the Baby Milk Food Industry, a Govern-
ment committce had worked out a target Of
6,000 tons per annum for 1962. The Third
Plap target of 7,500 tons had beecn worked out
by the DGTD on the basis of the same com-
mittee’s report.  However, in 1962, commenting
upon an application reccived for a licence, the
DGTD  sugeested that the  Third Plin tareet
should be increased from 7,500 tons to 12,000
tons per annum, and further that the Fourth
Plan target should be fixed at 25,000 tons per
annum “on the basis of the infant population in
the country”. As a capacily of only 6,000 tons
had been installed, ty keep up with the target of
the Fourth Plan, an increase in the tareet for the
Third Plan was suggested.  Actually, the decision



was to grant additional capacity with ‘formally’
revising the target,

Regarding G.L.S. and oiher similar lamps, the
DGTD worked out a target of 90 miliion per
annum for jnternal consumption and 10 per
cent export, making a total of 99 million. In
1962, it was suggested that for the above pro-
duction lo bc acheved by the end of the Third
Plan, a total capacity of 120 million should
be licensed, ie., about 21 per cent above the
demand target. (It may be noted that the
capacity licensed by that time was 62 million).
In a turther review prepared by DGTD in 1964,
when discussion on the Fourth Plan was only
in its preliminary stages, the capacity target for
the muddle of the Fourth Pran was put at 127.5
million and licensing of further capacity on that
basis was suggested.

In the case of Welding Electrodes, at a con-
ference organised by the Planning Commission,
the future demand etc. was discussed and a
production target of 900 million running feet
was agreed to. The Indian Engineering Asso-
ciation did not agree to this and proposed a
production target of 1200 million running feet.
However, by the end of 1964, a total capacity
of 1,987 million running feet had been licensed,

6.11. Public and Private Sectors,—Ags indi-
cated in Chapter 1il, the Industrial Policy State-
ment of 1956 laid down that while the over
all objective was to expand the public sector so
that the State could assume a predominant and
direct responsibility for setting up new indus-
trial undertakings, the private sector would also
have the opportunity to develop and expand as
an agency for planned national development in
the context of the country’'s expanding economy.
It was necessary for the State to assume direct
responsibility for the future development of in-
dustries over a wide area; at the same time,
note had to be taken of factors that would limit
State responsibility. It was thus decided that
the fields in which the State would undertake
sole responsibility for future development and
those in which it would play a dominant role
should be specified. For this purpose Govern-
ment decided to classify industries into three
‘categories, having rcgard 10 the part which
the State would play in each of them. It was
stated that the categories would overlap to
some extent and too great a nigidity might defeat
the purpose in view, but “the basic principles
and objectives have always to be kept in view
and the general direction. .followed”. It was
als> mentioned that it was “always open to the

State to undertake any type of industrial pro-
duction”,

6.12. In Schedule ‘A’ were included industries
the future development of which “will be the
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exclusive respousibility of the State...... All
new units in these industries, save where their
establishment in the private sector has already
been approved, will be set up only by the State,
‘This does not preclude the expansion of the
the existing privatcly owned units, or the possibi-
lity of the State securing the cooperation of private
enterprise in the establishment of new units when
the national interesis so requirc...... Whenever
cooperation with private enterprise is necessary
the State will ensure, either through majority
‘participation in the capital or otherwise, that it
has the requisite powers to’ guide the policy
and control the operations of the undertaking”,

6.13. The industrics mentioned in the Sche-
dules are broad categorics and it is Dot always
clear what was the scope of each category. ‘lne
category 'won and steel’, for exampie, not only
included large integrated iron and steel plants
but also re-rolling and small pig-iron plants. It
was obviously not the intenuon of the Policy
Resoluton to prevent small private units from
comung up in such caiegories. bdimular ambi-
guity regarding other categories such as ‘heavy’
plant and machinery, ‘heavy’ electrical piant,
etc,, makes it dihcult to examine whether
licensing was in keeping with the Poucy Resolu-
tion. ‘lhe item mining machinery can include
both heavy and not so heavy machinery. To
take another example, it is not clear which of
the sizes of transformers is to be treated as
‘heavy electrical plant’ and which falls outside
that category. From our aggregative analysis
theretore it is not possible to say regardaing
many items whether the grant of licences to
private sector units transgressed this aspect of
the Policy Resolution or not. The only specific
cases that can be mentioned are regarding
mineral oil where not only were existing retineries
in the private sector permitted to continue
but further establishment of private refineries
was permitted during this period. Another im-
portant exception has been that of zinc; for the
processing of zing, a private sector unit has been
licensed. In the case of refineries, Government
has been associated with the new licensees
though it does not have majority participation.

'llihis is not so in respect of zinc. (See Table
).

6.14. The second list—Schedule ‘B’—con-
sists of industries “which will be progressively
State owned and in which the State will there-
fore generally take the initiative in establishing
new undertakings, but in which private enter-
prise will also be expected to supplement the
effort of the State”, It may be noted that in
spite of the basic approach that this area would
be progressively developed by the State, few
public sector units were established in these
industries in the period between 1956 and
1966. The mmjor exceptions were drugs and
pharmaceuticals in which the Indian Drugs and
Pharmaceuticals was newly established; basic
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TasLB I

Statement showing tne issue of Licences in Industrics included in Schedules A and B of the Industrial Policy

Resowugion, 1956.

Schedule' A"

PSU — Public Scctor Unit

Coop — Cooperatives
PYT — Private

Sll\.lo As in the Schedule TLPIC Product Category PSU Co-ops PVT Total
' . (Others)
_ 2 3 4 s 6 7

. Arms and Ammunitions and Arms and A iti
Allied TItems of Detence mmunition . 1 . . 1
Equipment

2. Atomic Energy . . No such product . . .r . . .e

3. Iron and Steel . . Pig Tron . . . . 2 . 15 17

Steel Billets and Ingots . 2 . 27 29

4. Heavy Castings and Forgings Iron and Steel Casting 6 .. 304 2
of Iron and Stecl. and Forgings and Stampings.

5. Heavy Plant and Machinery Mining Machinery , . . 1 ve 10 3t
required for Iron and  Steel Metallurgical . . . 1 .- 5 ]
proiuction, for Mining, Ma- Cement . . . . .- 9 9
chine Tool manufacture and Chemical . . . . 1 59 6o
for such other Basic Indus-
tries as may be specified by
the Central Government,

6. Heavy Electrical Plant includ- Stecam Engines, Turbines and 1 .e 42 43

ing Large Hydraulic and Internal Cor bustion Engines
Steam Turbines. (incluu.ng Laesel Engines)
PBlectric Furnaces DBoilers, . ‘e 2 2
Boilers, Plants, etc. . . 2 .. 14 16
7. Coal and Lignite . . Conl, Lignite, ctc. and 46 143 389
other byproducts,
L. T. C. Coke . . . I 1

8, Mineral Oils . Fuel Oils . . . . 3 .. 7 10

9. Mining of Iron Ore. Manga-
nese Ore, Chrome Ore, Gyp-
sum, Sulphur, Gold and

Diamond . . . e . .

10. Mining and Processing of
Copper, Lead, Zing, Tin,

Mo! . bdenum and Wolfram | .
11, Minerals Specified in the
Scheduls to the Atomic Ener-
gv (Control of Production and
Use) Order, 1953 . . e .
12. Aircraft . . . . Aircraft . . . 2 ‘e 2 4
13. Air—Transport . . . . .o
14. Railway—Transport . . .
t5. Ship Building \ . Ships and Vessels . . . - 12 12
16. Telephones and Telephone  Other items of Tele-Communi- 3 17
Cables, Telegraph and Wire-  cation Equipment.
less Apparatus (Excluding Ra-
dio Receiving Sets),

17. Generation and Distribution of

Electricity :




chemicals in which Hindustan lQrganic_: Chemi-
cals was established; and fertilizers in whlqh
a number of licences were given to the public

sector. As against this, the entire develop-
ment  of the aluminivm industry was per-

mitted to tuke place in the private sector.
While Hindustan  Machine  Tools  (public
sector)  expanded, as against 9 licences
in this ficld to the public scctor units, 226 were
given to private sector units. In dye-stuffs, as
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licences were given to the private sector against
15 for the public sector, and 334 to the private
sector for formulations as against 1 to the pub-
lic sector. In fertilizers, 42 licences were given
to the private sector as against 12 to the pub-
lic sector. All the three synthetic rubber
licences and all the c¢hemical pulp licences went
to the private sector. In short, the intcntion
announced in the Industrial Policy Resolution
reeardine the future role of the State in the

apainst 2 licences to the public sector, 49 were  industrics included in Schedulc ‘B’ was not
viven to the private sector- In drups and phar-  reflected in the grant of licences.
maccuticals  (other than formulations) 184
SCHEDULE * B’
SL As in the Schedule ILPIC Product Category PSU Co-ops PVT Total
No. (Others)
1 3 4 5 6 7
1. All other Mincrals except .e . ..
* minor minerals’ as defined
in Section 3 of the Minerals
Concession Rules, 1949.
2. Machine Tools Machine Tools including La-
thes, Hydraulic and Pneuma-
tic Presses and Furnaces 9 .o 226 235
[
3. Ferro-alloys and Tool Stecls , Ferro-alloys Special Steel and |
Alloys Steel . . 2 - 9 II
4. Basic and Intcrmeldinte Pro-  Dyestufls . . . 2 .. 49 51
ducts required by Chemical .
Industries, such as Drugs, Drugs and Pharmaceuticals 15 184 199
Dyestuils, (Other than Formulations).
5. Plastics, Antibiotics and other
Essential Drugs. Drugs and Pharmaceuticals I .. 334 335
{Formulations).
6. Pertilizers Mixed . . . I 6 7
Inorganic . . . 10 36 46
Organic . . . 1 1
7. Synthetic Rubber , Synthetic Rubber 3 3
8. Aluminium , Aluminium Rods and Ingots 26 26
Aluminium Foils . 4 4
Aluminium Re-rolled Products, 2 z
Other Products of Aluminium, 14 14
Non-Ferrous Metals (Other Zinc . . . . . 4 4
than Aluminium).
Other Metals excluding Alu-
minium and Zing . 29 29
Copper and Brass Products | e .. S4 54

N. B.—The scope of the product categories used by the IL.
D.G.T.D.) is somewhat different frem those mentione
above—the LT P.LC. category is much wider in scop
That is why in this and some other cate

Resolution,

P.I.C. (meinly following the categories used by the
d in the Industrial Policy Resolution :

e.g., 8. No. 4

¢ than the item as ircluded in Schedule * A’ of the
gories. the large numter of licences issued 10 the pri-

vate sector does not necessarily indicate a departure

6.15. In this connection, a few points arising
out of our case studies may be noted. Alu-
minium wias a major  industry that was pro-

from the spirit of the Resolution.

posed to be developed in the Sccond Five Year
Plan period. Initial work for the development
of the industry was entrusted to the National
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Industrial Development Corporation and it was
expected that the industry would be developed
in the public sector. However, it was decided
at the end of 1957 that the two bauxite arcas
which were to be initially developed should be
entrusted 1o two private scclor groups for
development. It was much later that a
public sector unit was cstablished for develop-
ment in the aluminium industry. ln the case
of fertilisers, the decision taken in 1959-60 was
that Government should wundertake fertiliser
projects in areas where private entcrprise would
not be interested. Even though the production
of D.D.T, had been initially developed by Gov-
crnment through Hindustan Insecticides and
this organisation was keen on expansion, an
application from a private concern (Century
Chemicals) appears to have been encouraged
and a Letter ot lntent granted in 1967 on e
plea that D.D.T. need not be reserved for the
public sector. [Earth moving equipment had
similarly been already developed in the public
sector but Hindustan Motors was aiso permitied
to undertake its production, A decision was
also taken tnat even though heavy electrical
motor were reserved  tor  production in
Schedule ‘A’, and kHecavy Electnicals (Bhopal)
had already commenced production, licences
might be granted to private parties . such
us Kirloskar Electric and Crompton-Parkinson
to produce heavier ranges (450 H.P. instead of
250 H.P.) by way of diversification. ‘Lhe
N.LD.C. seems to have been asked to explore a
number of project possibilities in 1959-60 with
a view to developing projects in the public sec-
tor according to the industrial Policy Resolution
It had thus prepared a feasibility study on
photographic films and X-Ray films. Govern-
ment decided not to wait for the public sector
projects and letters of intent were given to
various parties. These, however, did not lead
to grant of licences as the parties could not
submit firm proposals. The public sector pro-
ject at Ootacamond has since been licensed. For
the manufacture of newsprint, a project was
being explored by N.LD.C. based on the use of
bagasse, but when an enquiry came In 1260
from Birla Brothers, the Ministry took the view
that the N.L.D-C. scheme might be left out and
the private sector scheme for pulp should be
permitted to go ahead. In the. case o_f zinc,
Shri G. D. Binani was given a licence In 1961
mainly on the ground that while the exploration
for the development of a large public sector pro-
ject might continue, a small plant based on 1m-
ported concentrates need not be excluded.

6.16. We may also draw attention to two
other points related to this aspect of the Policy
Resolution. The Resolution had laid special
stress on the principle of co-operation to :
applied wherever possible and had envisage
that a “steadily increasing proportton of the
activities of the private sectot developed along

31 1&D—15.

cooperative lines”. Looking at the total num-
ber of licences issued to couperalive enterpriscs,
one hnds that this objectuve has received hittle
atiention. The one area in which the Govern-
ment ok a policy decision that cooperauve
industrial enterprises should be encouraged was
reguaing wdustries processing  agriculiural raw
matertals.  Even here the achievement has beca
conlined to a few parts of the country and o a
fow industnies, the most oulstanding example
being the sugar industry. Io rccent ycars the
deveiopment of Lhe sugar  industry huas been
mostly conuned to the cooperative sector, which
has made significant hcadway in the Westetn
and Southern States where tne  industry  has
been developing,

6.17. It is not neccssary for us lo explore
this aspect of the Industrial Policy Resolution
and its execution through licensing policy any
turther, It ig obvious that licensing policy as
such can play but a limited role in this respect.
Decuions to permit development of certain 1n-
dustries in Scuedule "A’ through privale cnter-
puse and to encourage the buik ot the develop-
aent  of industrics 10 Schedule ‘B’ mainty
through private cnierprise must have been taken
by Government at tne highest level. 1t is not
our purpose herc to go into the merits of this
general policy approach adopted by Govern-
ient.  We should however point out that the
licensing policy as actually followed regarding
industries included in  Schedules ‘A’ and 'B’,
especially the latter, was at variance with the
spirit of the Industrial Policy Resolution under
which industries in Schedule ‘B’ were largcly to
be developed through State initialive. Regard-
ing the development of the aluminium industry,
for example, we have not been able to get any
material indicating the reasons for changing the
initial decision to develop the industry in tho
public sector or relating to the examination of
the Pros and cons of the matter. Different ex-
planations are found to have been offered at
dillercnt stages of the discussion. Sometimes it
was stated that the industry being a simple one
could be developed by private enterprise. At
another point it was stated that with the diffi-
culties regarding fimancial resources and foreign
exchange faced by Government, it was appro-
priate that this development should be entrusted
to private enterprise. The only _conc_luswe
point seems to have been that some time m the
last quarter of 1957 a decision was taken at the
highest level that the task of developing the
two proposed aluminium  projects should be
entrusted to the Birlag and the Naidus. In
other cases such as Zinc or electric power for
Hindustan Aluminium, where a large captive
power plant was permitted to be set up in the
private scctor against the provisions of the
policy Resolution, the approach scems to have
been that such deviations could be permitted
without aflecting the long term pursuit of the

Policy.
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6.18. The conclusion that can be drawn
from these and other cases is that, whalever e
reasons, the approach to the roie that the State
should play 1n the ndustnies 12 dcnedule A’
and especially in Schedule ‘B’ was eroded
through decisions taken o individual cases
without an overall view of the impact that these
would have on the policy adopted in 1956.

6.19. Regional Dispersul.—Balanced and co-
orgtnated  deveiopiieut ol the ndustnal  and
agriculural economy in cach region and reduc-
uoll I dispantics 1o leves 0L gevelopmient
among them were especlally stressed 1o tie in-
dustnial Poucy Resoluton. As a Midaer o
fact, one of tae purposes of the IDRA is to
decide the location o wndustry. it was ex-
pected that lcensing would take note of the
unportance of controlling locations poth trom
the pomnt of view of the economic etficiency ot
the industry and the balanced regional deve-
lopment ot the country. 1he Plan documents
stressed the importance of such balanced deve-
lopment and especially of the bringing up of
the industry and the balanced regional deve-
steps were suggested and adopted for better re-
gional dispersal of industry such as the develop-
ment of power and transport facilities so as (0
create the mecessary inira-structure, the deve-
lopment of industrial estates and the reserva-
tion of certain sectors of production for
small scale industry in which the industriaily
backward regions could obtain a large share.
General principles ‘about regional dispersal of
ncw industry were mentioned such as that “in
the location of new enterprises whether public
or private, consideration (should be) given to
the need for developing balanced economy in
diffcrent parts of the country. In particular,
this aspect was kept in view where the location
of industry was not determined almost entire-
ly by the availability of raw materials or other
natural resources”.? But all these do not seem
to have led to any definite or concrete proposals
which would guide the working of the Licens-
ing Committce and other licensing authorities.
No list of industrics where licensing could be
done irrespective of the availability of natural
resources locally, whose development in hither-
to under-developed regions would not be yn-
economical, was worked out. No overall re-
gionwise plan for licensing of different indus-
trics was formulated. This was a part of the
over all deficiency of licensing policy.

6.20. In the case of a few specific industries,
licensing authorities appear to have given con-
crete attention to these aspects. Regional dis-
tribution of additional capacity has been attempi-
¢d In the case ol 1ndustries based on agnicu-
tural raw maierals such as sugar and vanaspati.
in the case of industries based on cerian raw
materials, for example, pulp from bamboos, at-
tempts have beeh made to ensure a proper
utilisation of the raw matenals avalable 1 dif-
fcrent parts of the country in the grant of
licences. in a few industries where an attempt
was to be made to work eut the whole program-
me of development as in the case fertilisers, at-
tempts were made from time to time to look at
the overall regional balance ot the development
of the industry. However, except for these occa-
sional efforts, no ruli-scale guide-lincs were ever
prepared 1o enable the licensing authorities to
use licensing as an instrument for bringing about
regional dispersal of industries,

6.21. Not only was there no list of industries
where regional dispersal could be auempted but
there has also been no clear-cut demarcation of
industrially ~backward regions. Each State
claimed that one way or another it was back-
ward. On several occasions, atlempls were
made to identify the backward regions in the
dilferent States and to assess their mag-
nitude. Various criteria  for assessing these
have been examined by different Commit-
tces and Study Teams set up for the purpose.
‘The Planning Commission had indicated in 1962
ccrtain indicators of regional development which
could be used to regulate the development of
public and private sectors so as to reduce re-
gional imbalance.* A Committee on Dispersal
of Industries* set up in 1960 by the Small Scale
industrics Board for examining the question of
industrialisation of rural areas and industrially
undeveloped areas in the country considered
the different possible criteria for determining the
backwardness of an area, It identified several
regions in different States which could be consi-
dered as backward and suggested various ways
and means for improving their position. Re-
cently, a Working Group set up under the
chairmanship of Shri N. N. Wanchoo also went
into the question.® A Working Group was also
appuinted by the Planning Commission for lay-
ing down the criteria to be applied in aggregate
tor the purpose of identification of industrially
backward States.® But the question of identify-
ing backward regions has not been settled so far.
The role of industrial licensing for fostering the

(2) Government of India ; Planning Commission; Third Five Year Plan ; p. 144.

(3) Goverament of India; Planning Commission ; Economic Development in Different Regions in India ; 196-..

(4) Government of India ; Ministry of Induistrial Development ; Committee on Dispisa[ of Industries ; 1962

(%) Government of India ; Ministry of Industrial Develo t : Re . . .
cial Assistance for Starting Il,ldislrics in Backward Areas Privers 5 Report on the Working Group on Fiscal and Finan-

3 1969.

(8) Gavernment of India ; Planning Commission ; Tdentification of Backward Areas,

1969. , ‘ Report of the Working Group



mdustrialisation of these regions wil] remain in-
determinate as long as this matter remains un-
decided.  Thus, a gap has remained in the plan-
ning technique and this hag prevented the licens-
ing authoritics from taking positive steps 1o
suide new industries to such areas,

_ 6.22. 1t is sometimeg said that licensing as an
instrument of regional dispersa] has an impor-
tant limitation in {hat being merely a negalive
mstrument it can prevent certain industrics from
dcvelopmg‘lp particular areas or States, but it
cannot positively assist the location of industries
In others. This is not entirely correct. Licens-
1ng authorities could advise applicants that the
applications would be favourably considered if
locations were proposed in some States or regions
a5 against others, In some cases the authori-
ties actually did so and refused licences on the
ground that there was no scope for the industry
within a particular region. This was usually
done for industries based on the availability of
certain raw materials. But it could also have
been done for ensuring a fair regional distribu-
tion of industries, especially of what are called
‘foot-loose’ industries. That licensing wag not
so used was largely due to the fact that no clear
policy and no overall guide-lines were laid down
regarding the pursuance of this objective.

6.23. Distribution of Licences State-wise.—
During the period 1956 to 1966, 17310 applica-
tiong for industrial licences were received of
which 10.016 were approved and 7,294 were re-
jected. Out of the rejected applications. infor-
mation about  Statewise distribution is not
available in the case of 3.225. Our analysis of
the rejected applications is to that extent inade-
quate. Details about the analysis of applica-
tions received, reiccted and approved will be
found in  Appendix V-A(X). ;

6.24. The following table gives a State-wisc
classification (in percentages) of total, approved
and rejected applications for licences. It can
be seen from this tabie that the four industrially
advanced States of Maharashtra, West Bengal,
Madras and Gujrat accounted for 53-31 per cent
of the applications, and 62.42 per cent of the
licenzes issued. The States included in = Group
‘A’ are those which had a larger proportion of
approved applications compared to their share
in the total applications made. In Group ‘B’ are
the other States where the share in approvals is
less than the share in applications. The total
number of applications for the seven States in-
cluded in Group ‘A’ accounted for 70.79 per
cent whereas approvals acconted for 74-46 per
cent. The eicht States included in Group ‘B’
accounted for 28.26 per cent of total applications
whereae the approvals for these accounted for
only” 2477 per cent. Broadly speaking, the
second group of States consist of industrially
less . advanced regions (with the exception c_wf
Punjab and Delhi seem to have progressed in
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spite of a relatively large proportion of their ap-
plications havmg been rejected.  Of course, ana-
lySls_ of_ hccnc-;s based merely on numbers of
apghcatrmg rcjections and approvals sulfers from
serious limitations as we have already exphained
iIn Chapter 1V. Y

TABLE I
Statewise Distribution of Industriol Licences

(Pereentages)

States Total Appraved  Rejected
Gr‘oup A
Maharaghtra 2538 2737 22°24
West Bengal . . 1631 16- 47 15-90
Gujarat . 8-66 8-8¢ 8-10
Kerala . . . 311 362 1-86
Madras . . . 8-96 969 7-20
Mysore . . 2:98 326 2-29
Bihar 4-89 516 4:20
70-79 7446 61-79
Group B
Andhra Pradesh . 345 332 3-81
Assam . . . 1-08 0-94 1:40
Madhya Pradesh . 285 2-46 378
Orissa . . . 142 1-18 1-97
Punjab . . . 7-45 632 10-27
Rajasthan . . . 1-97 1-75 a-st
Uttar Pradesh 772 6-71 10: 2¢
Delhi . . 2:32 209 290
. 28-26 24-77 36-84-
095 077 1-37

Others . . .

6.25. From the point of view of the develop-
ment of industry, distribution of licences for
New Units and Substantial Expansion would be
of greater significance than that of licences for
New Articles, COB and Shifting. Even here,
Maharashtra tops the list with 24 per cent of
the New Unit licences and 28 per cent of Sub-
stantia] Expansion licences. West Bengal is the
pext with 12 per cent of the New Unit and 17
per cent of the Substantial Expansion licences,
and Gujarat follows with 8 per cent of the New
Units and 11 per cent of the Substantial Expan-
sion licences. The predominance of the indus-
trially advanced States is thus scen to continue
in the share of licences. It is however notice-
able that there are States such as Punjab,
Uttar Pradesh and Bihar, which obtaincd a lar-
ger share in New Unit licences than in Sub-
stantial Expansion licences, indicating that morc
New Units were being organised in them. As
arainst this, a more industrialised State like
Madras had a lareer pronortion of  Substantinl
Fxpansion than New Unit licences; so also was
the case in Mysore.

6.26. To some extent, the licensing system
could not assist the industrially backward States
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much because the number of proposals for locat-
ing industrial units in these Statcs was much
smaller than that for locations in other States.
Thus, the number of applications 1eceived for
location in  Assam was only 152 in the whole
period of our inquiry as compared to 3,645 for
Maharashtra. It is true that the proportion of
approved applications was only 62 per cent in
Assam comparcd to 75 per cent in Maharashtra,
but there were relatively backward States such
as Kerala where the proportion of approvals was
as high as 82 per cent. It may be noted that
in no State was the proportion of approvals
less than 58 per cent and in the case of most
States, it varied between 60 to 75 per cent (See
Table TV). One cannot thus say that it was the
rejections of applications that was mainly res-
ponsible for the licensing system not assisting the
less industrialised States.

TABLE 1V

Statewise Classification of I'otaland Approved Licens-
ing Applicationa,

States Total Licences Col (3) as
Apnli- Issued percentege
cations of Col. (2)
' I 2 3 4
Aﬁ;ﬁrn Pradesh 487 332 68.2
Assam 152 95 62-%
Bihar 688 517 751
Gujarat 1219 890 73-0
TABLE V

Implementation of Licences in a Few Selected States.

Kerala . 438 362 82-6
Madhya Pradesh 401 247 61-6
Madras 1263 970 76-8
Mabarashtra 3645 2741 75-2
Mysore 420 327 779
Orissa . . 198 118 59-6
Punjab  (Including 1050 632 60-2
Haryana)
Rajasthan . 278 176 633
Uttar Pradesh 1087 672 61-8
West Bengal 2296 1649 71-8
Others : 134 78 58:2
ToTAL : 14084 10016 7I-1

NB.. Statewise data regardinrg all applications for
licencel are not available, hence the discrepancy between
figures given here have and those in Ch. 1V,

6.27. We further find that the impect of licens-
ing on industrial progress was reduced in the
case of some States because of the poor imple~
mentation of the licences issued (See Table V).
Thus, not only did Assam receive a far smaller
number of licences but the proportion of non-
implementation of licences relating to Assam was
alsg far higher than that relating to Maharashtra,
The same was the case with Orissa. Whatever
the reasons, one has to admit that on the basis
of these data, the failure of these States to bene-
fit in the matter of industrial progress cannot be
ascribed to the licensing system as such.

States 'II\'Intal ] 1}:10m] ; Col (3)f Percentages of Licences
No. of No. 0 as % of iy jally . Non-
l1rc):e?_s1ng !lccr;ge_s Col.(2) quplljé- ;’;g]lﬂly il;lno‘;‘lc-
appli- issu
ot ions i mented  mented  mented
1 2 3 4 5 6 7
Assam . . . . . . . 152 95 62-5 432 53 51-3
Bihar 688 517 751 62-7 12:2 251
Orissa . . . . I98 118 59-6 50-4 9-4 42
Punijab . . . . . . . 1051 632 60-2 60-3 8-1 31°6
Maharashtra . . : . 3645 2741 752 67-5 43 28-2

6.28. Concentration ip Mectropolitan Dis-
tricts.—This ageregative analysis of licences thus
indicatcs that the licensing system as a whole
did not do much to reduce regional disparities
in industrial development. We also find that

taking into account the districtwise distribution of
all industrial licences, not only the more indus-
trialised States but the highly industrialised
areas in these States got a very large number of
licences. For example, out of a total of 2,741
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lincences issued for Maharashtra, the three dis-
tricts of Bombay Suburban, Thana and Poona
obtained 825, 380 and 204 respectively, thus
making a total of 1,409, ie., about 51 per cent.
Similarly, in the case of West Bengal, out of
1,649 licences, 819 went to Calcutta, 229 to
Howrah and 129 to Hooghly, making a total of
1177 i.e,, about 71 per cent. In Madras, out of
970 licences, 290 went tg Madras and 279 to
Coimbatore, accounting for 569 licences, i.e,
about 59 per cent,

6.29 A survey conducted by the Develop-
ment Commissioner,” Small Scale Industries,
also supports the conclusion that in the grant of
licences, no attempt was made to avoid setting
up of industries in already developed areas.
This survey reveals that out of 819 large scale
undertakings belonging to 40 large groups of
industries, of the licences issued between 1961
and 1965, about 50 per cent were for locations

in cities with a population of one lakh and
above; and of these 54 for locations in cities
with a population of five lakhs and above. The
State Governments and the licensing authoritics
do not appear to have given sufficicnt thought
to the necd for locating units outside the mctro-
politan cities even to the extent possible,

6.30  Productwise Licences Distribution
Among States—If we examine the distribution
of industrial licences for different products
issued for locations in different States, we get a
similar picture. The following table shows that
in the more important products whose produc-
tion has been growing during the last ten years,
the bulk of the licences were concentrated in a
few States, Over two-thirds of the licences for
mnachine tools, agricultural machinery, indus-
trial machinery, metallurgical e¢nginecring, non-
me~iallurgical industry, raiiway transport equipe
ment and chemicals are found to be concen-
trated in four States.

TaBLE VI

Produxtewise Concentration of Industrial Licenses—Selected States,

(Percentages)
Mzahara- Gujarat West Meadras  Punjab
shtra Bengal Haryana
iy —
Machine Tools - . . . . . 38-72 6-38 20-43 8-51 10-64
Industrial Machinery . . . . . 3707 10-12 22444 985 §-20
Matallurgical Industiics . . . . 2352 479 2566 7*53 10-09
Non-Metallurgical Industries . . . . 32-33 3-ol 1579 8-27 14'28
Road Transporty - . . . . . 37°04 334 12-22 19:63 18-11
." - . . . ,8.[1
Bicycles & Mscallaneous transport equipment. . 17-42 3-79 16:67 9-8s
. . 28 19 3I .
Rubber & Leather Product 21-38 3-45 282 93 3:45
H . . . 00 ,63
Ernit Products and Vegetable Oils 19°59 11-46 382 2 4

————

An interesting point that emerges .from the
above table is the continued predominance of
Maharashtra, and to some extcat, of West Be{l-

j i i in
al and Punjab (including Harayana}, even | !
guch new inldustries amenable to.reglonal dis
persal as machine tols, metaliurgical and non-
metallurgical industries and transport cquip-
ment including bicycles.

e ——————

—ar

6.31 Region-wise distribution of industrial
licences for the dye-stuff industrics shows that
31 out of 51 licences issucd during the period

.»f our study went to Maharashtra and 14 to Guja-

rat, thus further accentuating the concentration of
the industry which alrcady existed, Similarly, in
regard to the plastics industry, out of 145
licences granted, 73 (over SO pcr cent) went
to Maharashtra, 21 (14.5 per cent) to West
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Bengal, 10 per cent to Madras and 5 per cent
to Gujrat. (See Table VII)

Table VII

Statewise concentration of Industrial Licenses
for Plastics,

S! States No. of

No, Licences
t AndbraPradesh . . . . 8
2 Assam . . . . . 1
3 DBihar . . . . . .
4 Gujarat . . . . . 7
§ Jammu & Kashmir . . . . .
6 Kerala . . . . . . 1
7 MadhyaPradesh . . . . .
8 Madras . ' . . . . 14
9. Moeharashtra . . . . . 73
10 Mysore . . . . . [
11 Orissa . . . . . .o
12 Rajasthan . .0 3
13 Uttar Pradesh . . . . 31
14 West Bengal . . . . 21
‘s Haryln! . . . . . . é
16 Punjab . . . . 2
17 Dethi . ] . s . . 1

ToTAL 145

It may be noted, however, that plastics process
units in the small scale sector have been more
evenly distributed among different States.

6.32. Paper and Pulp Industry.—The prob-
lem of regional dispersal can be under-
stood better if we examine what happe-
ned by taking a few specific examples. Take
the paper and pulp Industry. Even though
the industry is very much dependent on the
availability of raw materials and the Govern-
ment, from time to time, attempted to ensure a
better regional dispersal both in view of the
distribution of raw materials and that of the
markets, in practice the licences were concen-
trated in a few industrialised States. This is
partly due to the fact that a much larger num-
ber of applications came from such States.
Applications from the four states of Maharash-
tra, West Bengal, Gujarat and Madras account
for 42 per cent of the applications, while those
for locations in other States were fewer. In the
licences granted for New Units and Substantial
Expansion, a large proportion was concentrated
in the four industrially developed States. ‘Thus,
Maharashtra obtained a total of 60 licences.
Guijarat 30, West Bengal 48 and Madras 22,
U.P. obtained 32 licences. Mvsore 15. Kerala
11, Puniab 6, Haryana 14, Assam. Bihar and
Andhra Pradesh 9 each, Orissa 6, Rajasthan §
and Madhya Pradesh 15. There was some
attempt fo balance the licenges region-wise—the

Northern region having 80 licences, the Wes-
tern region 90, the Southem region 57 and the
Eastern rcgion 72. But the implementation of
licences varied largely from region to region.
Only 30 per cent of the licences granted have
been implemented in the Northern region, 42
per cent in the Western region, 35 per cent m
the Southern region and 46 per cent in the
Eastcrn region. Thus, the Western and Eastern
regions which were already better developed in
the industry were bound to progress faster in
this industry, not only because they got a slight-
ly larger share of licences but also because im-
plementation was better there than in the other
two regions. It may also be noted that West
Bengal obtained as many as 48 licences and
implemented 28 out of them, thus maintaining
its dominant position in the paper industry,

6.33 Pesticides.—In the pesticides industry,
for the licences issued during 1956 to 1966,
61 per cent went to the Western region, 19 per
cent to the Southern region, 13 per cent to the
Eastern region and only 7 per cent to the Nor-
thern region. As a matter of fact, the licens-
ing authorities were conscious that there was
too much concentration of this industry in the
Western region and that attempts should be
made to locate more units in other parts of the
country as the use of pesticides was wide spread
throughout the country. Attempts were made
to support the applications for locations in the
other regions, but the small number of applica-
tions coming from those regions limited the
possibility of what could be achieved.

6.34 Fertilizer Industry—The fertilizer in-
dustry was one of those in which an attempt
was made from the beginning of the Second
Plan to work out how regional distribution of
capacity could be ensured. A fertilizer Tech-
nical Committee was appointed in 1954 to
work out preliminary ideas for fertilizer projects
in different parts of the country. A second such
Committee was set up in 1959 to suggest vari-
ous possible sites for setting up fertilizer plants
in different States. The general policy at the
time was that one fertilizer plant should be set
up in each State so that on the one side
there would be adequate supply of fertilizers
and on the other there would be saving in trans-
portation costs. In various discussions on
licensing applications for fertilizers, we find an
emphasis on this aspect of the policy. However,
there were financial limitations on the devecloo-
ment of the industry through the public sector
and licences had to be given to private partics
for the development of the industry in many
States. Not manv of these licences came to be
implemented. The aporoach for the Fourth
Plan was developed mainlv along the same Tines.
A Sub-Committee of the Planning Group of the
Fertilizer Industrv in 1963-64 prepared a ferti-
lizer map of India as a part of its preparation
for the Fourth Five Year Plan. The over-all
target of fertilizer production was divided among



different types of Fertilizers and among 14 re-

gions, and an atlempt was made to wdicate

. how, with the projects already sanctioned, some
.of them under unplementation or implenicuted,
licensing should be done 1n tuture so as 10
cosure the development of the wndustry on a
proper regional basis,

©6.35. With all these attempts at advance
thinking, the regional dismbugon ot ferulizer
industry has remained uncven, Looking at the
data about rcjections of applications we caunot
say that there were too many rejections from
. the less developed States. 22 appucatons were
. rgjectt':d. from tne Western region (Maharashira
12, Gujarat 10), 15 from the Southern region
{Andira Pradesn 6, inclusive of 1 trom the
Publiw Sector, Madras, Kerala and Mysore 3
. each), 12 from the Eastern (10 of them from
West Bengal) and 10 from the Northern region
(4 from U.P., 3 trom Madhya Pradesh inclu-
sive of 1 from the Public Seclor, 2 from Dcthi
and 1 from Punjab). 60 per cent of the appii-
cations trom the Southern States  succecded,
44 per cent from the Weslern States, about the
same from the Nothern States and 33 per cent
from the Eastern States. {n 9 rejection cases data
on location were not availuble, Qut of 54
licences granted (13 in the Public Sector) for
manufacture of fertilizers during the period of
ptudy, 22 went to the Southern States (6 in
tae Fublic decwr), 1/ to the Western States (2
in t_he Public Sector), 9 to the Northern States
(1 in the Public Sector) and 6 to the Eastern
States (4 in the Public Sector). In this case
also, part of the problem seems to have been
that the number of applications from private
parties for the development of the industry in
the Northern States and the Eastern States was
much less than that for the Western and Sou-
thern States, : :

6.36. Taking the total capacity licensed, 65
per cent was in the Southern States (Andhra
Pradesh 29 per cent, Kerala 20 per cent and
Madras 15 per cent). U.P. obtained 9 per cent
of the total licensed capacity while most other
States have 5 per cent or less (Rajasthan 5 per
cent, Goa 5 per cent, Assam 4 per cenl, West

Bengal 2.6 per ccnt, Bihar 2.4 per cent, Gujarat
2.3 per cent, Maharashtra 2.6 per  cent and
Madhya Pradesh 1.8 per cent). While consi-
derable pressure was excrted by all States 1o
obtain licences for this industry, licences in difle-
rent Stales got very unevenly in)plcmcntcd.
The implementation was far better 1n the Sou-
thern and Western regions as compared to the
Eastern and Northern regions.

6.38. Other Attempts at Regional Dispersal.—
We similarly find in a few other industries that
it was proposed to create addyuonal capacity on
the basis of regional distribution. Such a view
was taken in the case of asbestos cement 10
1965 when it was decided to create some 2 ;11
tional capacity in each rcgion. A similar
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approach was adopted in the case of roller Bout
wuis. Especially in the case of flour mills, the
wea was that u umils were set up 1o dubierent
regions, transport costs would be saved. lTue
aiticulty in implemenung the policy, however,
was Wat with a pumber of unus being sct up
beiow lhe exempuon lunit, Jhe capaaty of the
industry in many Stalcs wa, wuca larger than
necessary,  QOccasionally, even i no scope lor
addiuonul capacity was availabie, because ol
the existing unequal distribution of the industry,
beences were  given  to bring  about & beuter
regional balance. We find a bcence being given
to a unit in the biscuit industry because Govern-
ment thought it necessary that there should be
a unit in the Southern region. To ensure that
a unit would come up in that region Govero-
ment was even prepared to permit forcign col-
laboration, though normally forcign —coliabora-
tion was not being permitled in this  industry.
When the licensed unit could not come up in
good time, another concern was specifically
licensed for that region. Similarly, when the
problem of developing additional capuacity 1o
the tyre industry was under consideration, an
attempt was made to help the creation of capa-
city in Kcrala, Rajasthan and U.P. In the cuse
of ‘winding wire industry, when various applica-
tions were under consideration in 1964, the
D.G.T.D. suggested that as there was cofncen=
tration of the industry in Maharashtra, units in
States such as U.P.,  Andhra Pradesh, Gujarat
and Jammu and Kashmir should be supported.
Such attempts did not always succced. 1f an
influcntial applicant did not want to go to a
less developed State, he was able to secure a
licence for location in a State of his choice.
For example, when the proposal for a licence
o CEAT for rubber tyres was under conside-
ration, it was initially proposed that the unit
should be located in U.P. However, on a re-
presentation by CEAT, location in Bombay was
permitted. Similarly in the winding wire indus-
try, a location in Maharashtra was permitted 1n
the case of enamelled Wires in spite of the ear-
lier mentioned views of the D.G.T.D.

6.39. On the other hand there have becn cascs
where, because of persistent pressure by the
State authorities concerncd, licences have becn
granted for Jocation within thosc Statcs. Our
case studies show that there were certain Stals
which followed up applications for location in
their territorics very systematically and persis-
tently and these States were often able to cns‘urje
that applicants for licences within their terrl-
torics succceded. Thus, even though Mettur-
Salem was not a very attracuve site for alumi-
nium development, high priority was given to
the liccnsing of this project.

6.40. In our discussions with business organi-
sations, a charge bas been made that for he
purpose of accommodating 2 ngmbcr of loca-
tions, more licences were given 1n some md:(sl-
tries than could be successfully  implemented.

Our own studies have shown that uncconomic



tnits were licensed so as to permit more Staies
10 share in the licensed capacity. Thus a small
and boecononue hoit lor aduuniun producuoin
was hcensed 1 Madras.  in the feruuser 1ndus-
try, a decison was laken  1Y0U 10 iocale oue
umt in every State uiespective ol e Lact iial
not every diawe wad we laciiies required ioc
the iocauon of a viable feruhser umt. The re-
suit of this approach of issuing more licences
or deciding to peruut UNECONOMUC UNUS 10 10
interest of regional dispersal has been usually
that the industry has pot come up as expecied
and theretore, 1n ctiect, there has been no re-
glonal dispersal.

6.41, Licensing and Regional Dispersal.—It
will be ciear trom the toreguing discussion that
licencing as it bras operated during the last ten
years, has oot been cifective except in a very
pmited way for the aitainment cf the objecuve
of regional dispersal. Whle stating tlus, we
would like to reiterate that effectiveness of
Licensing as an instrument for achieving thus
objective is ‘Dound to be very limited. The res-
ponsibility for preparing an overall plan of
development which would take note of the
necessily  to  ensure  balanced development of
dilfcrent  parts of the country should not be
placed on the licensing authomnties. Only when
there is a detailed plan for region-wise indus-
trial devclopment, covering both public and pri-
vale sectors, can the licensing system help to
implement it. Morcover, a great dzal depends
on the initiative of the Stale Governments in
providing the infra-structure without which no
development of industry is possible, It is essen-
tial that the Development Plan for the country
should include a perspeclive regarding how
differcnt regions will develop over a period of
time, which industries will develop where and
generally how the spatial distribution of invest-
ment as well as production would be attempted
as a part of the Plan. If this is done, and to
the extent to which it is done in specific terms
for particular industries, licensing can operate as
one of the instruments together with financial
institutions and others to help attain progress in
these directions.  Such a detailed scheme of
development is not to B¢ found in the Plaps.
To the extent that regional dispersal of indus-
try was to be cncouraged, instruments like the
development of infra-structure—-power, transport
and specially demarcated industrial areas and
estatcs—setting up of large impact projects and
the maintenance of basic producer commodity
prices (Steel, Coal, Cement) at uniform levels
all over the country were more directly capable
of influencing regional dispersal. The expecta-
tion that by itsclf the licensing agency would be
able to work out large scale programmes of
rcgional dispersal for various industries and to
implement them was unrealistic.

6.42, One difficulty in the way of licensing
being effective for regional dispersal even in the
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few limited areas where attempts at pre-planning
were made was the pressure tnat was exeried o
we Lcensing audnoriues, espectully by the Staie
uovernmenis, Not only did every State support
aunost every applicauon ior heensing for loca-
uon within its own termitory, but Staie Govern-
wicals also brought to bear consitderadle pres-
sure at duferent levels at the Centre in favour
ot the various Siate applicanis, 10 some extent
this was inevitable because, in a situation wheie
there is no long term picwure of develepment
indicating to a dlate what industries are propos-
¢d [0 be developed in s  terntory, the State
authorities are bpound to press for getting a
share in whatever is being developed at the
moment. The failure to evolve a long term
regional  plan of development was bound to
result in pressures which made rational decisions
on location difficult. A well-known example of
this is that of sugar industry. It is known that
grant of more, licences for sugar faclories in the
South and the West would be effective in mak-
ing the sugar industry in the country more
viable. However, the opposition of the North-
ern States where an uneconomical sugar indus-
try is already weli entrenched has made tnis
dithicult. The State Governments concerned are
naturally unhappy at the prospect of the possi-
bie closure of existing sugar mills, especially as
they do not see any other alternative industries
coming up, which would compensate for the
closure of the existing tactorics. It is apparent
that licensing authorities cculd do littie Yy
themsclves in meeting problems of this kind.

6.43. There has also been considerable com-
pci.bon among States for obtaining the location
oif some of the impact projects—public as well
as private sector—and even political agitations
have developed for the purpose. But little
attempt has been made to work out how such
projects can be used for various . industrial
developments related to them. Here again,
licensing authorities by themselves had hardly
any role to play. It would not, therefore, be
appropriate to hold the licensing authorities res-
ponsible for the fact that regional dispersal has
not made much |progress. The responsibility
for this failure has to be placed more squarely
on the inadequate planning system both at the
national and the State levels,

6.44. Medium and Small-Scale Industries.—
Long before independence the importance of
developing  an industrial structure in which a
proper place was given to the small and medium
industries was recognised.  The Industrial
Policy Resolution of 1948 emphasised this point
and the IDRA envisaged that the Development
Councils, among their other functions, would
investigate possibilities of decentralising stages
and processes of ‘production with a view to en-
couraging the growth of allied small-scale and
oottage industries. The Planning Commission,



in the aurst Five Year Plan, suggested® the
toaruwiauon ol 3 common production programme’
@5 e podi  OL Siawe polcy  wheever a large-
SCdC 1dusuy  cowpewd with  the smail-scaie
seclor.  Yanwas mewuous for ensuring the im-
plementation of this ides were suggested, the
more important ones being reservation of arcas
oL production, non-expausion of the capacity of
large-scale andustry, und arrangement for the
supply of raw matenals and tucwiues for research
and traning. The idea of a coulplenientary
relauonship between large-scule und small-scule
vaits in selected indusities was ¢mphasised, and
It was accepted that the priucipic of reservation
would apply to both cases. A Commiltee was
appouited 10 1955 under the Chaicmanship of
Prot. D. G, Karve to formulute a scheme of
development for the small-scale sector. For the
purpose of fostering decentralised industry on
an improved basis the Comumittee recommended,
among other measures, the regulation of €xpan-
sion of large-scale industry, the extemsion of
reservation to certain ficlds of production and
the provision of necessary facilities. The Com-
mitiee also emphasised the signiticance of indus-
trial licensing through restricting growth of
large-scale industries 1elating to production of
consumer goods so that the small industrialists
were protected from undue competition from
large-scale producers. A number of industries
were specifically mentioned ia the Report as
being important for the application of such an
approach. A pbint that was specially empha-
sised was the role that small-scale industry
should play in satisfying the increasing consum-
er demand in the economy.

6.45. The Industrial Policy Resolution of
1956 also emphasised the inter-dependence of
large and small-scale industries in certain cate-
gories of industrial production. While it sug-
gested measures iike restricting the volume of
production in the large-scale sector for assisting
the small industries, it emphasised the import-
ance of measures to improve the competitive
strength of the small scale sector.

6.46. The Planning Commission, in the Second
Five Year Plan’ indicated that the limitation
of production in large units for the bencfit of
small units should be done only after the extent
to which production in small units could be
organised effectively had been examined, so
that unnecessary shortage of goods was avoided.
Various other recommendations were made to
improve the development and operation of small-
scale industry including the improvement of
facilities—financial  and otherwise—for their
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benefit.  The development of snmiall-scale indug-
tnes operaung as ancillaries of large-scale indus-
ties received  special atwation  w the Second
Plan documeat.

6.47. A working group sect up in 19591 ¢
evolve a programme of developig  small-scale
industries  duriog the Thied Five Year Plan
again suggested hat among various steps to be
laken to emcourage  smadt industry, industrial
dicensing should restrict ligge unus so as (o
foster production of items amenable to develop-
ment i the small-scale sector.  The Third
Five-Year Plan'' reiterated the support to
all these ideas including the development of
smrall industrics as ancillarics to large oncs,

6.48. Specific Measures—From this bricf
review of the poiicy rclating 10 small scale
industry and its development, it js clcar that the
importance of helping small-scale industry, in
varioug ways, including the use of industrial
licensing for the purpose, had been envisaged
from the beginning of the First Five-Year Plan.
But no firm indication about which industries or
parts of industrics should be treated as areas for
such restrictive action had been spelt gut except
in a small number of cases. During the First
Plan period. Government took measures in this
direction, relating 1o industries such as textiles,
soap, coir, handicraft and bidi, From time to
time an attempt has been made in the case of
a fcw other industrics to ban further licensing
in the large-scale sector with a view ty reserv-
ing the creation of further capacity for small-
scale sector.  These attcmipts nave, however,
remained spasmodic. It was not possible at the
time of the formulation either of the Second
Plan or the Third Plan to work out a full list
of the products, industrics or processes which
should be wholly or largely reserved for the
small-scale sector so as 1o provide guidance o
the licensing authoritics in this respect.

6.49. With the acceptance of the idea of deve-
loping modcrniscd small-scale industries, the ap-
proach to what should be regarded as “Sinall
scale industry” has been undergoing a change.
Under the IDRA, units which employed 50
workers and used power, or 100 and more
workers and used no power, were treated as
industrial undertakings, ie., as large units.
Obviously, the remainder were treated as small-
scale units, In 1955, to this approach was
added the idea regarding capital assets not ex-
ceeding Rs. 5 lakhs.  As it was fclt that with
new kinds of small-scale industries developing,

- ————

(8) Government of India, Planning Commission ; First Five Year Plan; pp. 317-318,
{9) Government of Iu.dia; Planning Commission; Sccond Five Year Plan, p. 30. .
(19) Government of [1dia, Min'stry of Industry and Supply: Report of the Wotking Group on Small Scale Inidus-

. tries, Handicrafts and Sericulture, 1965,

(11) Government of ¥ndia; Planning Commission; Thiid Five Year Plan, pp. 431-437,

311, &D.—16
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this approach was soinewhat restricted, the num-
ber ol workers came to be related to one shift
and the hmit of capital employed was raised to
Rs. 7.5 lakhs (for plant and machinery). In
1966, small industrics came to be defined only
with the capital assets limit irrespective of the
number of persons employed. The fact that the
exemption hmit under thz IDPA was raised to
Rs. 10 lakhs and subsequently to Rs. 25 lakhs,
niizhit also be taken as an indication that units
cmploying capital below the exempdon limait
werg to be treated as small and medium units,
while those which were subjected to the 1IDRA
were to be treated as large units.

6.50. Partly as a result of these changes in the
definitions, but partly also as a result of the
general  growth of small-scale  industries, the
number of small units submitting returns under
the Fuctorics Act, 1948 has increased from about
23,000 in 1956 to about 113,000 in 1966. It
is also noticeable that while certain States, such
as Muharashtra, West Beogal and Madras con-
tinuc to have a very large number of small-scale
enterprises, certain other States have been com-
ing up fast in this ficld, the most notable among
them  being  Punjub.  We also find a certain
change 1n the paitern of the small-scale enter-
priscs regarding the fields in which they cperate.
Food processing units are relatively not increas-
ing as fast as those in the field of textiles, or in
the manufacture of machinery, metals and clec-
tric appliances. Food processing and textiles,
however, continue to dominate ithe small scale
seclor in terms of number as well as in the value
of output. But the ncwer kind of industries
provide the growth poinig where new entries are
incrcasingly to be found.

6.51. Bicycles.=—The manner in which licens-
ing policy has operated in regard to a few speci-
fic industrics may be bricily indicated for review-
ing how licensing affccted the growth of small
and medium industries.  Bicycles wag one of
the products included in the First Five Year
Plan as suitable for the common production
prograumme for the small and large sectors. The
Licensing Committee in 1957 decided that the
cstablishiment of new large units in the industry
should not be encouraged except for industrially
undeveloped  arcas like Assam, Expansion
schemes were to be considered only to a limited
extent  and, except for a few special parts,
bicycles and bicycle parts and accessories re-
mained on the ‘banned list’, first from 24-12-
1959 to 27-1-1901 and then from 5-12-1961 to
31-12-1966.  While some applications were
rejected because of the ban, a few were accept-
cd. The implementation  of the licences was
however such that a number of them had to be
rcvoked, only about 71 per cent of the licences
baving been implemented.  The installed capacity
increased from 628,000 numbers in 1956 .to
1679,000 in 1966. The production target for

the large scale sector in the Third Plan was 20
lakhs and for the small scale scctor 5 lakhs,
Neither of the targets was reached.  However,
two lactors mught have facilitated the develop-
meat of small sector in this indusiry; firstly the
capacity licenscd was much less than the ex-
pected production target, secondly the item was
kept on the banned Lsi.

6.52. Sewing Machine.—~This was another
industry included in the common ‘production
programme and specilic targets of output were
thus expected 1o Se laid Jown separately for
achicvement in the large and small sectors. We
find that in the large sector the target of produc-
tion was exceeded in the Sccond Plan period,
but remained short of the target at the end of
the Third Plan. For the small scaie sector, this
was the position in both these Plan periods.
Qut of 23 licences granted, 16 were fully imple-
mented and the capacity of the industry on a
single shift basis increased from 70,000 num-
bers in 1956 to 470,000 in 1966. Thus, as
against the production target of 700,000 the
capacity that came into being at the end of the
plan period (on single shift basis) was much
less leaving scope for the small scale sector,
The result has been that the output in the small
scale sector has increased significantly from
50,000 pumbers in 1960 to 123,000 in 1966.
In the same period, 7 applications were rejected,
4 of them on grounds of no scope, reservation
for the small scale sector and the item being
banned. The industry was on the banned list
from 20-2-1965 to 26-Y-1966. Thus, Licensing
Policy has assisted the industry in its develop-
ment to some extent,

6.53. It may be noted, however, that Govern-
ment has not been able to prevent the coming
into existence of a producer uf sewing machine
components  with foreign collaboration with
Singers, who has been in a position to use the
Singer trade mark indirectly for purposes of
salecs. Government had also granted a licence
and approved of collaboration of T.V.S. Iyengar
with Singers. This would have created another
powerful competitor to the small scale industry,

even though the licence was for components and
not for whole machines.!?

6.54. Electronic Components and Equip-
ment.—With the rapid increase in the supply of
clectric power in different parts of the country
and the progress of industrialisation based on
the use of electricity, the demand for a electrical
components and clectronic equipment of differ-
ent kinds has been increasing. The industry for
meeting this demand has also increased rapidly
and the small scale sector has played an import-
ant role in this increase. In the production of
electrolytic condensers, there were 7 large units
and 3 small units, the former accounting for
about 90 per cent of the total production, the

The industry has since been delicensed w.e.f, 13-12-1966,
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remaining production coming from the small
units. In the production of mica condensers
there were 2 largz units with a capacity 1o pro-
duce  about 204 lakh picces as compared to
which the capacity in the small scale sector was
negligible—about 4 lakh pieces.  The actual
output of the large scale sector is less than ope-
third of capacity, while the output in the small
scale sector seems to be able to hold its own.
In pther iterns such as paper capacitors, teles-
copic aerials, soldering irons and ‘potentiometers
the small scale sector is similarly holding its own
even though it is competing with the large scale
units  including somsz giant ones. The total
capacity in the large and small sectors together
for most of these items exceeded production.
The fact that the small scale sector is holding
its own is an indicaiion that, with proper sup-
port, there are arcas whers the small scale sector
can be competitive. In the manufacture of hear-
ing aids, the cntire production is confined to
small units and no laree unit has been registered
with the D.G.T.D. To some extent, the suc-
cess of the small scale sector in the electrical
equipment and electronic ficlds can be attributed
to its having started as a modern industry and
not as a continuation of a traditional industry.
Further, it can be related to the rapid growth
of the small scale radio receivers industry,

As regards licensing policy in this field. 17
licences were issued during the period 1956 to
1966, of which 8 remained unimplemented or
were revoked. Five applications were rejected.
Electronics was placed on the merits list between
24.7-1964 to 31-12-1966. The manufacture of
telescopic aerials has recenlly been reserved ex-
clusively for devclopment in the small scale
sector. The item paper capacitors was put op
the banned list for the entire Third Plan period.
The main difficulty regarding this item in which
the smal] scale sector has built up a pood posi-
tion is that it is bzing replaced increasingly by
plastic capacitors.

6.55. Radio Reccivers.—The production of
radio reccivers in the Second Plan was 2.80 lakh
numbers in the larse scale sector and 0.40 lakh
numbers in the small scale sector. The targets for
the Third Plan were fixed at 8 1akhs for the large
scale sector and between 0.50 to 1 lakh for the
small scale scctar,  The small scole sector began
to make progress in 1938, the number of umtis
increasina from 188 in 1958 to 1124 in 1964-65.
The number of tarec seale producers has not
very much increased in this peri.nd but their ac-
tual production has been rapidly increasing. Some
99 licences werc issued during this period for
radio recervers and compnnents out of wh_lch
73 were fullv implemented and“? partly im-
Twentv-six applications were Te-
which 9 were on p;rnundslof nc
scope, one on the ornund of the item beine f;‘n
the banned Yt and 2 on the ground tha: the
item was reserved for the small scale scctor

plemented.
jected ont of

What is more interesting, however, is that as
against the instailed capacity of 493,000 in
the large scale scctor, the actual output in 1900
was 713,000 so that even though the item was
on the banned list from 10.3.1900 to 15.3.1964
this _dld not prevent the large units from ex-
panding their output.  Government also scems
to have shown readiness to regularise  this
excess production which could be muainly attii-
buted to large producers such as Philips, Mur-
phy, National Ecko and Moolchandani.  The
laree producers also produced a large number
of radio componcots in compelition with the
small scale sector. The small scale radio re-
ceiver industry progressed rapidly in the Third
Plan period and its production reached about
4 lakh scts in  1964-65 and 6 lakh scts are
estimated to have been produced in 1966. Thus
the small scale sector has made remarkable pro-
gress in this industry. It should also be noted
that the development of cheap transistor  scts
was specially the contribution of the small scale
sector. In spite of this, in 1966, it was decid-
ad not only to rcgularise the output in excess of
licensed capacity of the larpe scale producers,
but also that the additional capacity to be
created should be sharcd 50 : 50 bv the Iaree
and amall scale sectors. It was also decided
that the Jarge scale sector should be compelled
to enter the production of low-priced sets, ie.,
with a sale price below Rs, 160. We find that
no attempt has heen mnde to ensure that the
large producers make available the more critical
parts to the small scole  producers at  appro-
priate prices. This is. thercfore, one cxample
of an industry where the small sector has made
headway in a remarkable manner desnite the
Yicensing molicy contributing hardly anything to

its progress.

6.56. Plastics.—The plastics industry main-
Iy developed in  India after 1958 and the bulk
of the licences for the industry were issucd bei-
ween 1958 and 1961. In order to prevent ex-
cess capacity and also to enable the small scale
plastics industry to have an adeauate share in
certain processes and products, the Licensing
Committee decided in 1962 to reserve certan
items for this sector and to ban further capa-
ity for these items in the large scale  sector.
This must have contributed to the fact 1hat
ahout 42 per cent of the installed capacily in
the nlastics industry is estimated to ke in the
emall scale sector, thouch the actual oot
seems to be about 50 per cent of the installed

capacity.

6.57. Soap.—During the peried 1956 to 1964
ahout 30 licences were jcened ont of which enly
2 jnvolvine a canacity of abeut 3.000 tons were
fully implemented.  But the install~d capacity
alreadv in existenee at the neecinnine  of  the
Second Plan was of the arder of 3.40.000 tans
which is in cxcess of the capacity tarests fixed
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for both the Second and the Third Plans, The
item has thercfore been on the banned list for
most of the time. In spite of this, licences
were issued but in the main these did oot mate-
rialise. As a matter of fact, the large scale
sector has becn developing much more in the
production of dctergents and, as a result, the
installed capacity in the soap industry  has
actually declined during this period. Unlike in
the case of organised industry, the small scale
industry is spread throughout the country.
The production of both large and smail industry
has only marginally increased and this is pro-
bably due to the increase in demand being met
mainly from the npew production of detergents.
As a result of the restriction on the large scale
sector, the small scale-sector has becn encourag-
ed especially to develop in the ficld of washiog
s0aps.

6.58. Leather Footwear—This is an industry
in which the large bulk of the production has
always been in the small scale sector. Its posi-
tion was reviewed in 1954 with a view to for-
mulating the ‘common production programme’
for the two sectors of the industry. The large
scale sector has been confined mainly to manu-
facturing Western style footlwear which meets
urban demand. It has heen decided that permis-
sion should not normally be given for the
establishment of ncw larpe scale factories or for
substantial expansion of the existing factorics.
Leather footwear has thus been reserved exchu-
sively for development through the small sector
except that the cxpansion of large units  for
export purposes is permitted,

6.59. During the Sccond Plan, only one licence
tor diversification of production was issued while
no licence was issucd in the Third Plan period.
But the large scale units produce far above their
licensed capacity. The Bata Shoe Company
produced in 1967 about 150 lakh pairs (84 per
cent of the total production in the organised secc-
tor) which was about 75 per cent over their
approved capacitv. The firm has been trying to
obtain approval of their existing production capa-
city on the plea that it is exporting a good
proportion of its output. Despite the favourable
treatment accorded to the laree sector, licensing
has been of assistance to the small scale sector
in this industry.

6.60. Ancillary Industry.—Whilc the principle
that industries ancillary to a major industry
should be attecmpted to be developed separately
from the maijor industry and as far as possible
on a small scale basis has been accepted, it has
not always been kept in view. The most im-
portant example of ancillary industry is that of
automobile ancillarics. In this industry, as a
phased programme of increasing indicenous con-
tent was accepted, it was thoueht that ancillary
industry would automatically develop. However.
no clear policy to suide licensing in this respect

was laid down for long time. The result was
that the main manufacturers themselves under-
took the manufacture of a number of itcms to
replace imports and for somctime no objection
seems to have been taken 1 such a development,
When the disadvantages of such a vertical come-
bination of ‘products were pointed out, Govern-
ment decided to discourage the grant of licences
for components to the main manufacturers. But,
we find that licences have been issued in respect
of ancillary industries to concerns associated
with the main manufacturers such as Tata,
Birla, Walchand and Mahindra. The small scale
and independent praducer of ancillaries is, there-
fore, handicapped as the main manufacturer, to
the extent he has a choice, prefers 1o buy from
a concern with which he is associated rather
than from an independent manufacturer. On
the other hand, the complaint of the main manu-
facturers against independent ancillary ‘produ-
cers has been that quality which is so important
in the automobile industry cannot be guaranteed
from the independent producer and that price is
high. There are also other problems such as
lack of punctuality in.supply. One reason for
the high cost of production is that excessive capa-
cities have been created in the case of ancilla-
ries, even though for many items a few units
would have been adequate to meet the entire
demand of the industry.

6.61. More recently, Government have de-
marcated between items which may be manufac-
tured by automobile manufacturers on the one
hand and ancillary manufacturers on the other,
and also, in the ancillary industry between those
that should be produced by large scale units and
those that should Se produced by small scale
units.  As licensing from 1965 onwards is in
keeping with this policy, the development of
small scale industry in the automobile ancillaries
is likelv to be better encouraged.

6.62. Licensing and Small industry.~—Our exa-
mination of the manner in which licensing has
affected the growth of small and medivm indus-
tries suggestes that industries in which there was
a clear policy about the role of the small, medi-
um and large sectors, licensing has contributed
to .the growth of small and medium industries.
This hz.ls. been attempted through special licens-
ing policies in products where the assembling of
a number of parts is involved. The manufac-
ture of some parts requiring sophisticated equip-
ment may have to be donc by the large-scale
nnit for the benefit of the small-scale units.
The large-scale units have, therefore, been
licensed capacities for such components much
larger than the capacities licensed for end-
products.  Similar nolicirs have also been follow-
ed \\:here the small-scale sector requires to use
certain chemicals manufactured by Jarpe-scale
wnite as raw materials. However the policy has
not always been consistently followed. We cannot
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thus say that the approach adopted by the licens-
ing authoritics in the radio receiver industry has
adequately supported the small and medium
sector. About the production of materials by
large scale units for sale to the small scale uniis
who are to some extent in competition with
them, while such intentions have guided certain
licensing decisions as, for cxample, in the paper
pulp industry, it has not been possible to ensure
that the intentions were fully carried out.

6.63. The fact that there is a well organised
agency in Government, viz., the Development
Commissioner for Small Scale Industries, to look
after the interests of this sector, has been of
significant value in ensuring that attention
of the licensing authorities is always drawn, not
necessarily with success, to the impact of parti-
cular licensing decisions on small industries,

6.64. We must add that licensing has only a
limited role to play in supporting the develop-
ment of small and medium scale industries.
Other instruments such as provisions of finance,
technical assistance, raw materials, marketing
facilities, training 2tc, can make a more direct
contribution to the growth of smal] and medium
sectors. Moreover, licensing can limit the
growth of large units only to the extent that, on
the basis of proper techno-economic studies, a
convincing case 15 made out for the reservation
of certain products and processes in the small
sector. The operation of the licensing system in
this respect has to be judged in the background
of these limitations.

6.65. Import Substitution.—When considering
import substitution as an objective of economic
development, and therefore of licensing policy.
various matters have to be taken into account.
Firstly, a developing country faced with balance
of payments difficulties can eliminate or at
least largely reduce certain imports for a periad
of time, if these are not essential for meeting
crucial demands in the eccnomic system. The
substitution of such imports is not always neces-
sary or desirable. Planning of industry has to
take note of this elementary fact that all imports
need pot be substituted and capacities therefore
need not be licensed for the production of all
the previously imported products. Secondly, no
countrv can afford to think in terms of full scale-
self-sufficiency. The objective is not the elimina-
tion of all imports and their substitution but a gra-
dual increase in the viability of the economy
recarding its foreien receipts and payments con-
sistent with an incrcasingly higher level of
production and consumption. As ccrlain 1m-
ports arc substituted by products which are
locally produced others may take their place.
As a matter of fact, whilz in the short run, it
mav even be mecessary to reduce imporls
srverely and trv to substitute as many as possi-
ble. the normal and longterm objective would be

“Brochure of Statistics-Tmports end Fxports”, THird Five Year

(r3) GOVPrnmcnt-of India: Ministry of Commerce 3
Plan (1961-f2 to 1965-66) 1966; p. 5.7

to aim at substantial increasc in forcign trade,
both exports as well as imports, resulting from
cconomic development and higher levels of pro-
duction and consumption. Thirdiy, when think-
ing of sustituting imports, a country has to
take note of mot only imports that are already
being effected at a particular moment of time,
but also potential imports about which a fore-
cast can be made in view of the expected deve-
lopments in the ecconomy. Import substitution
!ms, therefore, also to take the form of develop-
ing production of items which may not have been
imported at all but the import of which might
become necessary unless advance steps are taken
to ensure their production,

6.6_6. The industrial licensing system has only
a limited role to play in the attainment of this
objective. It s the task of the Planning Com-
mission to work out the overall perspiective of
development of the economy as a whole and
1on the basis of this perspective indicate the main
lines on which development in this ficld should
take place. The Planning Commission in its
proposals works out targets for the production
of different commodities based both upon its
overall targets of growth and upon its prognosis
of inter-industry relationships among  different
commaodities. It is only after the Planning
Commission indicales the main targets of pro-
duction that the licensino authoritics enter the
picture. Licensing cannot normally go Seyond
what the Plan prescribes. To the extent the
Plan does not provide targets which would ade-
quatcly substitute imports there is little that the
Licensing system can do to correct such a
deficiency. Once the targcts are laid down, the
licensing system has to make sure that licences
help in the best possible manner the creation of
the capacity and the attainment of the produc-
tion targets as indicated by the Plan. It has
also to ensure that while this is being done, the
burden on the forcien exchange resources for
setting vp and utilising this capacity is minimis-
ed. As already explained, the authorisation
for capital poods imports and the approval of
foreign collaboration proposals have become
closely connected with the licensing svstem, and
these also have a significant impact on the man-
ner in which the objective of import substitu-
tion is attained in the actual efforts to attain plan
targets of capacity and out put.

6.67. Changing Pattern of imports.—A study
of the pattern of imports in the second half of
our period of enquiry {for which alene comna-
rative fieures are rcadily available) shows (sce
Table VIIT)'® that while the imports of complete
machinery and equinment are <lowly declining,
those of maintenance imports »f different kinds
are increasing. cspecially those relating to com-
ponents. etc., for machine building industrizs.
Finished goods constitute a very minar propor-
tion of the imports and even these are declining.
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TasLE No, VIII

Sammary of innorts shaoing the break up of imnorts into major heads during the ycars 1961-€2
1o 1905-006,

{Value in crores of Ra

Heads 1961-62  1962-63 1963-64 1964-65 1965-66
o achine squi t . . 197 14 19670 21513 207-17 208-6:
t. Complcte machinery and equipmen . . L8 an ) (13) (15
2. Miintenance Imports :
(a) Raw materials, components 1nd intermediate goods
or * Muachi 1 Industrics’ . 18929 204-03 223-§7 27%5+70 285-59
for "Muchine Budding ndasie U as ak Gn (e
(6) Raw materials, components and intermediote gxiogs
for all other industrics, projects and services excluding
'I:A;lchinc ‘Bujlding Industrics’ R . 385-38 382-89 386-16 36328 369-92
(35) (34) (32) (27} (27)
Moctals . . . . . . . 145°07 128-63 14240 16292 16628
(@ Me {13) (11) (12) (12) (12)
(5 Iron and Steel, . 9543 7332 86-64  104'45 9763
(if) Non-ferrous metals, 49 64 55'3I 5576 58-47 68:65
'FOTJ\L 2 (a+b+c) . ] . . » . 719’74 715'55 752' 13 801‘90 821 '79
Foods czreals and edible producis | 142-16 17204 20458 307-11 326-134
(13) (15} (17 {23) (23)
. Hsseatial finished gouds . 22+36 18378 17:94 18-54 18-67
(2) (2) (1) (1) (1)
Uclaisifisd items including defence stores, postal articles
411d speoual transacioas . . 2573 32-50 33-09 14-31 1863
(2) (3 (2 (1) (D
Gaanp ToTAaL . . - . I107-13  T1135-§57 1222-85 1349'03 1304-C
(1o0) {100) {100) {100) (loog

Nore.—Figures in brackeis indicate the percentage of to'al imports.

6.68. Table No. 1X gives information about
the variations in a few selecled important im-
port items in the period between 1935-56 and
1965-66. It is indicated that as a result of
the changes that took place over the decade, the
imports of ccrtain iiems have significantly de-
clined. These include miscellaneous manufac-
tures of metal, artificial silk yain, dyeing and
wther chemical materials, medicinal and pharma-
ceutical products, bicycles, sugar machinery and
clocks and watches. On the other hand, the im-
ports of mahinery of  different kinds, metals,
petroleum, chemicals and  fertilisers have  in-
creased substantially,  These  fizures  broadly
reflect the pattern of industrial development that
has Seen taking  place in India  during  the
Sccond and Third Five Year Plans, The role of

the licensing authorities in bringing about these
changes has been to grant licences for the de-
sired lines of production, prevent the develop-
ment of industries which have 5 low priority
and ensure that maximum scope is provided for
import substitution and foreign exchange saving.
For example, in the case of bicycles, creation of
fl_lrthcr capacity was banned once a basic capa-
city had been created so as to ensure the steady
development and economical operation of the
industry. The result is that in this item, the
demand for which has rapidly increased with
economic growth, the country is not only self-
sufficient but is exporting a part of the output
and the import component of production  is
negligible,
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TaBLE No. IX

Significant variations in Selected Imported Hems during the Decade 1956-66

(Value : Rs Crores )

S1. No. . Items .
Im_PUI‘ls Imports Vanativrs
mn mn
1955-56  1964-66

1 Machinery other than Elcctrical . . . . . . . 10027 332-44 4232 7
2 Elecirical Machinery . N . - . . . . . 35-46 8713 4+ ;1 -67
3 Iron & Steel Manufactures thereof . $4-14 9776 4 43-62
4 Non-ferrous Metals . . . . . . . . . 26-08 68-36 4228

s FPertilizers Manufactured

. . . - . . . . . 1-06 38:90 +1317°84
6 Petroleum (Crude and Partly Refined) . . . . . . 8-97 44°29 +35-32
7 Chemical & Chemical Preparations, . . . . . . . 2303 41°48 42045
8 Artificial Silk Yarn . . . . . . . . . 19°31 615 —13'16
9 Dpyeing, Tanning and Colouring Material . . . . . . 17-63 658 =I(.0§

10 Mzadicinal and Pharmaceutical Products . . . . . . 15-93 3-76 -—]17

11 Manufactures of Metal (Miscellaneous) , . . . . . . 12-68 18-11 +54

12 Fertilizers (Crude) . . N . . . . . . . 178 592 4474

13 Sugar Machinery, . + &+ e e . .- e 3-99 0:38 =—3-61

14 Bicycles . . . . . e . . . . 3+25 0-84 =—2-51

15 Clocksand Watches . . . -« . o . 2:56 0-38 = <18

6.69. Process change for Import Substifu- monomer. Other such examples are dry bat-
tion.—The process of scrutiny and approval teries, fibre plastic reinforced products and fine
of applications for industrial licences as well  chemicals. in engincering industrics, the use
as the discussions in the Development  of hydrochloric acid for pickling in place of sul-
Councils and other such bodies have been  phuric acid and of compositions bascd on Tita-
utilised to help the development of techniques nium Dioxide in place of Zinc Oxide and white
of production which reduce reliance on Lm lead are being encouraged in view of the in-
ports or encourage the use of indigenous raw  creasing availability of thesc domestic  pro-
materials. One potable example of this has  ducts.}
been the emphasis on the substitution of copper
by aluminium. Other examples where a lead

was taken by the D.G.T.D. and other such aut- o p o
iti ine i ituti pted through phased programmcs of in
horities fog helping 1mp0;_t S;g):uégionpzr];ut]};i genisation under which con_up]tpatcd and.cnucal
gf)tfg;ithgflggs r:rlx):lje ;;mr{llfeticr:n detergent,. The im- parts and cdon;poncntsbaredm[ulally pcrslmtcd tg
been be imported from abrod or assembly an
port content 015 aibgf]tf:dcimmtﬁ: ngi ]:;;S altgr- their number and propom?:u _gra_duully dccrc;;]s-
?lt;fizleptggect%cafioﬁs In the field of drugs, ed. The following Table indicates how the

i roporiion of whole plant and equipment_and
pharmaceuucals, and_vat dycs attempls b I:?on?poncm and spares in the import of machincry

- ase in h .
b«l;en ma(fle g)gathﬁﬂ:lsﬁcogcic? :r::ghth;;]ﬁ?;gc;e of different kin_dsdhas been changing during the
lfjril:ne b:nzene anFc’l aicohol in place of importe M_per o

6.70. Import substitution has also been at-

 —————

——__ T

i s

. -6o, & pp. 137-151,
y Government of India Ministry of Industries : Annual Report of D. G.T.D. 196566, P- 5F 6o, & pp- 137713
(e Ministry of Finance : Economic Survey 1968-69 5 PP- 108-109.

{15) Government of India,
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‘TABLE No. X

Changing proportion of Imports of Capital Goods and paris there of during 1960-61 and 1965-66,

liem 1960-61 1965-66
(@) Non-Electrical Machinery, Apparatus and Appliances
(i) Plant and Equipment . . . . . . . 50+23 4223
(i) Componenis and Sparcs . . . . . . 49-77 57717
10000 10000
(b) Electrical Machineny, Apparatus and Appliances
(£) Plantand Equipment, . . . . . . . . . . 74°47 51:'0§
{#) Compunents and Paris . . . . . . . . 2553 48-95
100-00  1¢0-Co
(¢) Tramspory Equspment
(i) Complete Equipment , . . . . . . . 37-46 26410
(i) Componenis and Sparcs . . . . - . . . . . 0254 73-90
JOO'0 O JUO-CO

6.71. An important objective of licensing has
been to increase the couniry’s self-reliance in
respect  of  capital goods., This has been
supported both through the licensing of capacity
for the production of machinery and equipment
and through a close scrutiny ot applications for
capital goods from the indigenous angle so that

equipment locaily available is normally not
pernutied to be imported.  1n sugar mill machi-
ncry, the imports as a percentage of total

supplics came down from 95.2 in 1955-56 w
0.8 in 1965-66; in textile machinery, from 67.6
to 56°0; in machine tool-metal working from
84.8 to 61.8; in paper machinery from 100.00
to 56.4; and in locomotives from 73.00 to 33.0.
In the ficld of wagons and coaches and commer-
cial vehicles, the drop has been spectacular in
that whilst in 1955-56 the percentages of
imports to total supplics were 26.5 per cent
(wagons & coaches) and 47.3 per cent
(commercial vehicles), they came down in
1965-66 to a ncgligible fipure in the case of the
former and to 1.1 per cent in the case of the
latter.

6.72. Some inadequacics In Policy implemen-
tation.—This is not to say that the licensing
machinery has been able to meet the require-
ments of the import substitution policy adequate-
ly. The problem of import substitution has many
complicated facts and a Committee like ours
cannot do more than touch the fringe of the
probicm. In addition to the information avail-
able to us from published sources, our case
studics throw some light on the manner in
which the licensing system has functioned in
matters affecting import substitution, We find
that in addition to the well-known cases of
automobile manufactures, even in those such as

production of cranes by Hindustan Motors and
the production of cumene by Harduha Chemi-
cals, appropriate phasing could not be ensured.
We occasionally also came across cascs where,
because of the inadequacies of the liceasing
procedure, producers attemptng to  develop
certain import substituting products were  dis-
couraged. One such case was a proposal for
the manulacture of silicon rectiliers received
in 1964, which scems to have been treated
without adequate  appreciation of what the
party proposed to do,

6.73. Another aspect of policy affecting
import substitution is that wiile usually capitai
goods licences have becn given only alter scru-
tny by the D.G.T.D. from the “indigenous an-
gle”, 1n certain cases this scrutiny has ocen citner
waived or is somewhat superficial. This is
especially so where a foreign party 1s providing
technical know-how and financial parucipation
and also takes responsibility for the implementa-
tion of the project. The foreign party, in such
cases, has sometimes refused to take responsi-
bility unless the plant recommended by it from
forcign sources is obtained. The fact that credit
or other means are being offered to finance
most of the plant and machinery has also led
to a somewhat less than strict scrutiny of the
proposal from the indigenous angle. Thus, in
the case of the D.C.M. Fertilizer Project at
Kota, in order to ensure that the project was
completed in a fixed period of time, a blanket
mmport licence was given. This even involved the
import of a thermal power plant for which
import licences are usually refused. In such
cases, the programme of production of indi-
genous plant and equipment is likely to suffer
and to that extent, in the short run, import
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substitution is adversely affected. On t

hand, the process of examination frongc ?ﬂ:ﬁr
genous angle has sometimes resulted in avoidable
delay because of the procedure that the inten-
ding importers had to obtain non-availability
certificates from the indigenous producers.

6.74. In our studies of the scrutiny of licen-
sing applications we have come across a large
number of cases in which a plea for granting a
licence was s_upported, on the ground that the
creation of higher capacity would save imports
of a certain magnitude as the product was being

imported. There was little scrutiny whether the .

import of the product itself was justified in terms
of the overall priorities in the economy; and
whethcr', in view of the capital cost involved
for setting up capacity to produce it and the
expected demand in the country in the next
five to ten years, it would not be more economi-
cal to continue to import the item in small
quantities for some years to come. We have
said earlier that not all imports deserve to be
substituted. It is obviously not possible for
us to undertake a review of all licensing cases to
examine whether the plea put forward was
justificd on techno-cconomic grounds or not. It
is, however, necessary to point out that in most
of the cases we examined no proper techno-
economic analysis appears to have been made
in order to answer the type of queries we have
mentioned above,

6.75. Licensing and Import Substitution.—
Import substitution for self-reliance is one of
the major objectives of our Plan programmes
and policies. Licensing by itself can play onl_y
a small role towards the attainment of this
objective. To the extent that development
plans are worked out in concrete terms, taking
note of the various considerations that would
increase the economic viability of the country,
the licensing authorities could be held res-
ponsible for implementing them 1n a mannet
which would help attainment of the Plan targets.
But as alrecady mentioned, there were many
deficiencies in the effective laying down of
targets in the field of manufacturing indusiry.
The foreign exchange crisis that took the plan-
ners and Government agencies almost unawares
in 1957 vput the Second Plan out of gear ,f'lf‘ld.
made it difficult for them to keep to the nphcx_m
outlined and the targets 1aid down. Ordinarilv
one would have expected that there wpuld be
far greater emphasis on import substitution ;nr
self-reliance as a result of this experience. Fo
various reasons. this did not ‘haopen. ,xr;
pediency rather than an aporoach h_nee(r‘l l‘_“"_‘;_
clear-cut nriorities seems to have guide ieen-
gine decisione under cirrvmntanccs wh'ﬁ hort
availability of forsign financial rc.ources fell s

ia 3 M'ni of Tndust
£18) Gavarnment of Tndia M'nistry 0
Forci;n) C;o‘rakor1tiﬂn {May, 1967, (thographcd),

31 1&D—17:

e

ria} Development and Company

of what was assumed in the Plan. With the
continuous uncertainty regarding what forciga
exchange would be availauble and especially
since 1962 with the greatly increasing demand
of defence a pragmatc approach developed ot
undertaking  whatever  could be  undertaken
which would not immediately burden the coumr);
with foreign payments. Short-term balance of
payments mitigation rather than long-term im-
port substitution or self-reliance thus influenced
licensing policy decisions to a significant extent
This also led to an increasing emphasis  on
foreign- collaborations.

6.76. Foreign Collaboration—We now
proceed to an analysis of the forcign collubora-
tions approved during the period of our study.
Foreign collaborations have two-fold relationship
with import substitution. On one side, to the
extent that such collaboration is necessary of
starting new industrics whose products would
otherwise have to be imported, it directly assists
the process of import substitution. This may be
especially so because without foreign collabora-
tions it may not be possible to obtain the techni-
cal know-how for sctting up certain new indus-
tries. On the other hand, foreign collaboration
may involve not only indirect imports by way
of capital goods, intermediate products and raw
materials but also payments for know-how and
the services of forcign technicians. A study of
the impact of forcign collaborations on impott
substitution has to take notc of both these

aspects..

6.78. It has already been indicated in Chapter
I that we had considerable difliculty in obta:in-
ing data on foreign colluborations. The only
reliable source of data available to us was a list
that we could obtain from the Ministry of Fi-
nance {DEA) of collaborations approved by
Government between 1956 and 1965, with sonie
but not very exhaustive information abont cach
collahoration. At no other place in Goveri-
ment was any such ageregative  information
about all foreign collaborations a\janlnblc. It
was impossible for a Committee like ours 1v
collect data on collaborations numlhcrm;: aboui
2.500 from individual files over which they werc
ceattered.  We have had therefore to rcly on
this source in spile of the cons:dcmh‘lc mnd;:-
quacies of the data available in that list. It is
surprising that on 2 vital problem like this, there
has becn no altempt in Government to  put
together essential data so as to draw propef
conclusions. Government appm_ntcd a cqmmlt-
tec in 1965 to examine c_xuesuons.rclatmg-t:
foreien collaborations.  This commitiee. wmcr
reported in_may, 967,14 does not howfevci‘
seem to  have attempted 10 collect ha .
about all the foreign collaborations that :\‘
been entered into durine the last decade or mord,

e et

e e =
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6.79. The Rescrve Bank of India!” had
undertaken a survey of foreign collaborations for
which data were collected by the Bank from all
public and private companics with foreign capital
participation or technical collaboration capital

ments.  The survey covers 1,051 agreements
entered into by 896 companies, in whose
cascs the collaborations were in force in
1964. Even though the survey covers a
much smaller number  of agreements than
the ‘agreecments  covered by the Ministry of

Finance list, we have made such use of the
results of that survcy as nccessary for our purpo-
ses because, for the agreements covered, the
Rescrve Bank obtained much better data than
were available to us. We explored the possi-
bility of obtaining from the Reserve Bank a
more detailed analysis of its data rclevant to
our inquiry. It was found that this was not
possible.

6.80. Policy Regarding Collaborations.—Fore-
ign collaboration can take diffcrent forms. One
is the pure technical collaboration under which
a foreign party agrees to sell know-how to an
Indian concern on certain terms. The second
is one where the forcign party not only provides
the technical know-how but also participates in
the capital of the Indian concern though its
share in the equity is less than 50 per cent.
Thirdly, the foreign party might provide more
than 50 per cent of the capital in addition to
supplying the know-how in which case the
Indian party migh be trcated as the subsidiary of
the forcign company. The approach of Govern-
ment to foreign collaborations was spelt out in
1949 by the then Prime Minister. It was ex-
plaincd that in the changed situation after
Independence, the object of regulating foreign
capital participation should be the utilisation of
foreign capital in a manner most advantageous
to the country. Indian capital nceded to be
supplemented by foreipn capital not only because
national savings would not be enough for the
rapid development of the country on the desired
scale but also because, in many cases, scienti-
fic, tcchnical and industrial knowledge and
capital equipment could best be secured along
with forcign capital. It was made clear that
there would be no discrimination between exis-
ting forcign cnterprises and Indian enterprises.
It was also stated that foreign interests would be
permitted to earn profits subjcct to regulations
common to all enterprises and that they would
be normally permitted to remit profits or with-
draw capital subject to foreicn  exchange
considerations,  As reeards  particiation by
forcign capital in equity it was indicated that
“as a rule, the major interest. ownership and
effective control of an undertaking should be in

Indian hands”. However, it was clarificd that
this would not be a hard and fast rule and that
Gevernment would not object to foreign capital
having control of a concern for a limited period
if it was found to be in the national interest.
Each case could be dealt on its merits. No
other major statement on Government’s basic
policy relating to foreign investment has been
made since then and it has been reiterated from
time to time that the 1949 Statcment continues
to guide Government’s policy in this behalf.

6.81. Repetitive Collaboration.—The first
aspect to which we draw attention is that of
“rcpetitive collaborations”. This phenomcnon
arises in the form of collaborations being entered
into for a product irrespective of the fact tha the
product is already being produced or contem-
plated to be produced on the basis of another
forcign collaboration agreement. The result of
such repetitive collaborations in that agreements
are entered into by a number of Indian firms
either with the same foreign party or with a
number of foreign parties for the same product.

Our list of foreign collaborations included
2472 items including modifications (42) and
renewals (116) of previous collaborations. The
number of foreign collaborations freshly ap-
proved comes to 2,314. Some of the collabo-
rations approved relate to relationships with
more than one foreign party or more than one
product entailing separate payments. Treating
these separate payment approvals as additional
collaboration items, the number of collaborations
approved comes to 2,360. The products
covered by these items can be classified into
720 categories. Six of these belong to services
sector such as consultancy and engineering
services. Out of the remaining 714 categories.
89 cover very broad categories (drugs and
pharmaccuticals, automobile ancillarics) and
therefore cannot be treated as relating to a single
line of production. Of the remaining 625
catcgories, there were 262 for which there was
only one collaboration asreement each. Thus,
only 363 categories are involved in the ‘analvsis
of repetitive collaborations. Table XI below
gives the frequency distribution of these cate-
gorics in whose case more than one collaboration
was approved. Assuming that five collabora-
tions or more for the same product categorv
can be treated as a criterion of undue repetition
in collaborations.* it would be secen that
in 102 out of 363 products. such repetitive
collaborations were approved. Out of 363
products with repetitive collaborations,” there
were 50 in whose case collaborations in multiple
numbers appcar to have heen granted in the
same year.

(17) Reserve Bank of India ; Foreign Collabc::r‘ition in Indian Industry ; Survey Report : (Bombay), 160,

ORY It m1y be noted that ghc_COmmi(tcc on Fareign Collaborations to whose Report we have mnde a reference earlier
has taken the view that repetitive import of know-how may be considered significant where the number of collaborationg
excecds five or six. (See para 13.1 of Report,” ap, cit,)
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TaBLE XI

Repetitive Collaboration in Products and Processes {1956 1o 1965).

f}lc; Frequency Range No, of No. of  Percentage Percentage

. Products  Collabo-  (Column  (Culumn
_ rationy 3) 4)

. I 2 3 4 5 6

I 2to §times , . . . . . . . a2 goz 77-6 50-7

2 6 to IO times . . . . . . . . 60 431 16§ 272

3 1I to I5 times , . . . . . . . . 14 18% 39 11-7

4 16 and above times . . . . . . . 7 165 20 104

TOTAL & & &« o« o & . 363 1583  100:0 100-0

6.82. To give a few examples about repeti- 6.83, Different Terms for Similar Pro-

tive collaborations in terms of numbers, w2  ducts—We may also briclly indicate how, when
find that 56 collaporations were approved 1o the  repetitive collaborations are approved for the
field wof textile finishing, printing and dyeing, 23  same product, the terms of approval may vary
for cranes, 18 for electric motors and capact-  significantly. We could examine this aspect
tors, 17 for transformers and house seivice only in respect of 70 products in whose casces
meters, 16 for iound;nes and _15 each for transis-  we had data regarding the detatled terms of col-
tors and cement mill machinery. - In spite Of jaboration. Information about a few selected
the fact that Government had already entered  agreements in all the 70 products is given in
into collaboration agreements with good Brms  Appendix V-B and, regarding a few selected
of repute for the production of heavy earth  progucts, in Table XII It would be observed
moving equipment, a private firm (Hindustal  from these data that not only have the tcrms
Motors—Birlas) was permitted to enter intd @ approved in the case of ditferent partics been
collaboration (with General Motors) for the  gifferent but also that the diflerence is quite
same product. Morcover, a higher than DOf-  gepificant in many cases. We have also ob-
mal rate of royalty was permitted (64 per €ent) tained further data about a few multiple cofla-
with a base of calculation more favourable than ~ porations from the agenda papers of the Forcign
usual. The competition for collaborations that  Agrcements Committce, We —mention a few
sometimes arises among lndian parties because  examples from that source. In the case of do-
of Government's readiness to accept foreign  mestic refrigerators, the agreement of one con-
collaboration results in different Indian firms 'cern (Hyderabad Allwyn) (1957) provided for
wooing the same foreign firm, even at the same  ;"rounity at Rs. 15 per unit in addition to a
time, and therefore getting the worse of 1¢  jympsum payment covering the actual cost of
b, The soliboratonof o fm, (A dawines plus $ pe cent threen nd 1 75
tic Uxygen 10 Serin ment was valid for a perio CArs, |
for the production of welding electrodes qntanled against this, the agreement of another firm
a royalty payment of 5 per cent on gro]sls ‘:alef (Godrej and Boycc) arrived at in the sume ){cl“r
and 6 por cent on exports, while the collas0fa- — and valid only for 5 years provided for royalty
tion by another hrﬁm (lilowder (t:a'tlﬂiis ;..t;iy.)s wl;:il:' at the rate c;f Rs. 4 pcfr Hmt with a :um%-smrrl pagr{'-t
the same foreign firm had entared on el ment for the cost of drawings plus 3 per ce
ceﬁt on gross 35155 and 4 per cent on exports il thereon. To take another example, in the case
B e e e e o e oot oo (i Kiskr) (1965) e
m erabad Asbestos) wan . ment of one firm (Mysore Kirloski 'n-
?:ti ﬁtrechx(milggl collaboration with an Americad  yaijed a royalty payment of 7:§ per cent on €Xx-
o ich ey 0, B ST o Y ) o e s
ther Indian firm igvijay Cement). - of §$12, s ; an .
glx?ment could not pursuade the former com- o valid for 10 years. For the same product,
pany to see if the technical collaboration could " Hindustan Machine Tools (Public Sector)
not be arranged indirectly through'ttt}:l latter, o4 obtained a forcign collaboration in 1959
and direct collaboration was permittod.

i i in the two
igni iference in the quality of know-how tran«ferred in ¢ '

}iv:r“t l&%ﬁwﬁﬁhﬂﬁéﬂiﬂ&qﬁgodcs are of ditferent types. Th!: record studied by us 6hn'“‘
orecments with Westinghouse (U 5.A ). The firrtin 1561 10~
for a pericd of 10 vears. withan immnal
hout any lump-sum payment. This
It is not known whether there was s
d 10 Power Cables,

(19) It isf;lo}t\ k::ﬁgn whet
o justify the difference. 1t T
fﬁsaetsrt’m{fer Cables had entered into two collaboration agrec oS orts
volved the payment of taxable royalty at 3%on internal sales an _14 oon e
lump-sum payment of 10,000. The other in 1963 carried aimilar 1T
p ts that these two agreements might be for somewhat different proces Tt
::l;ﬁﬁe:} difference between the know- how transferred to Asiuc Oxygen 8n



Tame XII

Fereign Collaborations—Varying Terms in Similer Products

(25 Selected Products)

L e IS
Total c of which the detailed terms of selected two parties
No. o
Products Collabora : e
tions Collaborant Cat~ Year of Country Minimum Maximum Base for Lump-sum  Export Duration Tax 1.>'1-ov:-
{Agree- egory Collabo- Rovalty Rovalty Royalty pavment Conditions {in years)} sion on -_
ments) ration (% tege) (% age) if any Royalty pay
ments
! 2 3 4 5 5 7 8 9 10 11 o
I. Grinding Machines . 7 Kirloskar 1967 U.S.A. 7+50 Ex-works sale  $12,000 Not specified 10 Taxable
Price,
Birla (2nd Tier) 1964 Poland 3:00 Do. Rs.6,18,500 Do. 10 Taxable
2. Mining Machinery (Haul- 5 Thapar 1960 U.K. 5-00 Net Invoice 750 Not specified 10 Taxable
ages). value.
Other Company 1959 U.K. 300 5-00 Net Salet No Do. s Taxable
3. Air conditioning and Indus- 12 Tata 1963 TJ.S.A. . : ﬁ d 10 Taxable
trial Refrigeration. 963 500 Net sales No Not specifie
Other Company 1962 U.S.A. 200 Not specified $10,000 Do. 10 Taxable
4. Shock-absorbers ., . 6 Tata 1960 Weat 500 Not specified  No Not specified 10 Taxable
Germany
Other Company 1963 U.K. 2-00 Ex-Works value No Do. 5 Not specified
! 5. Domestic Rerigerators . 8 Shri Ram 1961 U.S.A. 1:00 5-00 Notspecified § 50,000 Restricted Arcas Io Taxable
Other Company 1961 U.K. 450 500 Ex-works price No Do. § Not specified
[6- Eltﬂric Lamps (GLS) . 4 Bajai 1,62 Ne[h‘r_ 1-00 Indigcnous pro- No Not Spcci.ﬁed 6 Ta.xﬂblc.
lands. duction,
Other Company 1956 Japan 050 2:00 Net Sales No Do. 1o Not specified
7. Electric Motors . 13 Amin 1961 West 5-00 . Net seiling price {DM3,000 Restricted areas 10 Taxable
Germany
Other Company 1e61 Poland c-60 1-60 Not specified  Rs. 87,000 Do. s Not specified
§. V.IR. Cables . . 3 Shri Ram 1960 Nether- 2+00 Notspecified  No Not specified 10 Taxable
aAnas,
Other Compeny 1958 Japan 0-05 .. Indigenous pro- No Deo. 7 Tax Free

duction,

9zt



TasL® XII (comd.)

Total of which the detailed terms of selected two parties
Products No. of — - _
Collabora- Collaborant Cate- Yearof Country Minimum Maximum Base for Royalty Lump-sum Export Condi- Duration Tax  pro-
tions gory collabora~ Rovalty Royalty § payment tion (in years) vision en
(Agree- tion (% age) (%age), if any Royalty Pay-
ments) ments
- - ; " p p . - ._._._9 ..._.._._;.c_)._._._._._;.._.__._._._;_z.__
9. Transformers . . 17 ‘Thapar 1957 U.X. £-00 In&ligepot.!s pro- No Not specified _-—ro Not specified
uction.
Other Company 1956 West 3-00 ‘Turn over No Do. 10 Taxable
Germany
1. Welding Elecwrodes . 14 Socorajmull Nag- 1963 U.S.A. £-00 6-00 Gross Sales No Export subject Not specified
armul to royalty.
Other Company 1963 U.S.A. 3-00 . Gross Sales No Do. 10 Taxable
11. Steel Structures & 9 Jardine Hander- 1962 UK. 5-00 7-50 Net Sales No Not specified 10 Taxable
son
Other Company 1962 France 400 . Not specified No Do. 10 Taxable,
12, Ball Point-peas . . 5§ Other Company| 1960 West §-00 Net Selling price No Allowed free 10 Taxable
Germany
Non-Corporate? 1961 U.S.A. 2:00 Do. No Do. 10 Not speci-
Body. fied.
13. Readymade garments o 4 Birla (2nd Tier) 1964 TU.S.A. 3-50 t:50 Ex-Works ssle No Not specified § Taxable
price,
Other Company 1963 U.S.A. 2-%0 Net Ex-Works No Do. 5 Taxable
sale price
14. Slotted angles . . 6 Killicks 1961 U.K. 1-00 Indigenous sale No Not specified 5 Nolti apeci
price ed
Foteign company 1960 UK. 500 Net Sales No Not specified 10 Taxable
15. Fork-Lift Trucks . . 8 Macneill-Binny 1962 U.K. 3-00 Not specified No Not specified 7 Taxable
Other Company 1960 U.S.A. $-00 Net Selling pri- Deaign p Restricted arcas 10  Taxahbl:
ce fee o
£7500
16. Thin Walled Bearings 3 Kirloskar 1957 U.K. §-00 Indigenous Parts L1000  Not specified 10 Taxuble
ue,
Other Company 1957 'West 1-00 e Gross Sales DM 15,000 Restricted areas 10 Taxfree
Y
17. Tractory . . . 6 Bils 1959 U.S.A. 5-00 .. Ex-works sale No Not specified 10 Taxah):
price.
Individual 19590 U.S.A. 3-00 . Net Inwoice No Not specified 10 Taxab!.

value

(41
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Foreign Collaborations—Varying Terms in Similar Products (25 Selected Products)

Total of which the detailed terms of sclected two parties
Products No. of —
Collab:-ra- Cellaborant Cate- Year of Country Minimum Maximum Base for Lump-sum Export Condi- Duration Tax Pro-
tions gory collabora- Royalty 4  Royalty Royally § payment tions (in years) vision on
(Agree- tion (%age)i  (%age)l if any Royalty
ments) Payments
1 2 3 4 5 6 7 8 9 10 - 1 T 1; o
18, Electric-Horms 4 J.X. Singhania 1960 Sweden 3+00 500 Net Sales No Other restric~ 5 Taxable
tions
Company 1961 West 2-50 e Not specified No Allowed free 3 Taxable
Germany
19. Radio Receivers 6 Birla 1959 U.S.A. 3+00 Not specified No Not specified Ncg eﬁm' Taxable
Individual 1960 U.S.A. 0-50 1-80  Netselling pice  No Not specified 2 Notspecife
20, Condensors 9 Shri Ram 1960 Japan 500 Net selling price  No Not specified 10 Taxable
Other Company 1961 West I-50 . Not specified No Not specified 10 Taxable
Germany
21, Camci)ton (Electrolytic and 18 Birla 1662 Japan 5-00 . Not specified No Not specified 10 Taxable
Other Company 1962 U.K. 2-50 Do. £ 2,500 Do, 10 Taxable
22. Duplicators 3 ].K. Singhania 1956 West 3-00 500  Net gellingprice  No Not specified 6 Taxable
Germany
Other Company 1958 West 200 . Net sales? No Do. 5 Taxable
Germany
23. Enamels & Paints 19 Other Company 1964 U.K. 3-00 Ex-workssales ]  No Not specified 10 Taxable
. pPrnice
Other Company 1964 U.K. 1-00 . Indigenous pro- No Export subject 5 Taxable
duction. to royalty
24. Air Compressors 9 Kirloskar . 1958 UK. 2-00 .. Netselling price  No Not specified 10 Taxable
Other Company 1960 West 5-00 Do. DM 55,000 Restricted areas Not speci- Taxable
Germany +8. Fr, fied
25,000
25. Refractories . 7 Martin-Burn 1963 U.S.A. 5:00 Net Sales No Not specified Notﬁ speci ‘Taxable
ed
Other Company 1963 U.S.A. 2+00 ‘e Net sales No Do. Do. Not specified

8el
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which eatailed no royalty payment but only a
lump-sum payment of £4,000 (Rs. 53,340).
Another company (CIMMCO) had also in 1959
been .permltted to enter into a collaboration for
a period of 7 years which entailed a royalty pay-
ment at the rate of 5 per cent on the value of
the indigenous contents of the machines in ad-

dition to a lump-sam payment of £1,000
(Rs. 13,300). Our case studies also fur-
nish . us with a few examples of the
same kind. Three agreements were approv-

ed for the production of super-phosphate in
the years 1960 and 1961. Separate fees for the
purchase of dcsigns and drawings had to be paid
in the case of each agreement two of which were
with the same foreign party by two different
Indian firms. In the case of the third agree-
ment, in addition to a payment for design and
drawings, a licence fee had also to be paid. In
the case of two collaborations entered into for
the production of rice milling machinery in the
years 1966-67, in one case a lump-sum fee of
£10,000, (Rs. 1-33 lakhs) and a royalty at
3 per cent on the net ex-works selling price for
3 years had to be paid. In the other case, an
agreement arived at one year later provided for
a lump-sum payment of $21,000 (Rs. 1-58
lakhs) and a royalty payment at 3'S per cent,
In the case of sewing machines, Government
had adopted a policy of not permitting colla-
borations involving the wuse of well-known
foreign brand names so as to prevent undue
competition with indigenous producers, But
while in one case (Mahabir Exports and Im-
ports), investment in equity by the collabo-
rator was not permitted but only high royalty
payments, in another case (TVS Iyengar) of
collaboration with the same firm, foreign
equity was also permitted- In the case of radio
receivers industry, there were six aereements
entered into for radio receivers as such between
1958 and 1965. In these cases, the rovalty
payments varied from a minimum of 0.5 per

_in this

cent and a maximum of 1'S per cent to a
minimum of 3 per cent and a maximum of §
per ccnt. The latter case rclates to a  colla-
boration entercd into in 1965 by which time
the radio receiver industry was well estublished
in India. While in no other case equity parti-
cipation by a colluborator had been permitted,
case (Telefunken) 49 per cent equity
participation by the collaborator was permitted
with various other conditions relating to
management participation which virtually made
the Indian company a subsidiary of the forcign
concern. [t may also be noted that one of the
collaborations was permitted to be valid for 20
vears (National Ecko) even though the other
terms were not especially advantageous. We
find similar large variations in terms permitted
in the case of collaboration for radio compo-
nents. In the case of hydraulic heating presses,
out of six collaborations that were approved,
two were for a period of five years, one for
seven years and thrce for ten years. While the
royalty payment was uniform at 5 per cent for
all, only in one case (Mahindra) was equity
participation to the extent of 50 per cent per-
mitted.

6.84. One of the diflicultics in comparing the
collaboration terms approved for different par-
tics, even in respect of the same products, is
that the terms vary in sevral aspects and it
therefore becomes difficult to compare the over-
all impact of these differences on the nct foreign
exchange outflow that may arise as a result of
the agreement. Thus while the base for calcu-
lating royalty should normally be the turnover,
various other bases such was value of parts
manufactured in India, fair market value of out-
put, and cost of manufacture have been accept-
ed in diffcrent acreements.  (Sce Table XIIT).
With so many variables, we do not know how
the authorities themselves are able to work out
the possible implications of the different pro-
posals on a comparable basis,

TaBre YXIII

FPoreien Collaboration

Rate for Rovalty Payment

(1956-1965)

S. No. Base for Rovalty Payment No. of Percentare
Agree- (Column

ments 1)

T 2 3 p
_--I—Eet Sales Value . . . 381 2R8-8
2 Ex-Factory sales . . . . . . . N . . 219 18-0
3 Value of indigenous production . N . . . . . . 218 17-7
4 Net Invoice Value . . . . . . . . . 30 213
5 Gross Sales Value . . . . . . 29 22
6 Cost of production . . . . . 22 -7
7 WNet Profits . 15 11
*2 Others . . . . . . . . . . . . 56 a1
0 Cases where the base for percentage rovalty payment is not indicated . 121 241
ToTAL . . . 1330 JoO- 0

» Such as f1ir market value, value of imported components, Gross. Profits Wholesale Price, etc.
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6.85. Efiect of Repetitive Collaborations,—
The examples given by us are adequate to indi-
cate the prevalence of repetitive collaborations
in a numYer of products, some of them entered
into at different points of time and even years
after the industry was first established in the
country. It may be said that repetitive colla-
borations do not necessarily involve additional
outflow of foreign payments to the extent that
royalty payments are based upon the value of
output or sales. Instead of the amount going
only to one collaborator, it is spread among a
number of collaborators. This argument though
plausible is not entirely correct because not
only are lump-sum payments of different kinds
involved in most such collaborations—and these
are multiplied in the case of respective col-
laborations—but each collaboration also usually
entails the import of machinery specifically
suited to the product produced by the foreign
collaborator, thus leading to an undue multi-
plicity of types of components and spare parts
for the machinery as well as the products.

« Each collaboration also entails the appointment
of foreign technical personnel on high pay-
ments. The possible bargaining advantage to the
_country with increasing levels of output is also
i lost in such multiple collaborations. We are
| not certain that the differences in the techno-
| logies imported are so important as to justify
'the high cost involved in repetitive collabora-
‘tions, When different Indian firms are per-
mitted to have separate collaborationg with the
rsame forcign firm,_ this supposed advantage of
multiple technologies does not exist.

It may be claimed that the grant of repetitive
collaborations helps to obtain competitive terms
from ditferent collaborators. Comparing the
terms of collaboration agreemnts where repeti-
tive collaborations have been permitted, we do
not sce that any such significant advantage has
been obtained. Another scrious disadvantage
in obtaining multiple know-how spread among
a number of competing firms is that the possibi-
lity of absorption and adaptation of the techni-
cal know-how and the capacity for devloping it
further by the end of the period of the agree-
ment, becomes more difficult, when many diffe-
rent variations of the technical know-how are
being adopted by a number of separate Indian
parties. As a result collaboration arrangements
have to be renewed on the ground that further
developments in technology have taken place
and the outflow of foreign payments thus
continues.

6.86. Collaboration for

Items—Our study of foreign collaborations

further suggests that in many cases collabora-

tions have been permitted without adequate
justification. Because of the advantage that
foreign brand names provide in certain Indian
markets, many firms have been interested in
obtaining collaborations even in areas of pro-
duction where no great advantage by way of

: growth of their production in the

|
Non-essential !

obtaining technical know-how was to be grained.
This is well illustrated by the large number of
collaborations entered into for consumer pro-
ducts of all kinds. We find that out of 720
products for which foreign collaborations were
approved, not less than 70 products are con-
sumer goods. It is not always easy to distin-
guish between producer goods and consumer
goods. There might also be certain consumer
goods such as motor cars which, if they were
to be produced in the country at all, had to
have foreign collaboration. We, however, find
a number of items in respect of which there is
no apparent justification for foreign collabo-
ration. These include loud-speakers, toys,
sports goods, spectacle hinges, snap fasteners,
ball point pens, vaccum flasks, crockery, [ip-
sticks and other cosmetics, toothpaste and
ready-made garments, Not only are collabo-
rations permitted in such cases, but even repeti-
tive collaborations are allowed. For example,
five collaborations have been permitted for ball
point pens and e¢ight for loud-speakers,

6.87. One would think that as foreign colla-
borations entail considerable payment of foreign
cxchange, they would be reserved for the deve-
lopment of essentia]l product lines and that, in
other cases, maximum effort would be made to
kcep down the mumber of such agreements.
But this has not been so. Collaboration arrange-
ments have been permitted in the case of non-
essential jtems like domestic refrigerators, radio
receivers, transistors, tape recorders, gramo-
phones, record changers and cameras. In these
cases also, multiple collaborations abound e.g.
domestic refrigerators 8, transistors 15 and box
cameras 5. A list of consumer goods for
which collaborations have been granted will be
found in Table XIV. We also find that not
only are collaboration agreements permitted in
the case of such products, but they are also pre-
mitted to be renewed so that the outflow of
foreign payments continues overlong periods of
time. Such renewals have been permitted in
cases like domestic refrigerators, thermometers,
steel furniture, toilet soap and sewing thread.

An important question is whether foreign col-
laborations for the production of non-essential
articles can be considered to be a contribution
towards import substitution, Undoubtedly, if
commodities like domestic refrigrators, motor
cars, record changers, ready-made garments,
¢tc, were otherwise going to be imported, the

_ : country itself
with the assistance of foreign collaborations
may be considered as a contribution tg import
saving. Looking at the foreign exchange diffi-
culties faced by the country, however, is it
conceivable that such products would have
been imported on a large scale if they were not
being produced in the country itself ? As we
have already indicated, not all imports need to
be substituted as a part of planned economic
development, Some imports might be done
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TABLE XIV
Foreign Collaborstions in Congumer Goods (1956 to 1964)

o Product Mo. of sl. Product Ne. of
: Agree- No. Agree
menty meiits

I Housc. Service ‘Metres (Single-phase) 17 54 Crockery-wares . . I

2 Transistors . . . . 18 85 Picture Frames . . . . 1

3 Gramaphone records . . . 12 56 Toys (Play-balls) . . . . 1

4 House Service Metres (Poly-phase) 9 §7 Cormn Flour . . . . 1

5 Domestic regrigerators . . . .~ 8 Infant Miik Food . . . z

6 Loud-speakers e e . 8 59 Condensed Milk . ., . . 1

7 Radio Receives . . . . [ 60 PouitryBreeding . . . . 1

8 Room Air Conditioners . . . 6 _ 61 DBuiscuita . . . . . I

9 Stationery Items . . . . 6 62 Animal Feed . . . . H

10 Box-Cameras . . . . . L . 63 Mirror . . . . . 1

1t Time Pieces . . . . [ - 64 Hosiery (Brassiers) . . . 1

12 Ball Point Pens . . . . [ 65 Embroldered Fabrics . . . )

13 Floirescent lamps . . . . 5 66 Net Cloth . . . . . 1

14 Two-Wheelers (Scooters) . . 4 67 Non-wearable Blankets . . . 1

13 Blectric Lamps (GLS) . . - 'y 68 Worsted Cloth . . . . 1

16 Vacuum Flask . . . 4 -+ 69 Fruit Juice Essence . . . 1

17 Bandages & Adhesive Tapes . . 4 70 Ink . . . . . . |

18 Gramaphone . . . . . 3 —_———— . ———— e —

19 Preassure Cookers . " . . 3

20 Bicycle (Complete) . . . . 3  without during certain stages of a country’s

21 Sanitary Wares . . 3 cconomic growth, As a matter of fact, by per-
22 Readymade Garments . . . 3 mitting foreign collaborations in these indus-

23 Car . . . . e 2 tries, sometimes in multiple pumbcrs, and thus

24 Motor-cycle . . . . a  permitting capacities to be created, an inevit-

25 Toys (Mechanical) . . . a able demand for the import of various compo-

26 Stove (Pressure type) . o« 5  ents and raw materials for feeding the plants is

27 Padlocks i o . ) a ::L up. This, c:)m_bllncd l:\'llth thf ﬂ"m;'"}ﬂn }?f

. er scarce materials, helps to satisly the
a8 F‘?ow'.'m {(Western "type) ot 2 demands of the higher incorrrjle groups but it is

39 Lipstick L 3 ot necessarily a contribution to economic

30 Toothpaste . . .« . 3 prowth or the best way of utilising the scarce

31 Wrist Watches s 3 foreign exchange resources of the country. The

32" Toe Cream & Frozen Food . 2 gctting up of capacities in these industries to-

33 Cosmetics . .. 2 pether with the approval of foreign collabo-

34 Sports Goods . . 2 rations entails an avoidable use of scarce

35 Doors & Windows e e e a  foreign exchange resources for a low priority

.36 Spectacle Hinges v a  purpose. One might argue Ehat the development

37 Gas Mantles . . . . 2 production of such luxury ijtems is useful for

fniatd the purpose of exports. We deal with the ques-

38 Miniatur: Lamps . . 2 . . . . llabora-

" Record Changer & Players ) ) X tion of gxports m.rclat_lon to foreign collabora
3 ange tions a little later in this Chapter. Tt may, how-

.40 Hand ?cwmg Needles . . ' 4 ~ever, be mentioned here that an examination of

4t Metallic Watch Straps . . . - T ' 37 agreements for non-essential consumer gonds

42 Snap Fastners . . . . . T | such as ready-made garments, brassiers and cos-

.44 SafetyPins . . . . - T | metics showed that only in nine cases are ex-
~ 44 Stove Burners . . . . T | ports freely permitted; in others they are subiject
.-48 Razor Blades . . . I | tg export restrictions of one kind or_the other

. 46 Umbrella Ribs . . . ] %l and, as has alreadv been seen, _condninnq in li-

47 Sewing Machine . . . . t |' cences that part of the m:oductmn must be ex-

48 Wire Mesh . e e 1 ported have often proved infructuous..

49 Hair Clippers e e 2 6.88. Another type of non-essential foreien
- §0 Beer . . . e 1 collaboration is one where collaborations  are
« s1 Gin . . . . . 3 permitted in producte whose production has al-

s2 Rubber Contraceptives . . 1 readv been well establishhed in India and mo
, ¢3 Pencis . . . .« - t  further major import of technoloey is necessary.

31 1&D—18

A list of apprmimatcly similap products in
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which production seems to be carricd on both
by firms who have forcign colluborations and
by those who have not, sugeests that forcign col-
laborations are permitted in urcas where it is not
always nccessary for developing  the particular
line of production. Ap example in the radio
receiver industry has been mentioned above, In
the casc of the scwing machine industry, w=s a
result of the cstablishment of the Indian industry,
Government had sct its face against permitting
forcipn collaboration especially if it cntailed the
use of forcipn brand names which might affect
the domestic industry adverscly, A forcign firm
(Singer Sewing Machine Company) whose
machines were beine marketed in India earlier
but which had not set up a plant to manufacture
the machines in the country later attempted to
enter the industry  through  collaboration with
Indian partiecs.  Government had decided not
to permit the use of its brand name, but allowed
it to enter into collaboration with one firm
Mahabir Export and Import) for the production
of sewing machine components.  The result of
this was that in effect it was abic to  market
machines indirectly using jts bhrand name,
Curiously enourh, it wag even permitted  to
enter inta another collahoration for the manu-
© facture of components {T. V. S Tvenecar) with
one-third equity participatinn, thouoh many of
the components that were proposed to be mar-
factured were afready being produced  in the

country and the comnnnents which were not
heing sufficiently manufactured were  not pro-
rosed to be  manufactored. That  pronosal,

however, fell thronoh even thouech the collabo-
ration had been approved by Government,

Tanre XV

Mugtrative Tiat of Products being Manu-
factured in India by some Undertakines with and
hv some otheps withr e ©ezigy enllahoration,
as In 1966,

I. Atamohile hiatrery
2. Avto-lamps

3. Aluminium Conductors
(A.C.58.R)

Bus Tracks Bodies
Bicyecle

Ricvcle tvres

Bolts, Nuts & Rivets
Brazs Lamp Holdres
Bicvcle Dynamo

10, Biaby Tood

IT1.
12. Calculating machines & Addine machines

VIR

Biscuits

13, Chaff cutter Kknives
t4. Clocks
15. Cranes

16, Cast Iron Spun Pipes

17.
18.
19.
20,
21,
22,
23,
24,
25.
26.
27.
28.
29.
30,
31,
32.
33.
34.
35.
36.
37.
38.
39.
40.
41,
42,
43.

58,
59.
60,
61.
62,
63.
Ay,
65.
66.
67.
68.
69,
40,
1.
72.
73-

Cosmetics

Condensed Mitk

Dicscl Engines (Vertical)
Drum contamners

Drv battenes

Electric fans

Electric motors

Elecirical Lighting fittings
Electric Hoists

E'ectric Lamps (GL.S)
Foot-wear

Fire Extinguishe1s
Fountain pens

Glazed tiles

Gas mantles

Hou scrvice meters
Hacksaw btlades

Hinges for spectala>

Hyp dermic needles

Ice ¢cream

Jacks

Lathe and chucks etc,
Lipsticks

Mal'leable castiron castings
Miniature bulbs

Mlted Milk Food

Qil Seals

Public addressing equipmynts
Padlocks

Pencils

Play balls

Paints, enamel, varnishes
Redios

Refrigerators (domestic)
Room Airconditioners

Rice, Dai, Flour Mill machinery

Razor Blades
Road Rollers
Scooterctte
Switchgcars
Stecl door and window
Steell furniture
Syringes
Snap fasteners
Sanitary wares
Transistors
Time pieces
Tharmanzrers (clinical)
Vacucum Flask
Tin containers
Toys
Toilet soap
Umbreclla r:hs
V.LLR. Cahles
Water meters
Wire Ropes
Zip fasteners

NoTe ¢ This list has been drawn up on the basis of a Comparative Study of ¢

Jas6ta 196} with the DGTIYs Tepdbeck of Indigencus Manu acturers,

he DEA list of Forcign Collaboration
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0.89, ihiy last cxawple  illustrates
type Ot probiem concerinng foreign  exchange
vatgolmgs 1 g dillerent way.  Lhere are a
puwder of subsidiacy foreiga lrms operaling in
India and these cuwi iulp collaborations with
their parent firms for the production of various
products.  The fact wwal uwse are subsidiarics
dues not mean that the terms of  colluboration
are in any way more advantageous, On  the
contrary, the other disadvantages sucn as impoit
of plant at high prices, the maitenance of inicr-
mediate and raw maderial jmpoiis  over  long
periods at high prices, and informal sestrictions
on exports continug adverscly to affcct the
Indian part of the industry. Delicensing of cer-
tain industries has alsp created the possibility
that these firms can enter into a number of

another

lines to the disadvantage of genuinely Indian
firms and, with the use of their world-wide

brand names and other advantages, they will
have a significant edge over their Indian compe-
titors. The taking over of weak Indian firms
who hold licences in allicd lines of production
is another way in which forcign firms already
operating in the country can increase their share
in the domestic marxet. This alicady seems to
have happened in the case of fluorescent tubes
(G.E.C.) and electrodes (Philips). This is
bound to have an adverse impact on the forcign
payments position of the country,

Government’s approval of foreign collubora-
tions in spite of the production line having
already been established in India can e further
illustrated. A foreign subsidiary (Mulchandani
Electricals and Radio Industrics) was permitted
in 1958 to produce loudspeakers in collaboration
with a foreign firm on the payment of royalty
at 3 per cent comhined with export restrictions.
At the same time, an Indian firm (Jullundur)
was licensed to produce the same item without
any foreign collaboration, For the manufacture
of F.H.P. Motors, two firms were permitied in
1959 of which one had foreign equity partici-
pation of 40 per cent, although during the same
period schemes of other firms had been approv
ed without any forcign collaboration or partici-
pation.

6.90. Terms Royalty and Period.—We have
already referred to the fact that in repetitive
collaborations, collaboration terms which signifi-
cantly vary are approved. We also find that in
many cases the terms of collaborations are
excessively generous to the foreign, collaborator.
For example, while the normal policy has been
to keep the payment of royalty at 5 per cent, a
pumber of cases have been permitted where the

- —

— i

(See op. cit. py1og, Table 10) - N
(21) fbid, p. 106, Table 12,

{22) Accord'ng to the RBI Survey,
for periods above I ¢ycars. (See F. 104)

royalty is at a lugher rate. Our analysis shows
tuat out ot §,330 colluborations m which royal-
ly payment was approved, there weie 4% where
royalty above 5 per cent was permitied.”” Lhese
cases also incluue a tew consulier poods such
as readymade  paumenig (between 3-5 o 8-5
per cent) and steel furniture {between 5 to 6
per cent).  Where ¢xport of  commodiiies  is
permntied, the royany rates vn the exported part
ol vutput are usuaily high,  Another aspect of
the payment ol royaliy permitted in collubora-
uon agreements is the provision for  mimnimum
yalty payments.  According o the RBl
Survey, out of 1,051 cases, provision for such
nnnimum paymenls exists i 53-'. Oudinarily
Governnkent  would b cxpected Lo discourage
such minimum paynients which entail the imcur-
ring of foreign puyments  ircespective  of  the
cliccuveness of uie cullabowator's coninbution o
the development of production.  Apparently this
has not always been done.

6.91. ln order to facilitate quicker disposal of
applications for colluboranon approvals, powers
had been delezated (o e dulerent Matstries
under which the Mmistries could approve pro-
posals for collaborations, i considered  neces-
sary, if the royaity proposed did not ¢xceed 5
puer cent on turnover, and the duration of the
agreement did not exceed ten years.,  What
lact scems to have happencd ig that the base
for royalty is not always taken to be turnover
but the percentage is muaintained thus, in cliect,
providing a dillerent basis of royaity. We find
tiat g large number of agreements approved by
Ministrics in exercise ot the powars delegated
to them include payment of royalty at 5 per
cent and duration of ten years. Thus, the
maximum tends to be the nonual in many ap-
provals.  Similarly, while the normally accepted
policy 15 that technucal collaoralicn agreements

_should have a limited periyd of kle and, as a
rule, not excced ten ycars, our analysis shows
that out of 1617 cases for which information on
duration of agreement js availuble, in two cascs
duration was for an ‘indelinite period’ and  in
27 cases duration exceeded 10 years=,

6.92. Restrictive Features.—Among the res-
trictive features of lorcign eolluboration  ugree-
ments, mention may be made of (a) restriction
on the source of plant and machinery and aiso
on raw materials, (b} restricticn on the pattern
of production and (<) restriction on sales.  All
these restrictions are important in  the context
of tmport substitution,  The restriction on the
source of suppiy implics tied purchases under
which the Indian partics are obliged to purchase
from the forcien collaborators or their nominees,
requircments of ptant and machinery, spares,

e — et = ——

(20) The RBI Survey indicates that yn 76 out of §79 cases. royally above §9, bas Teen pormitted,

ot of 1,051, casessurveved, 30 were aprioved for wivdebite pend and tog
y Table g of the Report, op. cil)
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There

is always a possibility in such arrangements thal

the prices charged would be

‘This not only 2ntails larger
payments but also indirectly makes exports diffi-

cult.

foreign

unduly high.
exchange

Restriction on the pattern of production,

Tasre XVI

which may be imposed for
ensuring the quantity of
the same time give considerable control to

the purpose
production, might at

of

the

collaborator on the pattern of production, spe-

cifications and sales.

The most important

of

these restrictions however is in respect of sales,
mainly in the form of export restrictions,

Pattern of Expors Conditions tn 270 Collaborations

Exports Exports Exports Exports

Other Total

Exports Grand

Export

®sage

not restric-  allowed restrice Export col. 1 frecly  total restric-  (Col.6),
allowed ted to on ted to  condi- to 5\ sllowed {Col.. tions as
specific pay- specific  tions. 647 o age
areas  ment of quantity of total
addi- (Col.6
tional as 9, 0ge
Royaity of Col.8)
1 2 3 4 6 7 ] 9 10
1 (i) Large Houaes 2 17 26 2 3 50 23 i) 68-5 28:6
(i) Second Tier
Concerns of Large
Houses . . 4 I .e . s 1 6 *83-3 29
Sub-Total . 2 ar 27 2 [} L1 24 79 69-6 315
(:')(La)rgcr Houses— . 8 12 1 3 a4 10 34 706 13-7
20
(i1} Second Tier
Concerns  of
Larger Howses— 3 I . . & I 5 *80-0 23
II. Large Companies . 1 2 6 as . 9 7 16 56°3 §1
III. (i) Foreign Companies 1 1 R - 4 5 § *8c-0 23
(i) Companies 2 40 2§ 7 5 79 55 I34 59-0 45°%
IV. (1) Individuals . 4 4 b ¢ . 9 a  § 4 81-8 51
(i) Non-Cprporate
Bodies . 7 7 2 1 17 5 22 77°3 97
V. (i) Public Sector
Underiakings . o 1 z . s a L ¢ 3 66-7 13
{#) Cooperatives .. . . e . . . . . .
Grand Toal B
(HITIITHIVEY) 76 72 132 9 178 93 270 64'B roo-o
Percentage Share (2-2) (28:2) (36:7) (40 (3-3) (64:8) (a5:2) (ro0)

@Swch as Prior pirmission from the foreign firms, Bxports oaly theough foreign firma® distributors and Associates etc
*In vicw of the small numbers in these cases, percentage Bgures have to be interpreted with Caution.
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One major reason why forcign firms are inte-
rested under conditions such as those obtaining
w India in entering into collaborations is that
with the existing impari restrictions, the only

way in which tt}cy can have a foothold in  the
Indian market is through collaborations. On
the other hand, having their own interests to

pursue in the markets provided by other coun-
tries, they would not be normally interested in
encouraging exporis from India of the producis
whose production develops throupgh their colia-
boration. In order to guard their interests in
foreign markets, most forzign collaborators like
to impose export restrictions in the collaboration
agreements.  Government  pawrally prefers
agreements where no such export resirictions
apply and usually insists that at tcast some ex-
port possibility must be provided if the coila-
Yoration agreement is to be  approved. Our
examination of foreign collaboralion agreemcnts
reveals that out of 270 collaborations regarding
which details about export conditions are avail-
able, only in 95 (35 per cent) cases is export
freely permitted. Table XVI indicates the
break-up of the remaining 175 vollaboration
agreements according to the restrictions that are
included in them?. It is seen that total pro-
hibition of exports applies only to six agree-
ments. (A statemnent regarding export restric-
tions applicable to different products is given in
Appendix V—C.). It will be secen that total
prohibition of exports has Seen imposed on
commodities like electric fuses, dairy machi-
nery, cranes, steel structures and roofing tanks,
In a majority of cases, export restrictions are
partial, the most common forms of restrictions
being those which restrict exports to specific

arcas and which entail the payment of a higher
royalty on exported quantites.  Where the ex-
port restriction is related to parbcular foreign
markets, s nupact would Jdepend upon wiich
[areign markets a:e prehibiied, and  to what
extent lndia would have had a gocd possibiliny
ol exporting to those markets.  An examination
of this would require a case by case study of
the agrecments which we have not been able
to undertake.  The exira toyalty on exporls is
usually at 2 to 3 per cent above the  royalty
pernitted for internal sales.  Such exira royally
might be justitied it special services for export
purposes are madz avaulable by the colluborating
firm. Tlus docs not scem o be always  the
case. The extra royalty is apparently asked
mainly as a compensation because of the fear
of the loss of expurt market by the collaborating
firm, and this seems to have been agreed to in
most cases. With the cost of production in
India being higher due to reasons already cx-
plained ,some of which are directly rclated to
the terms of f{orcign collaboration, a higher
royalty on exports is bound to add to the cost of
Indian exporis and thus reduce their competitive
character. We also find that there are  certain
agrecments that contain vague export restrictions
such as export being subject to the prior permis-
sion of the collaborator. The implications of these
depend in effect on the intentimn and goodwill
of the collaborating firm. It is also interesting
to note that as in the case of other conditions
of collaborations, collaborations with export

conditions of diffcrent kinds have been permitt-
ed for the same product in the case of diflerent
partics,

(3%) According to the R.B.L Survey , out of 105T cases, export was totally prohibited in 36.  Other types of restrictions

analysed in the R.B.I. Survey are as follows :

Type of Restrictive Clausc

No. of
Agreement

(7} Permission of collaborators to export . .
(i) Exports permitted only to certain countries
(#i7) Exports prohibited to certain countries

(iv)} Exports prohibited

(v} Exports restricted to certain types of products
(vi) Bxports restricted only to Collaborators” Agents/d
{vif) Restriction on the annual value of exports

(vfif) Restriction on use of trade mark

istributors . . .

149

197

42

36

(op. cit. p. 106, Table 12.}
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6.93. Efiect of Collaborations on Foreipn Pay-
ments—One can cxamine the nct  effect of
foreign collaboration on import substitution by
looking at the dircet impact of such agreements
on the in-flow aund out-flow of foreign exchange.
Information n these based on the data provided
in thc Rescrve Bank Survey is given in Table
XVIL. It is scrn therelrom that the value of
exports made by concerns with forcign collabo-
ration accounted for 29 per cent of their totul
output during the period 1961 to 1966, As
apainst this, their expenditure of foreicn  ex-
chanee for primary imports (raw materials, inter-
mediates, etc.) accounted for 15-5 per cent and

for sccondary imports (royaltics, etc.) for 1-6
per cent of the output The_expp.-t garnings
among diflcrent categories vaiicd [rom industry
to industry (See Table XVIIl)—irom 3-66 per
cent of output in Medicinal and Pharmaceutical
Industrics to 0-18 per cent in Transport Equip-
ment Industries. On the whole, we find that
the export earnings of the industries with foreign
collaboration in the nianufacturing scctor were
slightly abdve the amounts required to mect the
forcian payment for sccondary imports, so that
the payments for maintcnance imports and
capital expenses have to he met mainly from
other foreign exchange sources.

TapLe ¥VII

Valte of proliction, Exports and Foreign Exchange Expenses of Foreign Collaborations in the Mannfacturing

Secror,
(Rupees Crores)
1950-61  1961-62 1962-63 1963-64 1964-65 1965-66 Average
for
1960-61
o
1965-66
1 2 3 4 ] 6 7
(A) Value of Production 7934 901:0 16593 1266 6 16103 18422 12455
(B) Value of Exports 26-8 28-4 286 37-0 438 49°5 357
{C) Value of Imnorts 1556 162" 1702 1845 217-8 27072 193-6
(D) Other TForcign Exchange expenses
(Royalty, Dividend,intcrest,echni-
cal fees). . 14°1 16-0 L 17-8 217 287 20-4
(B) Total Foreign Lixhange Expenscs
(C plus D) . . 169-7 1787 I91-5 202-3 242+5 2989 214-0
Buas % of A - 34 31 2:7 2:9 2.7 2.7 2-9
Cas % of A 19:6 18-0 16-2 14-6 13§ 14-6 155
Das % of A . . . 1-8 1-8 19 1-4 16 I'6 1-6
Eas * of A 21-4 19-8 18-1 160 151 16-2 17-1

Sotirce 1 Crmpiled fram Reservs Bank of India, *Foreign Collaboration in Indian Industry—Survey Report” (Bombay)

1968, (A) Value of Production from Statements No. III, XII, ¥ IX; (3) Value of Export .

V, XTIV, X¥1:(C) Value of Imports from Stateme. ’ y i ports from State
Other Fureign Exchange expenses from table 13 at page 17, tuble 23 at page 21, table
page 29, 1able It at page 46, table 20 al page 50, table 32 at page 56, table 34 at page 57

table 23 at pape 78 of the Report,
Nots.—

. . ments No.
o IV, XIIL, XX, in Appendix I to the Report and ([f:’)

35 al page 28, table 37 at
>table 21 at page 77 and

“Other Pore gn Exchange expenses’ does not include foreign exchange expenditure on technicians
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6.94. An attempt has bzen made in these
tables to compare the overall foreien exchange
unipact of forcign collaborations. Tably NVIII
compares the forcizn exchange carnings arising
from diffcrent types of forcign colluboration——
purely technical collaboratizas, collaborations
with minority participation in equity and colla-
borations with majonity  foreign  participaton
(subsidiaries). Comparing the impact of these
three types on foreign exchange receipts and
payments in diffzrent categories of industrias, we
find that technical zollaborations have an overall
edge over the other two categories, This indi-
cates that probably this method of fereign
sollaboration has an advantage over the other
awo from the point of view of import substitution.

Thus, foreign sachaner expense as a percentage
of the value of oroducti:n is the lowest in purcly
wechnical collaborations in machinery and ma-
chine tools, metal and manal products,  basic
industriad chemicals, mediomes and phara.co-
ticals, While m transport  cquipmeni, t.c
foreign exchange expense of pure technical coi-
laboration was lower than that  of  minonty
participation, it was higher than both subsidia-
rics and minority participation in clectrical goods
and machinery. The foreign exchange carnings
of purcly technical collahorations are  higher
than those of minori-- ~--~ipations and sub-
sidiarics in machinery and machine towls, and
electrical goods and machinery but 10t in the

other two categorics of industry.

TABLE XVIII

Foreign Collaboration—Foreign Exchange Earnings and Expenses ( Average Ratios) in Selected Industiics of
Manufacturing Sector

Trans- Machin- Metal Flectri- Basic  Medi-  Other

port cryand end  cal goods "Indus-  cines  Chemi-
Equip- Machine Mctal and trial & Phar- culs
ment - Tools Pro- Mach nery Chemi- mace-
ducts ot uticals
2 3 4 5 6 7
A, Forcign Exchange Earnings (1) Subsidiaries . 027 o 77 o-88 0-68 149 1-27  3°45
as a percentage of the value of S M P
roJuction (average for 1960- (2 inority Particip-
gl to 1965-66), 8 ( ation , . . 0-2% 0-52 129 031 3-1%  17-31 12019
{3) Pure - Technical
collaboration —_ 394 026 1-0%§ — o-24 -—
All Collaborations o-18 3-16 o-78 142 I-58 3-66 328
B. Foreign Exchange Expenses (1) Subsidiarics ., 2274 3671 1548 23°63 1525 1843 9-87
as a Percentage of the valug.ot:f ) Minority Partici
rojuction (average for I p inority Partici- . . )
gr to ng;65-(66).Lr 8 ? ¢ pation . . 29'93 3784 17°52 22°4} jo-21 13726 2390
Pure Technical . .
(B)Collaboration , 2618 17°0§ 7-88 28-51 1394 870 10-%4
All Collaborations , 27-36  22-21 12-81  23-90 20-87 1%-32 10-08

Soyrce :—Same as table Ne. XVII.

NoT8 :—Inthis table four industry categories, riz. (1)

Food, Beverages and Tobacco (2) Textile Products (3) Rubter

Goods and (4) Miscellaneous Industries of the Manufacturing Scctor, have been excluded.

6.95. Effect of Foreign Exchange Difficul-
ties.—As we have already mentioned in Chapter
111 as a result of foreign exchange difficulties
faced by Government since 1957, Government
decided to encourage not only collaboration but
equity participation by forcien co!luborat!r‘ng
partics so as to reduce the burdcn on the foreign
exchange resources of the country. Govern-
ment usually prefers, both in the grant of the
licences and in the approval of the foreivn
collaborations, applicants who can ensuté that‘
their requirement of imports of capital poods as
well as other initial foreign exchange payments

such as technical fees would be met from the
equity to be contributed by the foreipn
collaborating party and loans and credits to be
provided by them or through their suppoit. The
result of this policy has been that licences have
been granted in low priority industries.  This
approach overlooked the indirect burden on the
country's forcign exchange resources and the
direct burden on other scarce materials for pro-
duction of items which were not of Livh priority
in the scheme of economic development. More-
over, the approval of forcirn :o!'.uborutmns
together with forcign equity participation resulted



both in giving a dominating voice to the forcign
partner and also an indirect drain on the foreign
exchange resources of the country becauss of the
preforence that such participation autownatically
gave to the import of high priced foreign equip-
ment, intermediates  and  technicians.  Even
though Government has usually restricted foreign
equity participation to 1/3rd or 40 per cent, the
fact that the Indian part of the equity is distri-
buted over a number of sharcholders and the
Indian partner does not always have control
over as large a part of the equity as the foreign
partner, has in many cases made tie Indian
concern virtually though not legally a subsidiary
of the forcign firm. The craze for foreign
collaborations  resulting  from Gevernment’s
policy of favouring those applicants for licences
who could sccure foreign collaborations with
equity participation and foreign credits made
it difficult in some cases for genuine Indian
parties to establish themselves.2*

6.96. Overall Impact of Collaborations.——
Normally, Government would like to reduce the
dependence of the country on foreign concerns.
In a few ficlds like automobile tyres, cigarettes
and industrial pases, deliberate  eflorts  were
madc to encourage penuinely Indian parties so
that the predominance of forcign based firms
should be reduced. Unfortunatcly, the foreign
exchanee diflicultics that the country has been
facing for the last ten years or more combined
with various other inadequacies have resulted
in the policy of encouraging foreign collabora-
tions with forcign capital participation. Entre-
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preneurs in India have sometimes themselves
welcomed this development because, if the
development of the industry can be undertaken
under their auspices with a large part of the
finance being provided in the forin of equity
participation as well as credits from foreign
sources, they can build up a large cnterprise
with little burden of raising the capital them-
selves. This, combined with other reasons
mentioned earlier, has resulted in many Indian
entrepreneurs acting in such a manner that they
do not scem to mind unduly favourable terms
being given to their foreign collaborators. In
two cases that we have examined, one in the
field of aluminimum and the other in the field of
ravon prade pulp, we observed that a business-
man was encouraged to negotiate with foreign
industrial as well as financial instiiutions and
made commitments which Government found it
difficult not to fulfil, on the ground that any
withdrawal by India at that stage would un-
favourably affect the climate of aid and invest-
ment.

In dealing with the question of import sub-
stitution we have refcrred in the preceding para-
graphs to some aspects of the forcign collabora-
tion agreements approved by Government in the
past. We have mentioned some features ol
these agreements which appear to us unsatisfac-
We suggest that Government should
undertake a review of the existing policy and
procedures relating to foreien collaboration in-
cluding foreign equity participation and take
steps to remove the defects.

1) All Inlix Assozistion of Injusiries, Report of the Working of Foreign Collaboration Undertakings in India

(2

Bombay, 1963, pp. 5—15.
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CHAPTER VII

FINANCIAL INSTITUTIONS

7.01. “Specialised Financial Institutions”.—
We have been asked to inquire wheiber the
policies pursued by specialised financial institu-
tions in advancing loans 1o industries have
resulted in any undue preference being given to
the Larger Industrial Houses and, if such is (he
case, further to ascertain the extent to which
such undue preference has been shown.
Government had indicated that “specialised
financial institutions” would include institutions
“such as the Industrial Finance Corporation and
the Industrial Credit and Investment Corpora-
tion of India”. The first question that we had
to decide was regarding the financial institutions
that should be included in the scope of our
inquiry. In addition to the two institutions
specifically mentioned in the Term of Reierence,
there are other institutions set up by Govern-
ment either specifically for the purpose of pro-
viding assistance to industries or which, in fact,
provide such assistance as a part of their normal
operations, In this category can be included
institutions such as the Industrial Dcvelopment
Bank of India (IDBI), State Financial Corpora-
tions (SFCs) and State Industrial Development
Corporations (SIDCs).

7.02. There are two other public sector in-
stitutions which play an important role in
channelising resources for investmcnt in the
private sector, viz., the Life Insurance Corpora-
tion of India (LIC) and the Unit Trust of {ndia
(UTI)- These are institutions wiiose primary
objectives are different from those of the term
financing institutions such as the Industrial
Finance Corporation of India (I1FCl) and the
Industrial  Credit Investment  Corpora-
tion of India (ICICI). But, in [urtherance of
their primary objectives, they have to act as in-
vestment institutions. While the LIC jnvests
only a small portion of its invesuble funds in:
the private sector, because it is the largest single;
institution through which savings trom all over
the country are channelised, even the small pro-
portion that it invests in the private sector comes
to be one of the major sources of investment
in that sector. The UTI invests its investible
funds almost entirely in the orivate rector.
Both of them not only invest funds through
market purchases of shares and debentures 9f
private sector companies but also participate in
underwriting activities together with the term
financing institutions. The LIC in recent years
has also started granting term loans to indus-
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uial concerns in the privale sector. Because of
these facets of the working of these institutions,
and also because (hey act as major Lnancial
svurces tor puvale scctor unus, we thought it
ppropriate (0 include themn within the scope of
ur inguiry,

7.03. A further question was regarding the
State Bank of lodea (Si31) and 1ts subsidiarics,
Like other bankiug mstitutious, these grant
mainly short terin loans and advances to meet
the working capual requirements of industry.
However, in reccnt years, these institutions have
expanded their operations and now the SBi,
together with the termy  linancing  institutions
grants medium term loans and acts as a
guarantor for deterred payments. [t iy also well
hnown that a sizeable portion of so callea short
term louns or advauces being renewed from year
to yeur, in efiect, constitutes a source of long
lerm finance and is almost treated as such by
business concerns. It is gencrally agrecd that
the disunction beiween short, medium and long
term loans is somewhat unreal, in view of these
considerations, we felt it appropriate that we
should also include the $BI and its subsidianies
i the scope of our inquiry, This was especially
appropriate as thesc are public scctor wistitu-
uons and their nationalisaton was undcrtahen,
as indicated in Chapter 1, for a definite public
purpose.

7.04. Apart trom these financial jasttutions,
we find that Central and State Governments
n some cases have directly granted loans and
subscribed to shares of industrial concerns in the
private scctor. There are a few governmental
agencies which have been developed for pur-
suing specilic objectives rclating to  particular
economic fields but have ulso acled as financing
institutions within certain limits. This category
includes the National Industrial Development
Corporation (NIDC), the Rcehabilitation indus-
trics Corporation and the Film Finance Corpo-
ration. The most jmportant onc in this cate-
gory, the NIDC, also provided concessional
finance for the modernisation of the textile in-
dustry, besides its various other activitics, till
February 1963, Industrial concerns also ob-
tain Joan assistunce from the US AID out of
PL-480 (Coolcy amendment) Funds and the
grant of such loans depends upon the issue of
a no objection certificate by Government.  As
all these in effcct constitute sources of financial
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assistance on @ Jong termn basis which require
support and sanction by governmental agencies,
we considered it appropriate to include these
also within the scope of our inquiry.

7.05. There are two other factors which fur-
ther support our conclusion that all these wsti-
tutions, and especially the LiC, ibe ULl and
the SBI should be included within the scope of
our inquiry. It is understood that when the
Plagning Commission 1s formulating the deve-
lopment plan for the pnvate sector, the hnance
to be provided by all tnese various institutions is
tuken into account'. In recent ycars, for consi-
dering the financing ol major new projects, the
IDBI has taken upon itself the task of coordi-
pating the financial assistance to be granted by
dillerent institutions, At this stage an intormal

« consultative consortiuin operates and in this are
- normally included not oniy the term financing
_ institutions such as the LFCL and the ICICI, but
. also the LIC, the UTI and the SBIL.

7.06. ‘Louns’ und Other forms of Assis-
tance.—Qur Term of Refcrence speaks only
about ‘advancing loans to industries’ as the form
of financial assistance regarding which an in-
quiry is to be made. Confining our inquiry to
the loans granted would, however, have led to
a misleading picture, While in the earlicr
stages of their activitics, term financing institu-
tions like the IFCI and the SFCs conlined them-
sclves mainly to the grant of long term loans,
other forms of financial assistance have become
increasingly  important in the last tem years.

These include underwriting of public issucs of-

shares and dcbentures and subsequently holding
(albcit on a temporary basis) such portions ot
these as devolve on them, direct subscription to
share and debentures, and extending guarantecs
for loans and dcferred payment arrangements
regarding indigenous and imported plant and
machinery. It is also obscrved that these diff-
fercnt forms of financial assistance are com-
plementary to onc another and sometimes the
samg institution providcs assistance to the same
company for the same project in these different
ways. Two of these institutions, viz., the ICICI
and the IFCT aiso grant foreign currency loans
as a part of their financial assistance activity.
The TDBI, in addition to the various other forms
~of financia] assistance which it grants dircctly
to industrial concerns, also assists cow.erns in-
dircetly through the refinancing of term loans
gecanted by other financial institutions (includ-
ing the SFCs, Co-operative Banks and Commer
cial Banks). It is only appropriate that all sucl,

(1) Recently, in December, 1968, the Plannirg Comm

of discussing questions relating to resources mobilication

the IDBI,the SFCs, and the SIDCs,

(2) In this connection, attention mayv be invited to the ohs

in which bank credit has heen increasingly used by
{Se~, op. cit., pp. 23-30).

und channelisation especiatly with reference to
and tothis meeting were invited the representativer of the Reserve Bank ]

dillerent formg i which financial assistance (o
business concerns is provided by the mstitutions
shouid be considered together, if the guestion
ot undue preference to particular categories of
business concerns was to be fully examined®,
in the case of the L1C and the UTI, there js
another special fealure to be considercd.  While
e operations such as underwnting and grant
of loans and guarantees are similar to those ot
other financiai institutions, their market pur-
chases of shares and debentures cannot be consi-
dered to be on par with the financial assislance
provided to business concerns. it is true that
under their respective constitutions®, the 1DBI
as well as the ICICL can make market purchascs
of shares and debentures. They have not, how-
ever, made use of this provision up o now;
while for the LIC and the UTI, this is a major
and regular activity. We have, therefore, treat-
ed the market purchases of shares and deben-
tures by the LIC and the UTI on a scparate
tooting, though we have included these within
the scope of our inquiry,

7.07. Undue Preference.—A further question
that had to be decided was what should be
considered as ‘undue preference’ for answering
this pan. of our inquiry. We have already indi-
cated the manner in  which we decided to
cxamine the question of undue preference in the
grant of industrial licences, As in that case, so
alsg her:, we thought that undue preference
cannot be taken as a matter of mere statistical
¢xaminaion on the basis of some pre-determin-
¢d proportions regarding each institution, each
from of assistance, or all of them taken together.
To some extent, it is only appropriate that un-
duc prelerence should be interpreted with duc
regard toy the purpose for which the institution
‘was sel up. For example, the SFCs and the
SIDCs were specifically set up for the purpose
of heclping business concerns which were not
large. In their case, even a comparatively
smaller proportion of assistance going to Large
tndustrisl Sector, can be appropriately consi-
dered as undue preference. In the case of other
institutions, we thought it appropriate to
cXamine various aspects of the grant of assis-
tance—riot only the tota]l quantum and propor-
tion but also matters like whether assistance
was denied to other applicants as  compared
o applicants from the Large Industrial sector,
and also whether a large proportion of the pro-
lect costs was met by financial institutions in
the case of the Larpe Industrial Sector as com-
pared to others. We are, therefore, examinine
the different forms of assistance granted by

ission called a meeting of financial institutions for the purpose

the private sector
sthe SBI, the LIC, the UTT, the IFCI, the ICICI,

ervations by the Mahalanobis Committee to the manner

big and medium enterprises for the financing of their industrial expansion.

() IDBT Act, 1y64: Section o{1)(0Y: and Memorandum of Association of the ICICI; Clause 2(i) and (ii)
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dillerent institutions both scparately and aggee-
gauvely for lne purpose ot examunng the yues-
uou ot undue prelercnce, without fuymg uown
any rigid dehniuon  regarding what constituiey
such preference.

7.08. Data.—lun keeping  with e
penoa ol our inquuy iy the Lcensiug sysicin,
we decided to exannae the wolalbg oi e Lo-
ailclal nsululions 1 granung assistallvc Lof W
sume period, 1950 10 1900,  Lata aboul Lnan-
i assistance granted were obtuncd trom .
different wstwtions  Uwough  questongaires
(Sce Appendix V1 D(1) to (#). wherever ne-
cessary, additional information was also vbtain-
ed from the msttutions and informal discussions
were held with them tor clunwcation- lhe losu-
tutions were aiso requested to supply niinoran-
da about their operauona]l  poucies.  Detlails
about the data colected and toe results ol our
analysis are given in  Appendix-Vi. We are
conhirming oursclves in our Report oaly to that
part of the analysis that is directly rclevant for
answering our ‘lerm of Reference. Where ne-
cessary, the data supplicd by the diffcrent finan-
cial agencies have ocen supplemented by pub-
lished data, It should be stated that all the
information requircd by us was supplicd by the
various financing wgencies, the only cxceplion
being four State Governments (Madhya Pra-
desh, Assam, Janmunu and Kashmir and Naga-
land), who did not scnd information regarding
their direct lending operations, if any.

7.09. Some limitations of our data, wnd
therefore, of the analysis that we have been able
to make need to be mentioned. The term finan-
cing institutions have furnished ~company-
wise details of the assistance sanctioned and
disbursed by them in diffcrent forms during the
period of inquiry. While loans and direct sub-
scriptions to share and debenturcs are disburs-
ed within a certain period of their being sanc-
tioned, this is not true of underwriting and
guaraptee operations. In these latter kinds of
assistance, the liability of the financial institu-
tions is contingent, and has to be fulfilled only
if there is a shortfall in public subscriptions in
the case of underwritings and if the parties dc-
fault in payments in the case of guarantces. A
question can thus the raised whether financial
assistance sanclioned in these different  forms
can be aggrcgated. We observed that the fin-
ancial institutions aggregate the quantums of
assistance granted by them in their own publica-
tions. We have followed the samc . practice.
At the same time, we have also given scp:}mtc]y
the data about the assistance provided in the
various forms.

710. The company-wise data obtaincd from
diffcrent institutions were not fully uqlfqrm.
Underwriting opcrations and dircct subscriptions
to shares and dcbenturcs are of lesser maani-
tude than loan operations in the casc of term

3
overall

hnancing wstitutions,  We, theretoe, did oot
obliil ugures regardulg undeiwining and Jirect
suoscrplvns scparalcly lor ordinary soares and
tor preicrence shares.  duch sepaiae dula wege
obtaied tor the wvestwient posttutions such ay
the LIC and the Ul

7.1 dn tae case ot suue ol L wote L
poriail projects, DILIOCLH ds3istdlice Wua pioviue
el UY & nuiber ol wasuiulugs, e weic ddiles
rested i exdliumintg Uie la asdislilleg provids
ed to the same project Dy wil bie Luducial -
btutwns togelner.  For Lus pulpose, Ui il
lnancng msutulions were roguesied w0 wdivate
the proposed sources ot tnanculy e tolad pro-
ject costs as visualised by uie promoters ol pro-
jects, wiho had appued tor assistance,  lucse
Jdaty, however, were found to suticr from cer-
tain houtations,  lusy, e project cost dala
relale to costs as visualised Ly thie promoters
at the ume they apphlied for assistince,  We 0D
served trom the data avadavle m regad W
some ol these apphcations tuat jurlhcr assist-
ance was requested and sanctoned lor the saine
projects at a later slage, imdicating at e vel-
ginal cstunates  were  sigmlicaindy cxeeeded.
Because of the aggregauve nature of our ana-
lysis, it was nol possivic tor us o relate assist-
ance applied lor, sanctioned and given by the
same institution tor a projuct at diticrent points
of time and by dificrent inshitutions jor the sanie
project. Morcover, the data that we could ob-
tain in this respect were far from complete for
a lurge number of assisted companics and, cven
where the project could be idenuied m the case
of more than one institution, the project cost
indicated as well as the means of  lnanang
showed significant variations. In view of these
difficulties, we have been able 1o analyse data
about the project cost and tneir means of fin-
ancing only to a limited extent.

7.12. As one of the main ubjects of our -
quiry was to examine whether undue preference
was shown to Large Industrinl - Houses, we
thought it appropriate (o obliin company-wise
data from the SFCs, as well as about refinance
assistance from the TDBL, only in respect ol
sanctions of Rs. § lakhis and above, av it wis
not likely that any assistance would Do sougit
by Large Industrinl Houses 1in amounts of less
an Rs. § lakhs,  Similardy for the SHE and its
subsidiarics, company-wisc detils of crudit faci-
litics were obtained only reparding credit faci-
litics for Rs. 5 lukhs and over.  As the actual
amount of credit facilitics availed of fluctuate
during a given year, the banks were also asked
to furnish data on the maximum amount of cre-
dit sanctioned for cach year durine_ the period
of inquiry. For purposcs of analysis, we have
acsumed 75 per cent of the credht limit sanc-
tioned as the average amount nu1_1x|:|nd|ng dur-
ing a year. We con<ider that this is 2 reasons
ahle assumption to make for such annlvas,
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7.13. Buwduse of the considerable volume ol
lralisactions undertshen by the LIC Dy way Oi
Waihel purcCiudse ol sidcey and debeiidres, -
formalon abuul 1S (uVesusclily wl Sdaits aud
debeniures were ashed ior oaly log Uirce poine
OL LML, Vid., bob depiciioer, i¥30 (dale Vi dd-
Lauvdaksation Ul e wsurance Dusiess); Isl
Jauuwary, 1Yvi (vud Ul becuna Fian pudou),
and o1se Maich, 1907, ‘Licse dawd weae Iy
wicled W0 mvesuncals, Wl COPAILCS, ol K, D
funny and woove.  lulormalivn aboul vkt ope-
ratons l ue LIC sucu as underwounyg  wld
Wals Wds, however, ovtaned Lo the wiloi
petiod o our wquuy, information gbout i
UL, wiuch was sct up omy in 1904, was ob-
tuned lor tie posiion at one point of nne,
viz., a5 at the end of 1900,

.04, wrowily of  Fuauaal  lastiwbions i
AN ——dpeCiaused  ubdneidl wisutullons opera-
Uig 10 dwidical boids oL aavesudeul dre g 1alil-
bar leature vr Dusiticss aid Croui OrZallisaaons
WdusLIaiy deveiopged counnes. even thouga
Hidily OL suCin 1lsttuuons 10 liese Counuics ave
evolved tirough the normal  processes of the
tarket and budi up tier organisailon over a
long period of deveiopment, special anstitutions
nave nad 10 ve creaed will Government sup-
pott W Ll gaps 1 e structure of credit wst-
tutions, Sucn gaps are all too common in econo-
nucaily undergeveioped countrics,  The necessity
Lo cstablish specralised Lnancial institutions for
fwancing deveiopment activities in diilerent sec-
tors hias been recognised as an imiportant sicp
in therr developmental cilorts,  In India, cven
before the Sceond World War, the need for vs-
tablishing special institutions 0 pirovide fong-
term Lnance 1o industry had been recognised.
Gaps in the cupital market in this sphere had
been pointed out by the Central Banking Inquury
Committee (1931) and it had recommended
that provincial industrial corporations might be
sct up for increasing the facilitics available for
industrial investment, The Committce also con-
templated the possible establishment of an all-
India industrial corporation. The example of
investment banks in Germany and, to some cx-
tent, Japan was also frequently  discussed  in
India, and the emphasis was on the creation ot
institutions which would not only provide long-
tcrm investment finance for good industrial pro-
posals but also provide the necessary technical
and other facilitics for assisting potential entre-
preneurs, so as to facilitate the industrial deve-
lopment of the country.

7.15. The Industrial Policy statement issued
by Government of India in 1945 had indicated
that it was proposed to set up an Industrial In-
vestment Corporation.  The proposal was pur-
sied after Independence and the [FCI was es-
tablished in 1948. At the same time, the ncces-

— i e, o ¢ e n e

(4) Lok Sabha Debates; April 30, 19645 p. 13690
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sity o establish simular iusidulous for asssis
ing smaller industrics in dificrent provinces had
bueen recopgmused and to tucultale wic scllng up
of such msutuuons, the drCs ACL was Ppasscd
w 1v31. Oa thus basis, tae SECs were created
QL varous Siules and now wuh the cxeepuon
o1 Nagaland, there is a SFC in cach State. For
4 Bdaiocr Of yealrs aller el estabusumeni, these
Lasdiddons coalned (heir operduuns maunly o
sranting long-terma loams.  Even though they
were authoiised under wWic sialule 0 uelp in-
Jusirial conccrus 10 ol ways such s torulga
underwruing of shaies and deocniures, wiuc
was also ¢xpecied to hcip In e developimcat
ob the capital markcet, tus was not doae for a
long time after their establishment., The result
was that the facuiues tor raising equily capilal,
patticularly for small or medium sized coinpa-
nics or companics with which well-kngowa 1n-
dustrial houses were not connccted, were tar
from satistactory, la 1955, the ICIC] was cs-
ablishcd with the main object to enlarge under-
wriling facilitics for public issues of capitai, as
well as for dircctly subscribing to shares ana
debentures, It was established with the sup-
port of Government and the World Bank and
was also authorised to cxtend loans both in
forcign currency and rupees. At the State lewel,
after 1960, a number of Statc Governments set
up SIDCs to undertake developmental and pro-
motional functions as well as those of providing
loans, underwriting and other financial {aciittics.
In 1964, the 1DBI was cstablished by statute as
a subsidiary of the Reserve Bank of India (RBI).
It was decided that the IDBI should operate as the
central coordinating agency for industrial fin-
ancing. The IDBI also took over the functions
of the Refinunce Corporation for Industry, which
had bcen set up in 1958 for the purpose of pro-
viding refinancing facilities to banks and the
SFCs regarding medium-term loans and export
credits granted by them., The IDBI combines
all the functions such as underwriting, guaran-
tecing and granting of loans. It is authorised
to finance concerns both in the public and the
private sectors and there are no restrictive pro-
visions in its statute regarding the nature and
typc of security that it may accept. It was
envisaged as “a central coordination agency,
which ultimately will be concerned directly or
indirectly with all problems or questions relat-
ing to the long and medium-term financing of
industry, and will be in a posistion, if necesasry,
to adopt and enforce a system of priorities in
promoting future industrial growth™. This
statement of the then Finance Minister, while
mtroqucing the IDBI Bill in Parliament, briefly
explains the role that the IDBT was expécted to

flul(fli_l in the structure of financial institutions in
ndia.

7.16 As indicated in Chapter 1II, two impor-
tant steps taken by Govenment at the 1ime ot the
launching of the Second Five Year Plan were the

Ea. —_——
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nationalisation of life insurance business and of
the Imperial Baok. These steps were taken so
as to orientate the financial and credit mechanism
to the nceds of development. The nationalisa-
tion of the Imperial Bank was looked upon as
an instrument mainly of expansion and institutio-
nalisation of rural credit while that of life in-
surance business was expected to provide “an-
other potent instrument to the repertory of the
public sector for raising savings and for regulat-
ing and directing the flow of funds in accord-
ance with the requirements of the Plan."® The
UTI was established in 1964, with a view to eny
couraging savings and investment and enablin

small savers to participate in capital apprecia+
tion in the economy as well as obtain a good
return on their savings.

7.17 In the field of industrial finance, an im-
portant feature is the special role played by
Government as well as by the RBI maily due
to needs for planned and rapid industrialisation
on the one hand and the inadequate de-
velopment of the capital market on the other.
All the financial institutions mentioned hereto-
fore have been sponsored and supported by
Government. Even the ICICI, which in legal
form is a private corporation, was set up on the
basis of Government support and spoasorship.
It can also be appropriately called a public fin-
ancial institution. AIll these institutions with
the exception of the NIDC, the Rehabilitation
Industries Corporation and the Film Finance
Corporation are under the control of the Minis-
try of Finance (Department of Economic Afi-
airs). The RBI has also played a crucial role
in this field. Tt was responsible for preparing
the draft Bill for setting up the IFCI. It not
only provided a portion of the share capital of
the IFCT and the SFCs but also gave them, es-
pecially to the SFCs, considerable assistance in
their organisation and working. In 1957, the
RBI set up a separate Industrial Finance De-
partment to deal with problems relating to fin-
ancing of industries, The RBI with the setting
up of the IDBI in 1964 as its wholly-owned
subsidiary, came to have a much greater control
in the field of industrial finance.

7.18. Organisation of the Institutions.—We
now proceed to outline the salient features of
organisation and procedures which are impor-
tant for our inquirys. ‘The direction and
management of the TDBI, a wholly-owned sub-
sidiary of the RBI, vests in a Board of Direc-
tors which is composed of the members of the
Centra! Board of the Iatter. The Governor of
the RBI is the Chairman of the TDBI and onc
of the Deputv Governors is the Vice-Chairman.
There is an Executive Committee of the Board
to discharge some of its functions. Tt may be
noted that after the establishment of the TDBI,
the strength of the Centra! Board of the _RBI
(and consequently that of the Board of Direc-

tors of the IDBI1) was increased from 15 to 20
members, most of the additional members beinyg
industrialists.

7.19 The IFCI has as its sharcholders Go-
vernment, the RBI and other Linancial insttu-
tions like banks and insurance companics.
About 40 per cent of the capitul was contr-
buted by Government and the RBI and 60 per
cent by other institutions. The latter had the
right to elect 6 out of the 12 Directors on the
Board. With the nationalisation of life insur-
ance business, the LIC emerged as an impor-
tant shareholder of the IFCL. In 1964, the
shareholdings of Government and the RBI in
the IFCI were transferred to the IDB1 und
some additional shares were issucd, so that the
IDBI could have 50 per cent of the paid-up
capital. In effect, the IFCI has become a sub-
sidiary of the IDBI. On the IFCI Board, there
are Dircctors elected by other sharcholders in

addition to the Directors nominated by the
IDBI.

7.20 The shares of the SFCs are held by the
State Governments, the RBI and financial in-
stitutions, as well as individual and other share-
holders: there is a limit of 25 per cent for
allocation to this last category. Since 1956,
the LIC is a major shareholder in many of these
Corporations. The contribution of State Go-
ernments ranges from 32 per cent to 65 per
cent and that of the RBI from 12 per cent to
20 per cent in different Corporations. Three
Directors are nominated by the State Govern-
ment, one each by the RBI and the IFCI and 3
are elected by different categorics of sharchol-
ders. The Managing Director is appointed by
the State Government in consultation with the
Board and the RBI; and the Chairman, after
consulting the Board. The capital of the SIDCs
is entirely provided by State Governments and

their Boards of Dircctors are nominated by the
State Governments.

7.21 Before we indicate the present govern-
ing organisation of the ICICI, some rcference
to ity history is necessary. From 1951, the
World Bank (IBRD) was discussing with Go-
vernment the possibility of utilising the IFCT as
an agency to channclise World Bank assist:ince
to industrial concerns in the private sector.
The object was to provide forcin currency
loans to private sector industrics. With this
objective, in November, 1952, 3 Bill to amend
the TFCI Act was introduced in  Parliament.
However, it was apparently decided Iater that
a new institution in the private sector should be
set up for this purpose instead of utilising the
existing arency of the IFCI. In 1953-54, an
IBRD Mission came to India “to explore the
possibilities of estahlicshing a privately-owned
and operated developmemt corporation to
finance the expansion and modernisation of pri-
vate industry.” Later, a Steering Committee

- ——_— - ——

(5) Government of India, Planning Commission: Second Five Year Plan (Delhi, 1956Y; p. 41,

(6) For further details, See Appendix VI,
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copsisting of Shri A, Ramaswamy Mudaliar,
Shri G. D. Birla and Shri A. D. Shroff was sct
up to discuss with the World Bank the consti-
tution and structure of the new financial institu-
tion. The proposal as emerged from these dis-
cussiions was that the contemplated institution
was to be wholly in the private sector an_d
would have a substantial part of the share capi-
tal subscribed abroad and further that “the
sharcholding would be widely distributed  so
that no intcrest would be able to  control its
policy”. In view of the risky nature of the
business to be undertaken and the need for
funds, Government was to provide an interest
free loan rcpayable after a long grace period.
The World Bank would also make available a
line of credit for rcloaning to industries.

7.22 When the ICICI was set up, it was de-
cided to have an authoriscd capital of Rs, 25
crorcs and a paid-up capital of Rs. § crores.
Out of this, 30 per ccnt was subscribed by
foreign sharcholders, and the initial “Directors
and other institutions” subscribed 40 per cent.
Only 30 per cent was offered to the public.
The Board of Directors of the ICICI is elected
by its sharcholders. The first Board consisted
mainly of prominent industrialists connected
with Larpe Houses, such as Sarvashrji Rama-
swamy Mudaliar, A. D. Shroff, G. D. Birla,
Kasturbhai  Lalbhai, Biren Mukherji, D. M.
Khatau and Badridas Goenka, and the share
distribution also came to be significantly weigh-
ed in favour of the Large Houses. The result
was that in 1956, the Large Houses, their
second-ticr concerns and Large Independent
Compnnies topcther controlled about one-third
of the share capital of the ICICI, As a result
of nationalisation of life insurance business, the
LIC came to have a very large share in the
enquiry of the ICICI; but on a representation
made by the ICICI, the then Finance Minister
gave an assurance that the Government wouid
not interfere through the LIC in the manage-
ment and control of the ICICI.” The Go-
vernment has one nominece on the Board to re-
present it so Tong as the interest free loan given
by it is outstanding.

7.23 The LIC is a statutory corporation
whollv-owned by Government and its Board is
appointed by Government. The Board of
Trustees of the UTT represents the various finan-
cial institntions which ‘have contributed to ijts
original capital and these include the RBI, the
LIC, the TFCI. the TCICI, the SBI and some
scheduled banks. The Central Board of the
SBI mainly consists of the nominces of Govern-
ment and the RBI, thouch there are a fow

Directors clected by the  sharcholders other
than the RBI.

» 724, Procedure for Assistance.—The term fin-
ancing institutions have prescribed forms of

?r)- Cl:;irmnn's (TCICI) speech at the First Annual G

(R) ‘The statements made in this section reg:rding the policy pur
¥ubmitted by these instirutions to the Committ

upon the memoran.da
documents are quoted,

eneral Meeting of the Corpo;;q—ti(; (1956),

applications for assistance and these have to ve
filled by the applicants. The ICICI follows a
somewhat different practice in that it prefers a
would-be applicant to have informal discussions,
and only if both feel that an application would
be worthwhile filling, an application is made by
the applicant. For assistance to be obtained by
way of underwriting, loans or guarantees, pro-
posals are made by interested parties to the in-
vestment institutions like the LIC and the UTL
The SBI also has prescribed forms for financial
assistance of various kinds, though in the mat-
ter of credit limits, informal and non-standar-
dised procedures are also followed. Each ins-
titution has its own methods of scrutinizing
aplications and proposals. The IFCI has a
small technical staff of its own and Technical
Advisory Committees for different industries.
The SFCs can also have similar committees,
though some of them have not constituted
them.  The ICICI has its own technical staff
for the scrutiny of proposals. The IDBI has
also its own technical staff and constitutes ad
hoc technical panels for scrutiny of proposals.
When a major proposal comes up, which would
require assistance from more than one ins-
titution, initial scrutiny of the proposal is con-
ducted by each institation on its own. Later,
the question of granting assistance is discussed
by all interested institutions together in inter-
institutional  meetings held under the leader-
ship of the IDBI, and a decision js taken regard-
ing the manner in which the different institu-
tions are to provide assistance. To the extent
that the LIC and the UTI participate in such
proposals mainly by way of participating in
underwritings as well as initial ‘purchase of
shares or dcbentures, they conduct their inde-
pendent financial scrutiny. But, in the main,
they rely on the technical scrutiny conducted by
the other sister institutions. While informally
the institutions at times guide the applicants
N preparing their application, we have received
complaints from small and medium business
concerns that the institutions did not extend
appropriate guidance about the manner in which
the required information should be furnished.

7.25. Policy regarding Assistance®,.—Govern-
ment  set up these institutions mainly to
ensure that worthwhile proposals for industrial
development in  the private sector should
not suffer for want of investment finance. This
was reiterated in the Tndustrial Policy Resolu-
tion.(1956) which states that “The State will
continue to foster institutions to provide finan-
cial aid” to industrics in the private sector in
suitable cases. “Such assistance™, it was speci-
fically mentioned, “esnecially when the amount
mvolved_ i_s substantial, will preferably be in for-
mo-participation in equity capital, though it may

ta]]s’? be in part in the form of debenture capi-
an, .

sued by different financial instititions are Fased
€c except where published reports and other
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7.26. Ag regards the individual inskituti
the IFCI at its inception decided on a lontgloﬂ:'t
of criteria. These were ¢o general and the Cor-
poration was in such a good position about the
a_vallablhty of funds, that there was not much
difficulty arising from any ‘principles relating to
priorities to be followed or policies to be pur-
sued.  After the IFCI Inquiry Committee's
report ’(1952), rules were formulated in 1957
stipulating that before granting a loan, the IFCI

should satisfy itself that the purpose of assistance
- should have the approval of Government, parti-
cularly with reference to objectives of the Five
Year Plan. This last was interpreted also to
mean that the concern secking assistance should
have a licence under the Industries (Development
and Regulation) Act, 1951 (IDRA). In 1956,
the IECI decided to provide loans to sugar co-
operatives and other industrial co-operatives,
provided there was a guarantee from the State
Government in support of the proposal. More
recently, in 1965, the 1FCI adopted a system of
inter se ‘prioritics and the priority projects were
those which would have a significant contribu-
tion to make to the defence of the country, agri-
culture (particularly additional food production),
the country’s export carnings or the substitution
for imports. :

7.27. The ICICI does not seem to have for-
ma]l"adoptcd any such scheme of priorities. It
has, however, been claimed that a large propor-
tion of applications actually sanctioned was in
respect of new ¢nterprises and in non-traditional
industries like enginecring and chemicals as a
matter of deliberate policy®. While the 1IFCI
was specifically directed by Government right in
1948 that it should assist as far as practicable
the industrial developmeny of backward provinces
and areas in order that such regions may attain
a more balanced economic development, the
ICICI on its own is said to give special atten-
tion to the needs of the underdeveloped arcas.
The IFCI was ecxpected to provide long term
credits, especially where recourse to capital issue
methods was impracticable. ~ The ICICI was
especially brought into being to fill the gap
resulting from the lack of an active capital
market; and it therefore immediately undertook
underwriting and direct subscriptions to shares
and debentures. The IFCI followed suit later.
As regards the TDBI, its role, as distinct from
that of the IFCI. was to consider applications
for assistance which, because of the ‘magnitude
involved, could not be met by one institution.
In 1965, after a review of its policics, the 1DBI
decided that assistance fo 2 large number of
amall projects might be arranced more adg;
quately by other jnstitutions, whose _resourcel:s' i
rould suitably augment by contribution to their
share capital and bonds, and alto by ““1“5“1’3
nf refinancing facilitics. The IDBI itsclf shou

(9) Chairman’s

10) IDBI, Board Mcmorand'l_lm:
InstinStiozns during the Fourth Plan”; B.

311 & D—20

a

'ynd medium concerns,

-‘tICICI) speech at the Anpual Gener

1On the Judicious usé o
No, 8/66-67 deted 2

voncentrate on larger projects which could not
tome to fruiton without its assistance. It
might, however, give special consideration to
small projects of lcss than Rs. one crure project
cost promoted by technictan entreprencurs. It
was further decided that preferential ticatment
}mght bc given to defence-oriented  industries,
p]dusmcs which would help exports ar save
uinports, produce essential conswner goods with
s surc base of domestic raw materials, help
ngricultural development and further industriali-
sation. It should also assist through providing
residual finance for projects, whose implementa-
tion was already considerably advanced,

7.28. As regards the distribution of assistance
letween large Business Groups and cthers, Gov-
eronment instructed the TFCI in 1956, (i) that it
should not grant loans to any one party if the
party concerned had already beea granted loans
by it on three previous occasions, ot if the loans
yranted to the party would =xceed Rs. one crore,
except with the prior approval of the Ministry ol
Finance; and (ii) that it should rcfer to the
Ministry of Finance, for orders, all cases where
the total amount of ldans granted to industrial
concerns which are owned, managed or control
led by a closely connecied group of industria-
lists would exceed Rs. one crors.  Subscguently,
this limit was raised to Rs. 2 crores. As the
IDBI has now takcn the placs of Government
vis-a-vis the IFCI, assistance by the latter ex-
seeding Rs, 2 crores to a single concern is sub-
ject to the prior approval of the IDBI. In actual
practice, the IFCI reports all cases of assistance
exceeding Rs. 50 lakhs to the IDBI for com-
ments. Only in 1966, the question of financing
by the IDBI in relation to large groups and
nspecially the top 20 eroups (as given by the
Monopolies Inquiry Comnussidn)  was cong-i-
Jdered and certain decisions 10 limit such assis-
tance, except when it was essentral from  the
point of view of priority industrics, were taken'®.

7.29. The SFCs were set up mainly to consi-
der requests for financial assistance from small
To avoid unncccss.-:jry
overlapping in the onerations between all-India
in.';titu?ign.-ag and the SFCs, it has been decided
that the SFCs would consider the tequests of
public limited companics for loans not exceed-
ine Rs. 20 lakhs (carlizr this limit was Rs. 10
lakhs). Loans below this amount are not nof-
mally considerzd %y the all-India institutions.
This does not, however, preclude lh.c SFC's from
participating in the grant of _ﬁnancml assistance
t+ larger projects together with all-India institu-
tions. The functions of the SIDCs to some

with those of the SFCs. At 2

t overlap .
::;tzr of fact, the main reason for the settine

————————

i — e

aTmcaing of the corparation (19670,

f the Resources of the TDBI and other [Term--ﬁmndnl

oth October, 1966,
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up of the SIDCs was that the SFCs were found
to be overcautious and conservative. For a more
active approach for supporting and sponsoring
industrial development, State Governments con-
sidered it necessary to set up the SIDCs.

7.30. As regards the LIC, the basic principles
of its investment policy were laid down in 1958.
The key-note of its investment policy was that
its funds should be investcd so as to safeguard
and promote the intcrests of the policyholders.
The larger interests of the country should not,
however, be ignored. Its investment policy
should scrve the larper economic and social
considerations b:ncficial to the country, and the

investments should be dispersed over different -

industries and different regions. It should act
purcly as an investor and not assume the role
of an operator and speculator. It should not
acquire control or participate, in the management
of any concern, in which it has interest as an
investor,

7.31. It should be noted that under the
TInsurance Act, 1938, which was made applica-
Me to the LIC in 1958, 50 per cent of the
‘controlled fund’ of the LIC has to be invested
in Government sccurities and other approved
securities. The balance of the controlled funds
has to be invested in ‘approved investment’ such
as municipal bonds and securities issued with tha
permission of the State Gevernments, debentures
sccured by first mortgages of immovable pro-
perty, preference and ordinary shares of com-
panics which fulfil certain conditions, etc. The
J.IC is also authorised to invest an amount not
excceding 15 per cent of its controlied fund in
‘unapproved investment’ on  the unanimous
recommendation of its Investment Committee or
a resolution of its Board passed by a three-
fourths majority,

7.32. As  regards the overall approach
rcearding the investments of the LIC especially
with reference to the private sector, it should
be mentioned that the then Finance Minister
while moving the Bill to nationalise life insurance
business in Parliament had stated as follows:

“I would also refer to the criticism that I
guaranteed unfortunately that the
some percentage of investment would
flow to the private sector. What I
said and would Jike to say apain is
this. T would like to tell (je spokes-
men of the private cector, industria-
lits and others that it is not Govern-
ment’s intention to divert the flow of
funds—that is large dimensions of the
present funds—to *he public sector to
a greater _degree than at present,
Now, it is my endeavour to see that
at least as much monev as is available
today js made available for invest-
ments in the private  sector. It is

(1) Lok Sabha Dehates, Part I, VnEﬁTd

————

obvious because we do not know what
the shape of future planning is going
to be. It may be that the rclative
importance of the public and private
sector will keep on changing and the
financial arrangement, that we make,
must be in accordance with this dis-
position. Therefore, it would be
unwise for anybody to fix on any
percentageg at the moment. We are
content to go on with the present
percentages and we shall see as we
go along how the nceds of both the
sector- are to be met”.

It is therefore clear that the intention was not
to reduce the amount already invested in the
private sector or to divert it to the public sector.
But, as regards the use of additional funds that
would flow in, it was to be determined accord-
ing to the relative importance of the two sec-
tors. That this was the intention of Govern-
ment is also indicated by the statement in the
Second Five Year Plan, which we have quoted
carlier,

7.33. As regards the UTI, its investment
policy is mainly guided by the consideration of
obtaining maximum return on invested funds
consistent with the security of capital. The
SBI has, as its guiding principle, the provision
incorporated in the statute that it should “act
on business principles, regard being given (o
public interest”, While the SBI has taken new
initiatives regarding the supply of agricultural
credit and also in the matter of providing
finance for small scale and medium scale jn-
dustries, in its approach to the financing of
large scale industries, the SBT stated that it is
working in conformity with the order of prio-
rity laid down and directives and guide-lines
issued by the RBI from time to time. With
the limitations of a banking institution, its assis-
tance to new projects is confined to medium-
term loans, guarantees for foreign loans and for
suppliers’ credits for plant and machinery.
Term lending is only a small part of its activitv
and, as a general rule, industries listed in the

Five Year Plan are treated: as eligible for term
loans or guarantees.

7.34. Analysis of Assistance.—We now turn
to the analysis of financial assistance granted
by different financial institutions. The statisti-
cal analysis of those data is presented in Tables
I to XVII. Analyses are prescnted with refer-
€nce to each institution, and also according to
the different forms in which assistance  was
provided by the institutions. The analyses are
presented in terms of varjous catecories of
assisted parties, viz.,, 73 Large Industrial Houses,
their second. tier concerns, the 20 Larger

ouses, foreign controlled companies, Larce
Tndependent C ompanies and Other Companies,
1.e., those not belonging to Large Houses or

_—

ated 2151 May 195_6; P. 9080, = -
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any of the other categories.. This category also
includes private limited companies and non-
corporate concerns; the non-corporate concerns
can be assisted only by the SKCs and SIDCs
and have been actually assisted only by the
SFCs. The private limited companies can be
assisted by all institutions except the IFCI, the
LIC and the UTI. But, in practice, only the
SFCs and the SIDCs are found to be assisting
them. The SBI and its subsidiaries ean of
course deal with any business concern and also
do so in practice,

7.35./ Share of the Smaller concerns.—It will
be apparent from Table I that of the total
assistance sanctioned to the private sector, the
SECs and the SIDCs together provide only
12:2 per cent. It is true that these figures
exclude assistance.granted by the SF(Cs in
amounts below Rs. 5 lakhs each; but this is not
likely to make any significant difference to the
total proportion of the assistance channelied
through these institutions. Even if we assume
that the entire refinance assistance provided by
the IDBI is in respect of assistance granted by
the SFCs to small and medium size concerns,
the total proportion of assistance from public
financial institutions that is channelised towards
small business concerns in the private sector
does not exceed one quarter of the total assis-
tance, The very fact that more than three:
quarters of the total financial assistance provided
by public financial institutions is channelised
through institutions which do not dea! with the
small or medium concerns is an indication of
how, in the whole system of financial assistance
for the private sector, there is a built-in
‘mechanism which favours the Large Industrial
Sector, :

.7-36. Public and Cooperative Sectors.—The
last column in Table I provides information
about the assistance sanctioned by different
institutions to concerns in the co-operative and
public sectors. Such assistance is minor for the
term financing institutions, except that the 1FCI
has provided sizeable assistance to cooperative
sector, Qut of the total assistance granted by
IFCI of over Rs, 262 crores during 1956 to
1966, about Rs. 40 crores was sanctioned for
co-operative sector. Taking all term financing
institutions, out of a total of Rs, 760 crores,
about Rs. 46 crores was sanctioned for co-
operative sector and about Rs. 8:6 crores for
‘public sector enterprises. The SBI and its sub-
sidiaries also provide ﬁ_nar_lcml assistance,
especially by way of sanctioning credit lunits,
to co-operative and public sector enterpriscs.
Out of ahout Rs. 664 crores sanctioned by the:
SBI and its subsidiaries, about Rs, 134 crores
were in respect of concems in the public and
co-operative sectors. As the main purpose .glf
our inquiry is to examine whether financi
assistance has been provided to the Large
industrial Houses in preference over others, i.e.,
over private sector concerns not belonging to the

Large Industrial Sector, we have confined out
further analysis to the assistance provided by
financial institutions to the private sector,

71.37. Assistance Sanctioned and Disbarse
ed.—In Tables I and II, we have given separa-
tely information about assistance sanctioned and
disbursed by different institutions. The latter
figure relates to the amount that had actually
been disbursed by the end of our period of
inquiry. An analysis of the two scis of figures
shows that out of the total assistance of Rs. 706
crores sanctioned by term financing institutions,
an amount of Rs. 498 crores had actually been

disbursed. Out of a total financial assistance
of Rs. 808 crores sanctioned by the term
financing institutions, investmient institutions

and by Government, Rs. 584 crores had been
disbursed. As we are inquiring into the question
whether undue preference was shown to the
Large Industrial Scctor, the assistance sanc-
tioned would have to be taken into account
rather than the assistance actually disbursed,
This is because the latter would vary according
to the progress of particular projects and other
developments. The only exceptions would be
regarding assistance in the form of underwriting
and guarantees. The actual disbursement of
assistance in these two cases would dcpend upon
the extent to which the institutiong are called
upon to make good their contingent liability,
There would be some significant dilfcrence in
the amounts sanctioned and disbursed in these
two cases and the diflcrence would havec a
definite significance, We shall deal with this
aspect in greater detail, when we come to the

question of assistance granted in these two
forms.

7.38. Institution-wise Analysis of  Assige
tance.—We have explained carlier why for

aggregative analysis it is not inappropriate to
combine assistance granted in ditferent ways
such as loans, underwriting and guarantees, If
we examine the total financiul assistance
sanctioned and disbursed by various institutions
among different categorics, we find that among
the three major term financing institutions the
pattern is very similar. The share of the Large
Industria] Sector is predominant in all the threc,
though the ICICI is significantly ahead, the 1FCI
mid-way and the IDBI (direct assistance only)
came third in the degrce of assistance granted
to the Large Industrial Sector. In the share of
the 73 Large Industrial Houses, the order is
the same; the ICICI led with 50 per cent, the
IFCI provided 44 per cent, and the IDBI 41
per cent of its total assistance to these Houses.
The share of the 20 Larger Houses in the total
assistance is hicher n the case of the IDBI
(34 per cent), followed by the ICICI (28 per
cent) and the IFCI (18 per cent). In the case
of Large Independent Companies, the ICICI
provided the largcstCFroporlion (11 per cent),
followed by the IFCI (10 per cent), and the
IDBI (§ per cent). The share of companics
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TABLR

Total Financial Assistance sanctionsd and disbursed by Financial Imstitutions

Name of the Instirution No.of  Large Industrial and Tier 20 Larger
Concerns Houses companies Houses

Sanc, Dishb. Sanc. Disb. Sanc. Disb,

A. Term Financing Institutions

IFCI . . . . . 340 9527 6518 1188 1135 3874 1734
ICICT . . . . 425 8542 5688 524 a%9 4731 3031
IDBI (Direct) , . . . 71 3842 1697 100 450 3169 1334
(Refinance’ e e 479 3390 2930 225 219 1524 1369
SFCs® < e e e 517 1302 1186 76 54 241 231
SIDCs . . . . . 88 124 8o 100 98 Is s
SBI (Term loan*) . . st 917 I755 - - 792 653
Sub-Totalt . . . a 28644 19854 2813 2245 14346 8367

B. Irnvestment Insitutions@

LIC o . . . . 273 31589 2878 6o 57 2620 2065
UTTr . . . . . 13 1043 781 — — 333 663
Sub-Total « e . 4632 3659 6o 57 3443 2728
C. Direct@@Q Government Assistance _ 327 81¢ t 41 13 13 s$50 $50
ToraL(A+B+C) , , . 34091 24328 2886 2315 18339 11645

D. Banxingtt Institurions

SBI* ., . < T . 210 281581 21113 34sY 258 21789 16342
Subsidiary Banks* ., ., 408 4859 3644 159 119 3233 242¢
Sub-Total . . . . 3ajoro 24758] 503 377 25022 18767

*Exclude assistanice below Rs, § lakhs,

11t is possible that some double counting in total assistance may be there due to i P
figures indicate the amounts for Co-operatives only, y inclusion of refinance asvistance to

@Figures related only toloansand underwriting assistance of LICup to 315t March 1967 and only ofunderwriting
t1Figures for sanctions relate to maximum credit facilitles sanctioned in 1966 and under disbursement we have

@ Figures exclude (Central Government's investment of Rs. 26 0 crores in th share : ;
Fertilizer Corporution Lid. by the State Goveinment, 3 ° s and debentures of Oilindis

Dateon Government assistance are notcomplete, Thesedo not include loans granted by State Governments to
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from 1956 to 1966 classified according to Institutions and Assisied Categorias,

(Rs. lakhs)
Foreign Large Large Indus- Total Private Co-operative &
8mrollpd Il‘(\)depem'!em trial Sector . Others Sector Public Sector Cos.
mpanics companies
Sanc, Disb, Sanc. Disb. Sanc. Disb. Sanc. Disb. Sanc, Disb. Sane, Disty,
[y o - % RO
46 31 2171 1975) 12932 6659 8894 996 21826 15655 4419 3821
] . : _ (4010) (3404)
447 364 1831 1059 11344 7400 5709 3865 17053 1263 243) (ng
30 30 426 175 4998 2352 4297 3418 9295 4770 - -
A 8198 508 478
3s2 316 368 328 4335 3793 SI37 4405 9473 9 pae A8
—_— a 378 R 8248 6476 108 100
20 132 102 1530] 1342 667 soR4 as . 47‘ s 3
-— —_— A4 14 268 192 1348 510 1616 y 103 1
: (=) =)
470 470 120 — 2507 222§ 589 5241 3096 2749 (!_631 (t_ff;
02 22852 = 70616 49818 5450 4728
1365 1211 5092 3653 37914 26063 327 5 GSD (s
239 175 1496 1332 5384 4442 1314 1085 6698 §527 - -
73 54 160 95 1276 930 . B3 29 - 1359 959 - -
3I2 229 1656 1427 6660 5372 1397 1114 Bos7 6436 = — _—
. ] 148
— -— 93 93 - 921 921 1210° 1210 2131 2131 1(496 ) 4
) 8 8433 %98 4876
1677 1440 6841 5173 45585 33346 35309 25176 BoBog 5843 536) FARAE
1 10028 fa1
gso] 719 2850 2138 32304 24228 9923 ] 7443 422127 3167 oqB) 3
' 8 8o 253§
6o 45 o4t 781 6ug  4sfy 4733 350 M0BS3 9 Faw @

810 13408 10016
torg. 764 aBor . 2918 . 38423 28817 14658 10993 5075 B (1233) (929)

. . — e
" "y

other term finaricing instirutions, but this is unavoidable. * ‘Cooperative and Public Secto_r Companies’ the bracksted

of UTI upto 31st December, 1966. . .
iven estimated average amount outstanding on the basis of 75 per cent of limits sanctioned, . e .
itd hich isaLargeIndependent Co. and the investment of Rs.§* 88 crores in the Share Capital © jarst Stats
oW : -

snd invenments of Central Government in shares and debentures of individual concerns,
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Total Financial Assittance sanctioned and dishursed by Financial Institutions from 1956 10 1966 classified according to Institutions
and Assisted categories—Percemtages -

Name of the Institution Large Ind. 2nd Tier 20 Larger Foreign Large Inde- Large Indus- Tortal Private
Houses companies Houses - controlled pendenit trisl sector Others sector
companies companics

Sanc, Disb, Sanc, Disb. Sanc. Disbh. Sanc, Disb. Sanc., Disb. Sanc. Din. Sane. Disb, Sanc. Disb.

1 2 3 4 5 6 7 8 9 10 T 12 13 14 18 16 17

A. Torm Financing [mtitu-
Hons,

IFCI . . . . 436 416 54 73 177 1I°1 02 03 9-9 12°6 393 61+7 40°7 383 100 100 -
- (27'0) (26-8)

ICI_CI:' . . . M §0-1 50-5 51 26 277 269 26 8-2 167 94 663 657 83'3 343 100 100
: (21-1) (19-3)

IDBI(Direct) . . 413 356 75 9's 34t 280 03 03 4°6 37 53-8 493 462 507 1c0 100
(11-5} (8-3)

(Refinance) . s« =« 35'8 358 2'4 . 27 161 167 3-7 3-8 3:9 40 458 463  S4'2 5§37 100 100
(11:7) (14-0)

SFCs . . . . 15-8 183 o9 08 29 36 02 — 1'6 1-8 191 2I'§ o9 78 100 100
(10-2)7 (11-1)
SIDCs - . . . 77 114 62 14°0 (<171 2-1 — — 27 20 16-6 274 83r4 726 10 100
(z-0) (1-2)
SBI(Term Loan) e o 619 63°8 - —_ 256 233 152 I7°% 39 — 8106 809 190 19T 100 100
(3-8 (47
Sub Total s e« o« 49°6 399 40 4'5 203 169 19 2°4 7°2 73 537 542 463  45-8 100 100
(87-4) (8s5-3)

B, Investment Institutions
LIC e+« e« 536 s2'1 o-9 10 391 374 3-6 32 22'3 24°1 804 804 196 19:6 100 100
_ (8:3) (9-5)
UTI « « e & 27 814 — —_ 60-6 691 54 $6 11-8 99 939 970 61 3-0 100 100
(r-7)  (1-6)
Sub Total . . w S57'5 56-4 0-7 09 42:7 42'7 39 35§ 206 220 827 82-8 173 17-2 100 100
(10-0) (11-1)
C. Direct Gout, Assistance - 387 38-7 06 0-6 26°3 26-3 -— —_— 44 4'4 437 437 563 563 100 100
: ‘ (2-6) (3-6)

TorAi(A+B+G) - - 42°2 41-6 3-6 40 227 19-9 2.1 2§ 8's 89 563 57'9 437 431 100 100
, (100) (100)

(444



TABLE I—A (contd,)

Total Financial Assistance sanctioned and disbursed by Financia] Institutions from 1956 to 1966 classified accordirg to
Institutions and Assisted Categories—Percentages

Name of the Institution

Large Ind. 2nd Tier 20 Larger Foreign Large Inde- Large Irdus-
Houscs companies Houses controlled pendent trial sector Others
companies companics

Total private

Sanc, Disb. Sanc., Disb. Sanc., Disb. Sanc, Disb. Sanc. Disb., Sanc. Disb., Sanec. Disb.— Sanc.

2 3 4 5 6 7 8 9 10 II Iz 13 14 15

D. Banking Institutions,

SBI . .
~ Subsidiary Banks
Sub Total .

. 48  44-8 15 15 29-8

66-7 66-7 o-8 o8 (18] 51-6 z-j 23 6-7 67 76-% 76-% 235 235
29-8 o6 06 96 9-6 56-4 $6:4 43-6  43°6
. 62-2 62-2 -9 09 47T 471 I-9 19 73 73 72-4 72-4 276 a7é6

394
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belonging to the Large Industrial Sector is not
large in the case of the SFCs (19 per cent) and
the SIDCs (17 per cent). It should be remem-
bered, however, that these institutions were
specifically created to assist in the development
of small and medium concerns. The extent of
their assistance to the Large Industrial Sector
must be judged in this background. Of the
term financing assistance of the SBI, over 80
per cent has gone to the Large Industrial Sector,
- even though of the total assistance granted by
- all institutions in this form, the amount pro-
' vided by the SBI (4 per cent) is small.

7-39. In the case of the investment mstitu-
tions, viz., the LIC and the UTI, in the assis-
tance granted by them in the form of loans and
underwriting, the share of the Large Industrial
Sector is found to be even larger than in the
case of the three major term financing institu-
tions. In the case of the LIC, the share of the
Large Industrial Sector exceeds 80 per cent and
in the case of the UTI, admittedly out of a
much smaller total assistance, the share of the
Large Industrial Sector comes to almost 94 per
cent, Similarly, the share of the
houses is about 40 per cent in the case of the
LIC, while it exceeds 60 per cent in the case
of the UTI. The share of the Large Industrial
Houses in the total assistance granted by the
LIC is about 54 per cent, while in the case of
the UTI the proportion is as high as about 77
per cent.  In the case of the Large Independent
Companies, assistance granted by the LIC
exceeds 22 per cent of its total assistance, The
Large Independent Companies obtained about

12 per cent of the total assistance granted by the

UTI. Thus, the two investment institutions are
found to have provided a much larger part of
their total financial assistance to the Large In-
dustrial Sector and all the categories viz., the
Large Industrial Houses, the 20 Larger Houses
and the Large Independent Companies, share
this preferential treatment.

. 7.40. It is significant that the share of the
Large Industrial Sector in the financial assis-
tance directly granted by Government (including
assistance granted by institutions like the NIDC,
etc.) was somewhat smaller (about 44 per cent).
admittedly out of a much smaller amount of
total assistance.!? The distribution of direct
Government assistance is somewhat similar to
that provided by term financing institutions, so
that the share of Large Industrial Houses is
about 39 per cent, that of the 20 Larger Houses
about 26 per cent and that of Large Indepen-
dent Companies slightly over 4 per cent,

7.41. As regards the assistance provided bv
the public sector banking institutions, the share

20 larger.

(12} This does notinclude investment of Rs. 22« 38 crores Ky Government in two compenies. In the Oil India

of the Large Industrial Sector is found to be

‘almost three quarters of the total granted to the

private sector. Out of this, over 62 per cent is

‘obtained by the Large Industrial Houses (47

per cent of this being obtained by the 20 Larger
Houses). The Large Independent Companics
obtained 7 per cent. The share of thc Large
Industrial Sector is somewhat smaller in the
assistance provided by subsidiary banks as com-
pared to that provided by SBI itself. The sub-
sidiary banks mainly operated in the less indus-
trialised States and their assistance therefore
probably is available to a somewhat greater
degree to companies outside the Large Industrial
Sector. The total assistance granted by them is
Iess than one quarter of that granted by the
SBL. Therefore, in the total assistance by the
public sector banking institutions, the share of
the Large Industrial Sector is predominant.

7.42. Distribution of Financial Assistance in
various forms.—Of the total assistance of
Rs. 808:04 crores sanctioned during 1956 to
1966, by way of term finance by the financial
institutions to the private sector, Rs. 544-72
crores (67'4 per cent) was in the form of loans,
Rs, 155-01 crores (19-2 per cent) by way of
underwriting of shares and debentures,
Rs. 29-73 crores (37 per cent) through direct
subscriptions to shares and debentures and
Rs. 78-58 crores (9:7 per cent) in the form ot
guarantees- Besides this, the book value of
investments in shares and debentures by the
investment institutions, i.e., the LIC and the
UTI, aggregated to Rs. 200-90 crores and
credit facilitics granted by the public sector
banking institutions amounted to Rs, 530-79
crores. The distribution of these different forms
of financial assistance among different catego-
ries is shown in Table II.

7.43. Terms Loans.—The various financing
agencies had granted, during the period 1956
to 1966, assistance in the form of medium and
long term loans acgregating Rs. 544-72 crores.

- Of this, Rs. 146-80 crores, constituting slightly

more than one-fourth, was in the form of term
loans in foreipn currencies. The information
about loan assistance granted by different fin-
ancial agencics among different loanee catego-
ries is shown in Table III.

7.44. The three all-India institutions, viz., the
IFCI, the ICICI and the IDBI, accounted for

“the bulk of the term loans to the private sec-

tor sanctioned by the financial institutions, The
share of the IFCT in total loan assistance was
Rs. 147-1 crores forming 27 per cent, that of
the ICICI was Rs. 136:00 crores or 25 per

Limited, a Large indenend-nt company. Government invested R$. T4 crores in equity shares and Rs. 12+ <0 crores in
dehentures.and in the Guiarat State Fertilisers Company Limited the State Government invested Rs. 4- 41 crorts
in equity and Rs. 1+ 47 crores in preference shares.  Morevoer, data on dir~ct financial assistance granted by the Centrel
nnd State Governments are rather incomplete in that these do not include investments of the Centra) and loans of

State Governments,
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Tami II
Different Forms cf Assistance sanctioned and disbursed by the Financial Institwtions to vorious Categories during the period 1956-1666,

(Rs. Lakhs)

Term Loans

Sancrioned Disbursed

Underwriting shages Direct Subscription

and debenrures

in shares and deben-

tures
Sanctioned Disbursed Sanctioned Disbursed

Guarantecs

Total Assistance

Santjoned Disbursed Sanc _joned Disbursed

Bcokfv:alue Credit Limits
[+)

invest- Sanctionedt Estimated

ments 1n

out
shares and ing.
debentures* standing.@
1 1 2 3 4 5 6 7 8 9 10 1§ 12 13
1
5. Large Industrial Houses | 22392 - 15066 7889 5€23 945 945 2862 2564 34088 24418 13048 33010 .
411y (383) (509" (52°6) 31-8) (34'4) (36°4) (458) (42'2)  (41'8) (629) (62'2) é"z”fi\
2. 2nd Tier Companies . 1420 1097 342 318 17 1109 883 2888 2858 2315 266 o
@6 @8 Gz 3o (6 (06 (41 usa  (G6 @ (e (% (o
3. 20 Larger Houses . 11684 6588 5602 31853 608 608 445 295 18339 11734 9999 25022 '8
(21-4) (17°6) @61 @360y (209 (22°1) 5D (s'1)  (227)  (20'1)  (49'8)  (47°1) (477-65
4. Poreign controlled companies 1367 1251 265 173 16 16 .- 1678 1440 271 o1
(-9 (3-2) (1-9) (1-6) ©5) (0-6) (2-1) (z-3) (1-3) (1-93 (1‘{694)
5. Large Independent
companies . . . 3457 2398 2230 1631 620 614 533 533 6840 5176 1568 31801 2018
®3 6D U4 s Goe) Gza) €8 (D @5 B9 (98 3 PARAS
6. Large Industrial Sector 28636 19842 10756 7745 1598 1562 45c4 4080 45494 33349 17573 3842 ¥
(s25) (06 (690 (729 (538  (s80) (573) (701 (563 (1D (379 (7240  (oe-qy
7. Others . . . . 25836 19337 4745 2947 ' 1375 1154 7354 1738 35310 25079 2518 14656
@7°5)  (@94) (@06 (a7°6)  46-2) (42°0)  (42°7) (29°9)  (43'7)  (42°9) (12-8) (27-55) ('2072963)
TotaL . . . 54472 39179 15501 10692 297 2746 7858 <811 80804 a3z 2 : p
{100} (100) (100) (1o9) (10 {100) (100} (1c0) {1co) (100) ('°°9°m) (fc%g 3(9'23
Percentage Assistance . 67-4 67:0 19°2 18-3 3.7 47 97 9-9 100 100
7. Assistan. 2 below Rs, 5 lakhs 2329 66537 27 13 .. 30 22 2386 700@ 73 896 11545 5663

siiook walue of invesuments of LIC as at the end of Me-ch 1967 and those cf UT] s8 st the end of December 1966,
$The figures pelate t0 maximum credit hmits sanctioned by the SB1 and its Subsidiary Banks.
ul =« per cent of cradit limits sanctioned are estimated as aversge amount outstanding during the year.
@i o Dare relating to disbursements are incomplete.

Figures in brackets are percentages to toe=t

ot
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TanLE III

Medum and long term loan Assistance sanctioned by Pinancial Institugions during 1956 —1966

(Rs. lakhs)
Nams of the Institution Lerge  Second 20 Larger Foreign Large Large
Industrial  Tier Houses controlled Indepen- Irdustrizs] Others Tota]
Houses Companies companies dent seclor
comapanics
1. IFCI . . . 6073 199 2830 31 1208 7511 7196 14707
(2100} {s8)  (1066) (= (94) (2252)  (1745)  (3997)
a. ICICI . . . 7002 232 3597 39 1188 8816 4781 13597
(5511} (78) (2878) 68‘3 (813) (6470) (3886) (10256)
3. IDBI=Direct . . 2854 700 2467 426 3081 2442 6423
Sub Total . . 15930 1131 889 425 2822 20308 14419 34727
(7611) (136) (3939 (68) (907)  (8722)  (5631) (143¢3)
4. IDBl—=Refinance . 33%0 225 1524 352 368 438 5137 9472
5. SFCa . . . B4a 64 222 20 82 1008 5126 6134
6 SIDCs 10 . . .e . 10 122 132
Sub ToraL 20172 1420 10640 797 3272 25661 2450 0465
(7611) (136) (3939) (68) (907)  (8722) (563:4) (5143'53)
Investment Ingtitutions
7. LIC . . 3o1 . 1 100 65 466 200 665
Bankirg Instingtions
8. SBI.. . 1917 791 470 120 2507 589 1089
(z07) (100) (107) (220) (327)
Director Cgvernment
Assistance @ . . a s 2 . . 2 243 245
TOTAL . 2392 1420 11684 1367 3457 28636 25836 54472
(7718) (136) (4039) (68) (907) (8829)  (s851) (14680)

Figuresin brackets relate to loans in foreign currencies,

@Date »a Gyvernment agsistancein the form ofterm loans are incomplete as these do not include direct loans

granted to industrial conicerns by State Governments.

cent and of the IDBI (Direct) was Rs. 64:23
crores or 11'8 per cent. The IFCI and the
ICICI (and to a small extent, the SBI) granted
loans not only in rupees, but also in foreign
currencies. While in the case of the IFCI,
foreign currency loans of Rs. 39-71 crores con-
stituted slightly more than one-fourth of the total
loan-assistance in the case of the ICICI, out of
Rs. 13600 crores of loan assistance, an
amount of Rs. 10356 crores (76:2 per cent)
was in foreign currencies. The loan assistance
sanctioned by the SIDCs, the SBI, the LIC and
directly by Government was not large. How-
ever, it should be noted that both the LIC and
the SBI started granting loan assistance only re-
cently.

/ 7.45. Loans in foreign currencies aggregating

Rs. 1468 crores formed 27-0 per cent of total
assistance in the form of term loans. In this.

k]

the share of large Houses was more than half
(52'6 per cent). More than half of this (27°5
per cent of the total) was in respect of 20 Larger
Houses. The Large Industries Sector gbsorbed
over 60 per cent of the foreign currency loans as
against less than 40 per cent by all other con-
cerns. In the context of the conditions character-
ised by the scaricity of foreign exchange resour-
ces, a preponderant share of the Large Industrial
| Sector in the distribution of foreign currency
| resources gives it a substantial advantage over
| other concerns,

7.46. Out of the loan assistance sanctioned
by the three all-India term firancing institu-
tions, namely, the IFCI, the ICICI and the
IDBI (including only the ‘direct’ financial assis-
tance granted by the IDBI), the share of the
Large Industrial Sector is 58'5 per cent as
against 41-5 per cent of concerns outside this
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sector (see Table IIIA). Of this, the suare of the Houses is more than half of that. It will be
Large Industrial Houses together with the second goutccd.that the share lof the hL;_rgﬁ Industrial
tier companies is almost one-half of the total ector s proportionately much higher in  the

] case of the ICICI and the 1DBI, as compared
assistance sanctioned and that of the 20 Larger to the IFCI,

TasLe ITTA

Medium and Long term Loan Assistance sanctioned by Financial Institutions during 1956—66— Percemtapes,

4 -

Name of the Tnstitution Large Sccond 20 FHoreign Large Large Others ‘Total Per-
Indus- Tier Larger control- Inde- Indus-

cehtage
trial Com- Houses led pendent trial
House panies Com- Com- Sector
panics  pafies
2 3 4 5 ] 7 8 9 1o

. IRCI . 41°3 I-3 19-2 02 82 511 48'9 100 270

' (sa-5) (r5) (36:7) (=) (3-3) (s6-3) 43-7 (100} (a7-3)
2. 1CICI . ‘ . . st- % -7  26-4 19 8.7 64-8 353 100 50

2 16 (s3:3) (0:8) (ar7 66 (8 (8a3-3) (37°5)  (100) (70:6)
3. IDBI=Direct . . . 444 109 384g .. 66 620 2180 100 18
- L. . . o« 4 13 256 13 8-1  s8:5  41 100 83-8

Sue-Tora (53 so) (0-9) (27°4) (ors) (6-3) (6o-8) (30 33 (100} (97'M

4 IDBI—Reflance . . . 3s'8 34 161 37 39 45'8 543 100 174

.SBCs . . . . .« 17 vo 36 o3 13 164 B8 100 11y

6.8IDCs. . . [ . 76 .. . Y 776 924 100 02

Sus-ToTAL(I to 6) .

. . . -6 6 ‘8 493 100 93-
B3 A D @9 6D B 0D (00 (o8

Investment Institutions . .

. . . . .0 oo .
2LIC - . .« e . 453 .- 37:7 150 98. 700 30 1 13

Banking Institutions . . .

29-6 158 39 B8ro 190 100 57
8. SBI . . . . . (3622 ;; .o (305 6) b (33.7) (67.3) (‘m) (a.:)
. e 08 993 100 o
0. Direct Government Assistancé . o-8 o o3 e 4
3 12:6  47°4 10 100
ToTaL

6 '
(;‘,'.'J) (o 9) (:'r 5‘5 (o3 (6'13 (60-1) (39°9) (100) (100)

Figures in brackets indicate percentage in respect of fureigh currency loans,
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7.47. In the loan assistance vy tne SFCs
and the SIDCs, the share of the Large Indus-
trial Scctor was 16.4 per cent and 7.6 per cent,
respectively.  The 1DBI provides assistance in
the form of refinancing through banks and the
SFCs in respect of their medium term loans to
industrics. Of this, as much as 46 per cent has
gone to the Large Industrial Sector.

7.48. Of the loans grantcd by the LIC, the
share going to the Large Industrial Sector is
70.0 per cent.  In contrast, in the loans granted
dircctly by Government and by other institutions
such as the NIDC, the share of the Large In-
dustrial Scctor is 0°8 pcr cent. Out of the term
loans granted by the SBI, 82 per cent goes to the
Large Industrial Sector. Thus, in the tota]l of
the loan assistance granted by various financial
institutions, 52.6 per cent goes to the Large
Industrial Sector, out of which about 44 per cent
goes to the 73 Large Houses and their second-tier
concerns and about onc-half of that to the 20
Larger Houses.

7.49. Underwriting Assistance,—Before 1956,
facilities for raising capital from the, market were
limited. With the establishment of institutions,
viz., the ICICI, the LIC, the UTI, the IDBI and
the S1DCs, which have entered this ficld from
their inception and some of the existing institu-
tions, viz,, the IFCI and the SFCs, having ex-
tended their operations to cover this activity, ihe
underwriting facilities on the capital market have
been considerably enlarged, However, it must
be remembered that it is the public limited com-
panics alone which can make an offer to the
public to subscribe to their issucs of capital. As
such, this form of financial assistance can bewoe-
fit only the public limited companies.

7.50. Table 1V shows the amounts sanctioned
and disbursed by way of underwriting by the
inancial institutions. The distribution among
ditlerent categorics of the underwriting  assis-
tance sanctioned reveals that the share of the
Large Industrial Sector is about 69 per cent.
The Large Industrial Houses were sanctioned un-
derwriting assistance to the extent of Rs. 78.8Y
crores out of a total of Rs. 155 crores, or
more than half of such assistance. This was
more or less equally divided between shares and
debentures, Rs. 39.12  crores in shares and
Rs. 3977 crores in debentures.  The 20 Larger
Houses accounted for Rs, 56,02 crores, over
one-third (36 per cent) of the total underwriting,
The underwriting assistance extended to the se-
cond-tier companics and foreign-controlled com-
panics was not high. But, the Large Indepen-

dent Compames accounted for Ks. 22.30 crores
(14.3 per cent) out of the total underwriting
sanctioned. As against this predominant shaie
>f the Large Industrial Sector, the other com-
panies reccived Rs. 47.45 crores or 30.6 per cent
of the underwriting sanctioned,

7.51. Underwriting as a form of assistance
by financing institutions is a method of enabling
capital to be raised on the market. The under-
lying approach is that with a capital issue under-
written by a financial institution of repute, the
position of the issuing company can be taken to
be a sound one by the ordinary investor. Nor-
muily if proper criteria are adopted by the un-
derwriting institutions before guaranteecing assis-
tance in this form, because of the support pro-
vided by the underwriter the public would take
up a substantial part of the scrip and little of
the issued capital would devolve on the under-
writing institutions. This would be the expecta-
tion specially of the term financin} institutions,
because they would find it more profitable to
grant long-term assistance in the form of loans
rather than through purchase of debentures and
they would not normally go in for investment in
equity. Thus, underwriting of public issues
normally looked upon by them as an additional
mcthod of assisting industrial concerns, forms a
part of their wider responsibilitics for assisting
industrial development. However, if, as a result
of underwriting operations, a significant propor-
tion of the contingent liability becomes actual
and a large amount of the issue underwrittzn
devolves on the institution, this would amount v
transforming a financing institution into a hoiding
or investing institution like the L1C or the UTI.

7.52 The LIC and the UTI, being investors
on a large scale, are interested in obtaining what
in their view are prospectively good shares and
dcbentures for holding in anticipation of capital
appreciation and other benefits. By obtaining
these through underwriting rather than through
market purchases, they may obtain slightly better
terms. In their case, therefore, underwiiting
may be treated as no different from market
purchases of shares and debentures. There is
however one point that may be noted in this
connection. When as a result of an underwrting
operation, an investment institution is comyclled
to purchase a number of shares, the amoum
involved constitutes direct financial assistance to
it. This cannot always be said about market
purchases of shares and debentures. Kceping
this point in view, we shall now proceed to ex-
amine the disbursements as against sanctioned
assistance in the form of underwriting,
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7.73. From Table IV, we see that out of a
total amount underwritten of Rs. 81-10 crores

by term financing institutions, an amount of.

Rs. 48-71 crores (60 per ceat) had to be dis-
bursed. This proportion is found to be 62 per
cent for the Large Industrial Sector, as compared
to 57 per cent for other companics. Thus, the
amount of scrips that devolved on the term

‘financing institutions as a result of underwriting
is higher for concerns in the Large Industrial

Sector than for other concéms, despite the fact
that it is the latter who are likely to be less
known and popular in the market. It may be
noted that of the total amount underwritten the
share of the Large Industrial Sector is as high as

69 per cent. Thus, underwriting has, in cffech;
become an additional method of providing assis-
tance to the Large Industrial Scctor.

7.54 In the case of investment insututions, for
rcasons explaincd above, the proportion of dis-
bursed as compared to sanctioncd amounts in
unrderwriting may be expected to be higher than
that in the case of term financing institutions. We
find that the proportion of disbursed as against
sanctioned is about 79 per cent for the investment
institutions, i.e., the LIC and the UTI. The
two investment institutions together had under-
written an amount of Rs. 61.95 crores to the
concerns belonging to the Large Industrial
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Tairn
UNDERWRITING SANCTIONED AND DISBURSED

Name of the Institution Large Industrial and Tier 20 Larger
‘ Houses _ companies Houses
1 2 3 ) 4 5 6 7.
A. Terms Financing
Inuitutions. :
IFCI Shares . . . . - 539 338 84 8 299 157
Debentures . .. 3458 265 . v 300 243
ICIC1 Shares e 747 361 86 81 592 237
Debentores . . . 667 349 e .a 482 28¢
IDBI Shares , . . . . 689 doi . . 603 itg
Debentures . . . 100 100 . . 100 100
SCFs Shares . . . . . 361 356 12 2 19 18
Debenmures . . . . . . . ‘e o
SIDCs Shares . . . . . 94 60 100 98 15 14
Dcbhenmures . . . 15 18 . . .
Sus-TorTAL : Shares . . . . 2430 1536 282 261 128 746
Decbentures . . . 1127 729 . .- 882 630
TotaL: . . . 3557 2265 282 261 2410 1376
Percentages . . ., (43:9)  (46'5) (3'5) 54 (297) (@281
Distbursed as Percentage of San-
ctioned. . . . . 100 637 100 926 100 571
B. Investment
Institution. @
LIC Shares . . . . . 1293 861 6o 57 861 493
Debentures . . . 1996 1716 . . 1508 1331
UTI Shares . . . . . 189 106 .. .o 137 68
Debentures . . . . 954 67’ e s 696 593
Sun-ToTAL ¢  Shares ., . . . . 1482 967 60 §7 988 361
Debentures . . . 2850 2391 . . 2204 1918
TotAL: « e . 4332 3368 60 57 3192 2477
Percentage. e s (58:6) (57°7) (8-1) {9°8)  (43:2) (42:6)

Disbursed as percentage

of sanctioned. . . 100 77°% 100 950 100 77-6
ToTAL UNDERWRITING
Shares . . . . 3912 2503 342 318 2516 1307
Debenture . . . 3977 3120 . . 3086 2546
ToTaL . . . . 7889 3623 342 318 5602 3853
Disbursed as Percentage of the
Sanctioned . . 100 713 100 93+0 100 68-8
Percentages
Shares . . . . 414 4243 36 54 26+6 221
Debentures ,  ,  , 63-7 654 . .- 510 533
ToraL: ., ., . 50+9 52:6 22 3-0 361 360

@Underwriting ¢ .pursedin case of LIC" .
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BY FINANCIAL INSTITUTION DURING 1956-1966,

(Rs. lakhs)
Foreign controlled  Independent Large Large Indust-
companies Companics rial sector Others Total
Sanc, Disb. Sanc. Disb. Sanc, Disb. Sanc. Disb.  Sanc, Dusb.,
8 9 10 11 12 13 14 15 16 17
15 9 s L1 643 4352 B66 [{F] 1509 964
.. .e 75 62 420 327 . e 420 337
28 e - 159 Lt} 1020 500 766 408 1786 903
10 s 320 120 997 474 10 10 1007 484
.. ve . . 689 4ot 7351 366 1440 767
30 30 .e .e 130 130 . e 130 130
. e 50 24 423 382 481 398 1004 780
. 30 . 224 158 533 306 757 464
. .. .. . 15 1s 42 s $7 50
43 9 244 87 2999 1893 3497 1987 6496 3880
40 33 395 182 1562 946 sa 45 1614 991
83 41 639 269 4561 2839 3549 2032 8110 4871
L1°0) (o 3) (79 (5:6)  (s6:2) (58'3)  (43.8) 4’7y (100) (100)
100 532 100 42°1 100 62'3 100 574 100 60'1
04 30 134 97 1581 1045 1090 863 w671 1908
45 45 1297 1170 3138 2931 223 23 3361 2954
28 9 .. e 217 I1s 69 16 286 I3
45 43 160 9s 1059 815 4 13 1973 828
122 39 134 97 1798 1160 1159 879 2957 2039
90 90 1457 1268 4397 3746 37 36 4434 3r8a
212 129 1591 1362 6198 456 1196 918 7391 s8a1
. . w
(28:7) (22+2) (a1'8) (23-4) (83°8) (843 (16 2y (187 (100} {100)
6 16
16§ 43 378 184 4797 3053 4656 2866 9453 59
8 81 6048 4773
130 128 1852 1447 5959 4692 9 o
295 173 2230 1631 10756 7745 4745 %47 13591 10993
- . 62- 100 690
100 58+6 100 731 100 730 100 13
. 8- 0-0 10010
. o8 40 31 .50-7 Slo 49°3 434
v 83 45 N 100-1 1000
X 2-6 30'6 30‘3 98’ 9
2 ‘ 72°4 30-€ 27-6 100-0 1000
1°9 1-6 1474 1573 694 e -

&UTI refers to amount devolved of.



‘TapL® ¥

DIRECT SUBSCRIPTIONS BY THE FINANCIAL INSTITUTIONS
DURING 1956-1966

(Ra. lakhs,
Name of Iastitution Large Indus- 27d ticr 20 Largrr Foreign Large Independent Large Indust -ial
\ trial Houses companies Houscs con:rojjed Companies Sector Others Total Total
companies
Share Deben- Share Deben- Share Debeni- Share Deben-  Share De#fsnture Share Debenture  Share Deben=  Share Deben- (164-17)
) ture ture ture ture ture ture
4 2 3 4 L1 6 7 8 9 10 44 12 I3 14 £ 1 16 17 I8
A. Term financing
institutions,
IFCI . . .- . . . .e . 350 350 350 350
ICICI . 127 . 4 So . 16 13 50 260 50 128 388 5O 438
SFCs . . .e . . . . .n .. . .. ‘ .
SIDSCs & . s . e .. .. 14 19 280 299" 299"
: i
Sub-ToTaL . 132 . 4 6o e 16 127 400 279 400 408 687 4CO 10863
. (19-2) (0-6) . (8-7) (2:3) (18:5) (100) (40-6) (100)  (59°® (100) (36
B. Direct Govern- 776 a7 13 .e SI6 32 . .. 93 . 882 37 966 I 1848 18 1886
ment (42:0) (54'7) (o°7) (27-9) (83-6) (5-0} «rn  (re (52°3) (2-6) (1c0) (100) (63-4)
’ Assistant(@
'+ ToTAL oo8 37 17 . §76 32 16 220 400 1161 437 1374 I 2518 438 2073
' (35°8) &7 (o7 (22:7) (7°3) (06} @7 (91-3) (45-8)  (99-8) (s54'2) (0-2) (100) (1cC} (1CO)

, Figures in Brackets are perceitages to respective totals.

sAmounts sanctioned and disbursed wcre more Or |- -s the seme for theterms financ

subscriptions to shar~~ sanctioned amount disbursed was Rs. I-13 crores.

@These data are incomplete.

Investments of Central Government are not included.

ing institutions except for the SIDCs. In case of the SIDCs out of Rs. 2¢9 crores of d rect

(4]
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Sector, out of which an amount of Rs, 49.06
crores devolved on them. In contrast they
underwrote an amount of Rs. 11.96 ciomes for
other concerns, out of which an amount ol
Rs. 9.15 crores devolved on them. Thus, under-
writing has also in effect become ancther method
by which investment institutions provide finance
to the Large Industrial Sector. Attention may
also be invited to the fact that out of the total
amount underwritten by the two investment
institutions in the form of debentures, Rs. 44-34
crores, as much as Rs. 44 crores was under-
written for the concerns belonging to the Large
Industrial Sector, Out of this amount, an atnount
of Rs. 37 crores actually devolved on the two
institutions.

7.55. Direct Subscriptions to Shares and
Debentures.—Table V gives data on the direct
subscriptions to shares and debentures in different
categories of business concerns, Not al}  the
financial institutions participale in this activity.

The IFCI is authorised to subscribe directly to,

debentures but not to shares and is prectuded
from market purchases of these securities. The
SFCs are precluded from such direct subscrip-
tions and market purchas.s. Qa the other hand,
the ICICI and the IDBI are cmpowered to
undertake this activity. Moreover, Government,
both at the Centre and in the States, may also
directly contribute to shares and dcbentures or
purchase them in the open markel. The total
amount of assistance that has been made available
over the period of 10 years in this form is very
small. Rs. 10.87 crores by the term financing
institutions and Rs. 18.56 crores directly by
Governments. The share of the Large Industrial
Sector was about 62 per cent in the case of the

term financing institutions while it was ubout
48-7 per cent in the case of direct purchases and
subscription by Governments.  ln the case of the
term financing institutions, the proportion of the
Large Industrial Sector was smaller in shaces
(about 40 per cent); and it had nearly a 100 per
cent share in debentures. In the case of direct
Government  subscriptions, the propottion of
the Large Industrial $ctor was 47.7 per cent
in shares and 97 per cent in debentures.

7.56. The holding of Shares and Debentures
by term financing Institutions.—It should be
noted that while granting loan assistance, the
financial institutions conwider it appropriate to
insist that the busincss concerns should observe
2_certain ratio debt capital and equity capital.
The Controller of Capital Issues and the
Department of Company Affairs also insist on
.appropriate equity debt ratio being observed and
in recent years the debt cquity ratio of 2:1 has
been usually insisted upon. Term financing ins-
tituttons insist on such a ratio because the loan
jassistance that they grant would have a better
‘measure of security if the borrowing comipany
has an adequate equity base. But, such insis-
tence on appropriate debt-equity ratio becomes
unreal if the term financing institutions  them-
selves provide a part of the equity and, on the
'basis of such contribution grant financial assis-
itance in the form of loans,

7.57. The contribution of financial institu-
tions to shares and debentures in public limited
companies in the total capital raised by these
companies during the period 1956 to 1966 is

shown below ;—

Tapre VI
{Rs. crores)Y
T Tns;it:l;-ions T Shares Debentures Total Percentage
I_FCI . . . . . . . . « o 964 327 12:73 9
ICICI . . . . . . . . . . 9-0% 484 13-89 13:0
IDBI e & & o o+ e s e s 7-69 1:30 8.97 84
SI;Cs . . . . . . . . . . 7-80 . 7:80 7.3
SIDCs . . . . . . . . . . 4°90 o' 50 §-40 5
(A) SUB-TOTAL : . . . . . . . . 39-06 9-91 48-97 457
LIC . . P 19-08 29 <4 48-63 454
urn § - . . . . . . . . . 1-31 828 9:%9 89
(BY SUB-TOTAL.: o o & o & & v s 20-39 3782 5823 41
(C)‘ TOTAL(A4B) « o = « o+ =t e 59:45 4773 107-18 100
(D) Capital raised by public limited companies (1957-1966) . 5346 153-1 6877
‘ 1t r-a 15-6

(C) ‘us percentage of (DY . .

T B) and (< above—Table 1V; (D)—Reports on Currency and Finance, Reserve Bank of Indis.

Liources : (A), (B)
31 L & D22
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7.58. We have already pointed out that quiie
< signilicant proportion of the amount of shares
and debentures underwrittenr by the term finance-
ing, inctibitions devolved on them. It has also

been  coplained  that  investment  instituuons
thrarey their vnderwriting  oblained  Tarpe
ot of  shines and debentures that were
vy noated, The resubt is that out of the

toral capital roised by public limited companien
in the T0-year period, 11 per cent of the share
capelalb and almost one-third of the debenture
canital was provided by the financial institutions.
We have already scen that the share of the Large
Industrial Seetor in the underwriting (sanctioned
as well as disbursed) s very Targe. It is thus,
clear that through participation in a system of}
inderwritine under which there is a signilicany

devolvement of the underwrilten sccuritics on
the institutious, another channel has been open-
ed for granting substantia]l financial assistance to
the Large Industrial Sector. A further poim
that may be noted is that the proportion of shares
and debentures of public limited companies that
have been contributed by the financial institutions
1s piven ahove is somewhat misleading because,
during a large part of the 10-ycar period, impor-
tant institutions which participated in underwrit-
ing such as the IDBI, the UTI and the SIDCs
were not in existence. It was after the establish
ment of the IDBI and the UTI in 1964 that the
share of financial institutions in the market
raising of capital by public limited companies
became increasingly higher. This may be seen
in Table VII.

TasLP VII

ANNITAL DATA ON INVESTMENTS IN SHARES

AND DEBENTURE BY FINANCIAL INSTITUTION

FROM 1956 to 1965-66

{ Rs, crores)

o G S, PR S HEge uTer Tod gpg b
S~ - b et
Tures)
1 2 3 4 5 6 7 B 9 I0
1956 306 .. o 053 .e 3-59 N.A. -
1957 . . Ve 3°83 1-68 ' . 556 54 4 10°2
1958 . . o857 132 .e . 099 ve 2- 88 390 7°4
1959 . ' o087 5° 40 . . 1-08 7 25 468 15§
1960 . 0’10 2-23 . o 219 . 452 671 67
1961 . . I-84 2-18 .. . 457 . 8-49 77°1 11°0
1962 . . 073 4°90 .. .o 1I*8T en 1734 93*% 18:3
63 . . 4:63** 393 . . 629 . 14°90 789 189
1964 . . 4 40 655 e 10* 58 . 21-3% 81°9 26-3
1965 . . 379 591 904 . 663 . 2537 8o+ 283
1966, 455 4'29 930 v o, &6 2081 2081 5905 35°0
GRAND TOTAL: 21°56 4360 18- 34 10- o7(@ 4{B-61 " 9'51°  181°87° 687:7- 22'1

*+Includes a direct subscription of Rs. 1-82 crores.

{rOf the towul of Rs. 10°07 crores , MITC accounts for asmuchas Rs. 876 crores.
* Higures refer 1o underwriting of shares and debentures devolved on institutions,
rien Datafor 1962 relate to 1§ months period ending 31-3-1963 and to financislj year thercafter. -

tYear-wise data are not available,

7.59. Guarantees.—Assistance  extended by
the institutions in the form of guarantee for die
purchase of capital goods or for loans from other
institutions or on deferred payment is a contin-
gent liability of the institution giving the guaran-
tce. Table VIII shows the pattern of distribu-
tion of puarantee assistance by categories of
companics and institutions, All the financial
institutions topether had sanctioned guarantees
azgrepaling Rs. 78.58 crores. A large propor-

tion of this account (61.8 per cent)} was from
the LFCI and the share of .other institutions was
comparatively smaller. The share of the Large
ndustrial Houscs in thi$ form of sanctioned as-
istance was 36.4 per cent (that of the 20 Larger
Houses bzing only 5.7 per cent), that of second-
{|tier companies was 14 per cent and that of
{Large Independent Companies about 7 per cent,
agpregating to a share of about 57 per cen for
the Large Industrial Sector, ‘



TasLE VIII
GUARANTEES SANCTIONED AND DISBURSEMENT BY FINANCIAL INSTITUTIONS DURING 1956-19€6.

(Rs. lakhs)
Name of the Large Indus- 2nd Tier 20 Larger Large Large Ot
Inytinion trial Houses companies Houses Independent Scctor In%:lustrial hers Total
| Companies
Sanc, Disb. Sanc. Disb. Sanc.  Dishb. Sanc. Disb.,  Sanc. Disb. Sanc. Disb. Sanc. Dis .
IFCI . 2570 2373 906 833 445 295 533 533 4025 3789 832 740 4857 4520
(61°8) (77°8)
ICICI . .. .. 203 .. .. .. .. . 203 . 23 N 226
(2-9)
IDBI . 158 198 .. .- . .. .- .. 198 198 1104 s1z 1302 710
‘ {16-6) (12-2) .
SFCs* ) 94 93 - .. .. . .. . 91 53 1026 436 1120 <0
(14:2) 10°0
SIDCs . - .. .e .. .- .- o .. .. .. 369 . . 369 .
. 47
Torar: . 2862 2664 1169 883 45 295 533 533 4574 4080 3354 1738 7858 5818
Percentage . 364 45-8 141 15°2 57 51 6-8 92 57-3 7¢°1 427 299 100-0 100-0

Figures in brackets are percentages to total,
*Lx ludes assistance below R.. § lakhs.

ot
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7.60. The data on disbursements are some-
what diflicult to interpret because of the dilicrent,
definitions of ‘disbursed’ amounts used by the
ditfercnt institutions. However, the figures re.
veals that against 51 per cent of the contingent
liability having actually to be disbursed in the
case of ‘other companies’, 90 per cent nad to
be disbursed in the case of the Large lndus-
trial Scctor. This has, therefore, become an-
other form in which assistance is granted tu the
Large Industrial Sector in preference to others.

7.61. Assistance by Bankinrg Institutions,.—
Financial assistance provided by the SBI and its
subsidiarics in the form of creail limits (exciuc-
ing assistance below Rs. 5 lakhs) has also been
examined by us. It is assumed generally that dis-
bursements can bc taken to be about 75 per
cent of the limits sanctioned, Of the total
limits sanctioned by these banks to the puvate
corporate sector for Rs. 530.79 crores, the limit
panctioned to the Large Industrial Sector
amounts to Rs. 384.23 crores (72 per cent).
Out of this, the 73 Large Houses together wiih
their second-ticr concerns oblained a share of
about 63 par cent, the 20 Larger Houscs account-
ing for 47 per cent. Though the subsidiary

banks mainly operate in industrially bachward
areas, the share of the Large Industrial Sector
in their credit limits is also lound to be quitc
high (56.4 per cent). (Please see Table 1;.

7.62. Share Individual Houses,—Till now,
ve have dealt with the assistance sanctioned by
different financial institutions in different forms
.0 the main categories belonging to the Large
[ndustrial Sector and others. We found that of
he tota} assistance mn dillerent forms sanct‘cned
sy all the diflerent financing agencies together,
Ks. 808.04 crores, an amount of Rs. 340.9 c.otes
went to 73 Large Industrial Houses, out of
vhich an amount of Rs, 183.40 crores, what is
23 per cent of the total and about half of the
share of the Large Industrial Houses, went to
he 20 Larger Houses. It would be instructive
o look at the break-up of this total assistance
imong the individual Houses in this last category.
it will be noticed from Table 1X that the Birlas
were the largest beneficiaries of financial assis-
ance in diffcrent forms sanctioned by all the ins-
itutions together, obtaining Rs. 46.14 croies or
25 per cent of the share of the 20 Large Houses.
They were followed by Matatlal (14.4 per
sent), Tata (10 per cent), ACC (9 per cent)
and Bangur (6.5 per cent) in that order,

TaABLE IX

Financial assistance sanctioned by Public sector Financial and Bavking Instituticns in various Form 1o 20
Larger Houses during the period 1956 1o 1966

(Rs. lakhs)
Name of the Larger Tlouse Terms Investment* Direct Total Bankirg
Financing Institutions Government Institulicng
Institutions@@
Limits sanc-
tioned in
1966
2 3 4 5 6
1. A.C.C. , . . . . . 1286 350 28 166 1905
(286 (90 (7-6)
2. Andrew Yule . . . R . 410 69 23 502 1302
(50) (=
3.1Bangur] , . v e e 1004 193 -_ 1197 1354
(62) (6-5) (CR]
4. Bird Heilgers . R . . . 216 —_ — 216 742
-) (3-0)
§. Birla . . . . 3314 1077 223 4614 4646
(1093) (25'0) (18-6)
6' Gm-h . . [] ] a [ ] L] 522 [— 2 524 889
(141) (z-8) (3-5)
T “C'I' [ . . . a . !48 166 — 1 5
. ) 314
8. ].K.Singhania ., ., . , , 950 23 - 973 570
(134) (5-3)
9. Tulsidas Kilachand , . . . 207 -_ — 207 22§

(138)
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TaABLE IX~—contd.

_ 2 3 4 5 6
10, Killicks , . 17
. . . . 344 9 8512
(68 (a9) o7
I1. Mafatlal , . . 2373 P
- - - z 3 — 6
(350) (.i-i‘)’ 400
12. Martin & Buen . . '
. . . (S_gc)i — 1 501 740
13. Sahu & Jain .
. . . Ro —_— 83 172 1421
(69) (€3
I4. Saribhai . . . . . . 337
33 s -— 343 490
5. Szindia
. . - . - L] a 339 — I Ll
7339} e
16, Shri ;
ti Ram A T 376 15 561 1508
(%) (3-0 (6:0)
17. Surajmull Nagarmull . . . 382 15 1 398 2406
(60) (9°6)
18, Tata | . . . . . . 1033 61g 3 IR1g 606
(41%) : (10-0) (24-2)
19. 'hapar , . 134 6
. ' . . . r 7 6
(134) 4 “ 18
20, Walchand . . . . . . 287 ) —
(102) 53 et 19
21, Lasger Houscs c e e e 14346 3445 550 1840 25018
{4039) (100) (100)
(20-3) (42:8) (25-8) 23-8) (47°1)
22. Tier Companics . . . . . 2813 4460 13 2RE6 s08
(136) ‘
(4-0) o7 (0-6) (40 (@9
23. Large Housesj, , ., . ., o (286%31 4612 81sj} 34091 33010
771
(40-6) (s7-5) (38-2)4 (42-2) @
‘{'otal Assistance ro ali conceins @ (s, s lakhs ang 70616 80 2131
ol s Pt S7 3 Sofo4 $3c9
(100) (100) (100} (1c0) (100)

Figures in brackets are percentages to total in respect of first ten Larger Houses,
@ Total assistance is exclusive of assistance to cooperative socicties and Public Sector  Undertakings,
* Only under writing and loan assistance of the Investment Institutions.,
@@ In column No. 2 figures in brackets relate to foreign currency joans.

7.63. Regarding the credit assistance provid-
ed by public sector banking institutions; it has
already been indicated that about 62 per cent of
the total sanctioned for the private sector went
to concerns belonging to the 73 Large Hcuses
and 47 per cent to concerns belonging to the
20 Larger Houses. In this, the share of the
Tatas, was the largest in the sanctioned limits
(24.6 per cent), and ACC (7.6 per cent). The
share, not only of the Large Industrial Sector
as a whole and of thc 73 Larger Houses was
significantly large, but the share of the 20 Larger
Houses was very large in that category
itself, and the share of a few houses especially
stood out in contrast from the rest. The share
of the Birlas stands out far more prominently

as compared to any ef the other Larger Houses
including the Tatas

7.64. We have alrcady sccn that 20 Larger
Houses secured Rs. 40-4 crores or over one-
fourth (275 per cent) of the foreign currency
loans. The easy availability of foreign currcncy
loans to these Houscs place them in a privikeged
pisition as comparcd to others. Morcover,
among these Houses, the loans were mainly
concentrated iy a fcw. The House of Birlas
obtained the magimum assistance by way of
foreign ‘currency loans, obtaining Rs. 6-63
crores from the IFCT and Rs. 4:30 crores from
the ICICI. Thus, this House obtained over one
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quarter of the total foreign currency loans grant-
cd by these two institutions to the 20 Larger
Houses (Rs. 40'4 crores). Next came the
Tatas (Rs. 4-15 crores—mainly from the
ICICL), Mafatlal (Rs. 3-50 crores from the
ICIC1), Scindias (Rs- 3-39 crores from the
ICIC1) and ACC (Re. 2-86 crores from the
ICICI).

7.65. Market Purchases of Shares and Deben-
tures by Investment Institutions.—We have
indicated that in addition to underwriting, the
LIC and the U1 as major investing insututions
buy in thc market and hold a large number of
shares and debenturcs.  The total investment
of the LIC in the form »f shares and debentures
of the private sector was Rs. 135-2 crores
(exclusive of shares and debentures acquired
through underwriting) as on 31st March, 1967,
as compared to Rs. 49:37 crores as on Ist
September, 1956. Of the total market pur-
chases as on 31st March, 1967, an amount 'of
Rs. 118 crores was share capital of companics
(the bulk of it, Rs, 100.7 crores, was in ordi-
nary shares, and Rs. 17°2 crores was in deben-
tures. It will be evident that an overwhelming
part of the new investments of the LIC through
market purchases took the form of investments
in shares rather than dcbentures. Out of the
investments in ordiaary and preference shares
bv the LIC, 87 per cent zelated to concerns
belonging to the Large Industrial Sector @and
out of its investment in debentures, 98-9 per
cent was in similar concerns. As the UTI
started operating only in 1964, the total amount
invested by it upto now has been much smaller—
Rs, 18:06 crores. Out of this, it has invested
Rs. 12-34 crores in ordinary and preference
shares (Rs. 10-19 crores in ordinary shares),
and Rs. 320 crores in debentures in the Large
Industrial Sector. As in the casc of the LIC,
so also in the case of the UTI, the proportion of
shares as well as debentures of concerns belong-
ing to the Large Industrial Sector is predomi-
nant—383 per cent in shares (81-6 per cent in
equity shares and 98:5 per cent in dcbentures.)
(Table X).

7.66. It is a moot point whether the market
purchascs by the LIC and the UTI can be treat-
ed as
and dcbentures the investments are made. On
the one side, the LIC and the UTI are interest-
ed in finding rood investments for their funds
so as to obtain advantages of good returns as
well as capital appreciation. They would there-
fore, want to look for scrips which in their view
satisfv these requirements, irrespective of whe-
ther that leads to a larger investment in scrips
issued by one Industrial House or another. On
the other side, hoth the LIC and the UTT nor-
mally follow the policy of not only not inter-
fering with the intcrnal manacement nf the com-
pany in spite of holdine sienificantly laree blocks
of sharcs, but also usually that of supporting

assistance to concerns in ‘'whose shares’

the existing management cxcept in special cir-
cumstances. An existing manageinent  would
therefore, normally preter that the LiC and the
U Il should hold iarge Llocks of shares in their
concerns. To that extent, as already indicated
in Chapter 11, the proportion ot efieclive equity
declimes but the exasting management can exer-
cise and maintain control over the concern even
with a smaller proportion of equity. lociden-
tally, the knowledge. that the LIC is buying wor
holding large blocke of - shares in a particular
concern also usually helps the scrip o the
stock exchange. When the LIC or the UTI buy
shares or debentures from the public, it is mere-
ly a transfer of the ownership of the scrip from
one investor to another and, to the ¢xtent that
the seller has no connection with the manage-
ment of the concern, RO assistance 1o the
management is directly involved. However,
when the management of a concern is in necd
of funds for one reason or the other, it may
find it useful to sell to the LIC and the UTI—
directly or'indircctly—parts of its shareholding
in the controlled concern with the confidence
that these sales will not have any adverse
effcct on contro]l over the concern. At the same
time, such a transaction will directly provide
funds to the busincss concern from the invest-
ment institutions.  Fromr ail these points of
view, the new investments made by the LIC and
the UTI may be taken at least to some exient
as forming a method of assisting industrial con-
cerns. It was not possible for us to obtain
information about the extent to which the
purchases .made by the LIC and the UTI were
in effect from the controlling interests. We
have been informed that with thousands of such
transactions, it. is not possible to conduct an
examination of the purchascs to find out what

_proportions were bought from parties connected

with the controlling interests in a concern and
what from others. Without this information, it
is obviously not possible for us to come to any
definite conclusion whether and to what extent
market purchases can be treated as a form of
assistance. We consider however that this is of
some significance Lo the management of business
CONcems,

_ 1.67. In the investment portfolio that the LIC

inherited because of nationalisation of life in-
surance business in September, 1956, out of
total investment of Rs. 5§ lakhs and above aggre-
gating Rs. 49-37 crores in the share and deben-
tures of private sector companics, the share of
the Tatas was Rs. 6:68 crores (13'5 per cent),
that of Birlas Rs. 2:53 crores (5'1 per cent),
that of Martin Burn Rs, 264 crores (53 per
cent) and that of Killicks Rs. 2'56 crores (52
per cent). Comparing the distribution of invest-
ments in September, 1956 with that in March
1967—the end of our period of inquiry—we
find that the increases in investment are very
unequal cven among the Large Houses. The



TasLE X
Market Purchase of Shares and Debentures of LIC & UTI (Book wvalue)

(Rs.lakhs)
LIC’s Investments LIC’s Market Purchases Market Purchases of UT]
as on Ist Sept. 1956 as on 31st March, 1967 as on 31st Dcc, 1566
Ord. Pref. Deb. Total Ord. Pref. Deb. Total Ord. Pret. Deb. Total
Shs. Shs. Shs. Shs. Shs. Shs.
1.y Lacre Industrial Houses . . 1454 935 877 3266 6918 1541 927 9336 781 200 104 " 108%
(71-9) (84-3) (48-6) (66-2) (68-7) (Bo-1) (53-8) (69-4) (62-5) (86-2) (32-0) (60-1)
2. 2nd Tier Companies , , ., ., 78 —_— —_— 78 199 - —_ 199 30 —_ 3¢
(3-9) (1-6) (2-0) (14-7) (2-4) (s-7)
3. 20 Larger Houses - - . 1137 738 665 2540 £320 1258 749 7327 6c3 181 -4 858
(56-2) (66-5) (36-8) (s51-4) {52-8) (72-7) (43-5) (54-2) {48-3) {78-0) (22-8) (47°3%)
4. Foreign Controlled Companies . 3I 22 89 142 91 27 56 174 19 1 2 22
(1-5) (2-0) (4'9) (2-9) (0-9) (1-6) (3:-2) (x-3) (1-5) (c-4) (0-6) (1-2)
s. Large Independent Companies . 174 83 822 1079 1437 127 720 2284 189 14 214 117
: (8-6) {7-5) (45:5) (z1-9) * (14-2) 7-3) (41-8) (16:9) (x5-1) (6-0) {65-8) 23°8)
6. Large Industrial Sector , . . 1737 1040 1788 456¢ 8645 1695 1703 12043 1019 218 320 1954
(85'9) {93'8) (99-1) (92'5)  (85-8) (98-0) (98-9)  (98-1) (81-6}  (92-7) (98-5) (860)
7. Othens, - - = e 286 69 - 17 372 1425 ) 3§ 19 1479 230 17 5 282
' (14-1) (6:2) {o+9) (7:5) (14°2) {2-0 (r-x) (109} (18:q) (73 (r-%) (14-0)
8 Total , - - - . . 2023 1109 180¢ 4937 10070 1730 1722 11522 1249 232 328 1806
' (100) (roc) (100} (100) . (100) (100) {:00) {100) (100) (103) {100) (100}
Pescentages . . . . 410 22-5 36-g 100 745 12°8 12°%7 100 2 ¥2'8 180 100

Figures in Brackets are percentages 1o total,

et
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investments in the shares and dcbentures of the to Rs. 19:13 crores (10'4 per cent), in Martin
House of Tatas had then increased to Rs. 2368 Burn to Rs. 9-68 crores (53 per cent) and in
crores (13-4 per cent), in the House of Birlas Killicks to Rs. 6:02 crores (3:3%) (Table XI),

Tante XI

* Investment in Shaves and debentures (Book value) of LIC (as on 13t Sept. 1956 and 31st March 1967) in
Companies of 20 Larger Houses,

(Rs.

lakhs)

As on 15t Sept. 1956

As on 315t March 1967

Ordinary Pref. Deben- Total Ordinary | Pref. Deben-  Total
« Shares ~ Shares turcs Shares ~ Shares  tures)
. ACC |, ., 141 — -— Isg 410 - 147 587
(31 30
1. Andrew Yule , . 116 27 _— 143 189 846 10 245
9 (1+3)
3. Bangu? , . e 29 41 7 77 159 s 174 -1
(1-6) 2°5)
4. Bird Heilger. , 113 6o 60 233 241 68 14 383
47 (2-1)
$. Birlr . . 64 168 21 253 9f3 580 411 1913
(5:1) 10-4)
6. Goenka | . . B 16 22 46 24 - 3t 77
(o'9) (0-4)
7. ICI ve T 7 —_ 8 30 7 —_ 37
(0-2) : 0-2)
8. ].K. Singhania . 4 28 19 51 27 53 23 108
(1-0) (0®
9. Tulsidas Kilachand , - 3 -— 12 18 — 30
(o-lg (o-2)
10, Killicks | 150 1 10§ 256 297 13 292 602
(5-2) (3-3)
11, Mafat Lal ' . 3 B -_ 11 I3 20 — 133
@2) (o7
13, Martin Burn . 116 120 28 264 So4 145 9 968
(5°3) (5°3)
13. Sahu Jain . 17 23 30 70 73 28 73 174
(1 4) (o 9)
14. Sarabhai . . N { 1 —— 6 26 1 —
(1) (0 2
14. Sohindiaf . . 13 —_ 68 81 —_— — —_— .
1-6)
16. Shri Ram . .
3 2 47 57 178 63 149 390
(l Ij (2. | §]
17. Surajmul Nagarma) , 35 47 18 110 125 67 4 196
(a2) (1-D
B- - L L]
18, Tata ais 180 200 (I;gg 1556 300 612 2468
The a3+
19. Thupar , . s 3 29 16 77 1
o 5 3 93
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TabLE XI—conid,

I’“)f’"m"‘ m Sha’ &5 a"d D‘bﬂuu,“ (Book ‘['a‘u‘) of L!C as on ‘P‘ 1 9 56 J"d Ist. “ﬂl vy T 96; n
on Is} s .
f 5 3 I ¥ )

. - L (Re. Jakhs)
As on 1st Sept. 1956 As on 31st March, 1967
Ordinary Pref. De¢ben.  Total Ordi -
Shares = Sharcy  tures ° shares " Shams et o
20, Walchand . . 7 4 I 12 204 15 47 267
(0-2) (13
20 Larger Houses 1137 738 665 2540 5459 1593 2069 9131
Percentages . 44'8 29-0 262 100 59'8 17° 8 22'7 100
and Tier Cos, . . 78 —_ —_ 78 249 9 — 253
Percentages . . 100 — -_ 100 97:6 24 - 100
73 Large Houses 1454 935 877 3266 5693 2079 2643 10418
Percentages . 445 286 269 100 547 20°0 253 100
TOTAL (Rs. § lakhs and
above), , . . 2023 1109 1805 4937 10921 1787 4676 18384
Percentages . 40'9 22§ 36°6 100 59" 4 15°2 25 4 100

Figures in brackets are percentages to total investment of Rs. 5 lakhs and above. .

Vs
7.68. Rejected Applications.—Analysis of
rejected applications may provide one other in-
dicator as to whether undue favour to the Large
Industrial Sector was shown by the financial
institutions in their operations., Data on reject-
ed applications relate only to application for-
mally rejected. In the case of the ICICI, which,
unlike other institutions, does not even have
a set form of application, the data on 1ejccted
applications would not cover requests for assis-

tance which were discouraped at the stage of
informal discussions with the authortiey of the
IlClCl, and did not, thercfore, icad 1o a formal
Iapplication for assistance.

7.69. The following table shows the distribu-
tion of applications rejected by various institu.
tions according to the size of amounts applief
for:

Tanrg XII
Nameof TUptore 10to20 20to30 joto 50 50t075 7510100 Above o0 Total Percen-
Institurion lakhs lakhs lakhs lakhs lakhs lakhs tage

IFCY - = "y = * - 26~ - -1 " g g e et e B e =gy e S 7 SRS T1. Je—
ICICT " . L 10 11 3 13 2 3 -3 - 48 - gl
IDBI . . 59 26 21 19 5 ] 12 150 15°4
SFCs . . f64l\\ 46 1 2 . 1 696 717
SIDICs . 14 3 6 1 1 .e e 2% 16

All Institutions 750 97 39 43 13 13 16 971 100
Percentage 77°2 10°0 40 44 13 13 16 100

7.10. In all, 971 applications were rejected by
all the term financing institutions during the
cleven year period 1956 to 1966. Institution-
wise, applications rejected by the SFCs were

31 1&D—23.

the largest in number (696), followed by the
IDRI (150), the IFCI (55) and the ICICI
(45). In the case Of the IDBI, the larger
number of rejected applications during only 2}
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ears of its existence, a large proportion of them
or amounts under Rs. 20 lakhs, is likely to be
due to the policy consideration that it should not
grant assistance in small amounts which could
be granted by other institutions. Size-wise, 750
(more than 75 per cent), of the rejected appli-
cations were for amounts below Rs. 10 lakhs.
The SFCs accounted for most of such applica-

tions. In the size ranges of above Rs. 1-00
crore, 16 applications were rejected and the
IDBI accounted for 12 (75 per cent) of these.

7.71. The table below would show the distri-
bution of the 971 rejected applications accord-
ing to categories of applicants:

Tasre XIII
Name of the Institution Large in- Second  20Larger Sub-Total Indivi-  Other =~ Total  Percen-
dustrial Tier Houses Large In- duals par- Companies tages
Houses dustrial  trerships
Sector &non-
corporate
bodies
IFCI . . . . 13 3 16 e 39 55 57
ICICI . . . . 9 . 6 9 36 45 46
IDBl . . . . 29 1 1§ 30 1 119 150 154
SFCs . . . . 39 4 22 43 175 478 696 717
SIDCs . . . . F . . 2 .. 23 25 26
All Institutions . . 93 s1 100 176 695 971 100
Percentages . 95 o8 52 10°3 18-1 71°6 100

7.72. 1t will thus be seen that the total num-
ber of rejected applications belonging to the
Large Industrial Houses was 93 of which the
20 Larger Houses accounted for 51. There
were no rejections of Large Independent Com-
panies and Foreign Companies. Thus, the
Large Industrial Sector as a whole had 151

rejected applications, as against 871 of the other

categories.

~7.73. We now analyse the reasons for rejec-

tions of applications as given by the institutions
The following table classifics the rejected appli-
cations according to reasons for’rcjection:

8. Assistance required for working capital needs

TasLE XIV
Large In- Second 20 Larger Indivi- Other Total
Type of reasons dustrial Tier Houses  duals, par- Com-
Houses tnerships panies
& Non-
corpo-
rate bod-
ies
1 F 3 4 5 6 7
7 1. Scheme not properly drawn up 1 3 16 20
2. Scheme technically not feasible/economically
not viable . . . . . 3 1 6 16 25
3. Inefficient and unscrupulous management . I I I 19 22
" 4. Weak capital structure . 5 . 2 5 ‘ 34“) 44
5. Inadequate security 5 . 2 7 34 48
. . N/
6. Suggested to raise more resources from other .
sources . . 10 5 43) 53
7. Past working record not satisfactory X I X ;: 16




173

TanLg XIV—COmd.

1 2 3 4 s 6 ?

9. Finance raised from other alternative sources , a .. H 13 18
10, Adverse reports by banks, other firancial ing-

titutions, etc, . . . . . 9 . 5 I a5 s

11, Inadequate information and no follow-up ac- -

tion, . . . . . . 16 3 9 7 123 149

12, Company not eligible . . . . 4 . | 9 3a 45

13. Policy decision of the financial’ institutions 19 2 12 16 41 78
14, Not recommeded due to low priority of pro-

Ject or want of scope . . . . I . . ) 20 a3
15. Company not able to get Government licence

I LR ] LK} L

16, Other reasons . . . . 6 e 5 14 ;; ::

17. Reasonsnotgiven . . . . 8 1 4 101 210 320

TotaL : 93 7 st 376 - 695 971

e —_— D

7.74. Of the 971 applications rejected, The above analysis of the reasons for 1ejections
reasons for rejection were not given in respect may provide some ground ts suggest that there
of 320 applications, While the 1easons for s a lacuna which adverscly atlects concerns
rejection might have been stated by the institu- ioutside the Large Industrial Sector 1 their deal-
tions in a somewhat arbitrary way, some indica- ings with the financial inslitutions.
tion 1of the manner in which the applications !
were treated, especially applications from the . . .
Large Industria] Sector as against others, can “e 7.75. Share of Financial Institutions in Proj-
scen from this analysis. Types of reasons (1), ect Cost.—While in the case of comparatively
(4), (5), (9) and (11) are such that concerns small projects, only one or two insiitutions, may
not belonging to the Large Industrial Sector are  be the SFCs or the SIDCs conceined  logether
likely to be handicapped on these grounds. With a local bank, might participate in financing
The normal expectation from public financial the projects, in the case of large projects, a
institutions is that they would take special steps! Dumber of instilutions so participue. In  the
to help the new concerns in these matters. €arlier years, ie., bclore the setting up of the
What we find is that a very large proportion of ICICI, this was not possible; because there was
Tejections taking place on these grounds (80 only one institution, viz,, the 1FCL - But with
per cent) are in the case of concerns which do  the coming into existence of a number of institu-
not belong to the Large Industrial Houses, tions, all of which are interested in financing
We have no information whether these rejec- new projects of ditferent hinds, a new approuch
tions take place after the institutions have made has developed, namcly, that no 0"‘; 'L"’““:“f{f;
attempts to assist the applicants not belonging Pfq‘flflt‘s a very 'ljarfgc propu_r:ccin ‘iia!‘hcimt?ll:-
to the Large Industrial Sector to overcome some 3,5515“‘“09{ “’*q;‘“e 03" da,lp“’.lwc‘s tmcn‘t.s over @
of the inadequacies and, whethcr in spite of this, ton prcters to spread its 1

3 s - : i d thus linut its own labi-
sy . he rejec- number of projects an .
the deficiencies persist. 11 this is so, the rcj lity and risk. At the same time, as there are

i id ropriate, It will be Sw Salbe L :
:;?:g(lslefim:hgtt: gﬁgst)ferfhi axgginpreasons why the a number of financial mptnluhonsr with fur:}c]ls
setting up of special financial institutions was available for assistance in-one orm - or 'blc
supported even befors Independence was that Other, all of them together caln rf]u.et ahsuc;ll c
sugh institutions, unlike ordinary banks, \ajgpld ﬁirttin? ;lflesggfg:clﬂ nc(\lmdeg;;: :re; Ho;rfd u‘?jr;;
act as promoters of new industry, providing hise artly by market purchases (in the
. oming up or Ppurchases, partly by murke
gﬂfust fas:}l;fsu:,oi;h?ﬁg ;ﬁﬁ};riﬁn}:&% pThc case of investment institutions), and partly by
memgra(r)lda received by us from smaller ltgusipess, &e %lf:\': glfrel:él];l dflsﬁ;;;‘;[:i.bcho:n?ht ;”*:;Ih'l'f:;t
i esentaiive institutions e ; e il
sgﬁie?smﬁglaﬁf“matriﬁi financial institutions, f>rms of assistance are e""ﬁ““f’”"hs'm‘il:r ‘:':g
have not taken adequate swp&;1 to assi;:_ w?md“ﬁ éggx;ﬁ;ﬂerﬁgrym.?w n::t:r:fi(?cr;cdacsgmiﬁ: - lli).:bi-
i the publication of: tiCe ] e e
bq;r:l\_.vers o‘:’ﬁffﬂgfl&gng i spzcial units for  lities as in the case of underwriting and guaran
g;lslist ixl::;esthem in preparing good proposals., tces have become a form of actual assistunce.
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7.76. With a view to finding out what pro-
portion of the project cost was totally met by
all the financial institutions taken together and
whether there was any significant difference in
this respect between the projects of the Large
Industrial Sector and others, we attempted to
conduct detailed analysis in this respect.”® For
teasons indicated earlier, we found it difficult to
pursue this inquiry fully in the case of all the
institutions, and all the projects that they have
financed. We, therctore, decided to use the
data available to us about the projects which
have been assisted by the IDBI since it came

into existence, and in whose cases more than
one institution had been involved in granting
assistance, It has already been indicated that
the IDBI is expected te act as the mam co-
ordinating agency for the public financial insti-
tutions. To some extent, therefore, the data
about the manner i which projects, were ex-
pected to be financed, with the IDBI coordinat-
ing over all assistance, may be considered to be
the outcome of deliberate policy- To that ex-
tent, these data may be more significant than
data based on the assistance independently
provided by each institution. (Table XV).

TabLE XV

NANCIAL ASSISTANCE BY INSTITUTIONS TO
33 COMPANIES*

" PROJECT COST OF AND FI

(Amount in Rs, Lakhs)

Total

“Total 388 9% Promo- §as %
project Finan- of 2 ters’ of 2
House cost cial and
assis- collabo-
tance rators’
contri-
bution
F 3 4 5 6
Large Houses
1. AAC. . . . . . . . . . 8069'0 12600 156 . .
Andrew Yule
2, Nationa] Co, Ltd. . . . . . . . 140°0 80-0 5§77 . ‘e
Bangur
3. Jayshree Chemicals Ltd, . . . . . 336.8 997 29+6 63°0 18-7
4. Andhra Paper Mills . . . . . . . 112647 310°'0 275 250°0 22-2
5. Shree Digvijay Cement . . . . . 365°0 278+ 5 76-3 .. .-
Birla
6. High Quality Steel . . . ' . . 8950 6043 675 2050 22'9
7. CIMMCO ., . . . . . . . 191°0 115°§ 60°§ . e
Kamani Engineering Corp, Ltd, . . . . 211°6 103*5 489 . .
Mafat Lal
9. NOCIL . . . . . . . . . 38873 16600 42°7 1967:3 50°6
10, Polyolefina Industries Ltd. . . . » . 977 2 546°§ 55'9 242'4 24'8
Malindra & Mahindra
11, Mazahindra Ugine Steel Co. Ltd, , . . . . 8s0:0 4449 §2°3 15170 17°8
Parry
12. Herdilla Chemicals . . . . . . . 1009 0 644'$ 63'9 221°0 21'9
Tata
13. Tata Merlin & Gerin Ltd. . . . . . 2261 117°0 51°7 768 338

(13) Attention may also beinvited to the published Reports on the Working and the Administration of the Com-

panies Act, 1956, Government qt‘ India, for the years 1964-65, 1965-66 and 1966-67, which give the results of
studies on the financing of project—cost by Companies making public issues of capital. In 1966-67, 66 com-
panics raised 30.8% of the project cost by way of loans from financialinstitutions and another 2.3% from the
Government. In other words, the 66 companies which made a publicissue of capital in that year, obtained as
much as one-third of the total project cost by way of loans from public financial institutions. Furtfmr, the same
institutions provided un_dcn‘vrmng facilities as a result of whicﬁ ‘another 10%, of the project cost devolved on
them. The total contribution of the financial institutions in the case of these 66 companies thus amounted to

about 43" of the project cost, These data however are not separately

and others, (See Report referred

available for the Large Industrial Sector

to above for the year ended 318t March, 1966-67 ; pp 17-22).

£ These are the companics assisted by the IDBI and other financial institutions on which project-cost data were

available,
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TABLE

XV (Connrnued)

PROJBCT COST OF AND FINANCIAL ASSISTANCL BY INSTITUTIONS TO 33 COMPANIES

(Amount in Rs. lakhs)
Total Total 3 as °, Promo- § s °
House Pfcfgifi Fciir;sim- of 2 l:m; of 2
a.-ist- collabo-
ance rators '
CONtri-
bution
Ruia
14. Bradbury Mills . . 147" 4 45°0 30° ..
Second Tier
Parry (Associate)
15, Coromandel Fertilizers Ltd. . . . . 3674'0 2867 4 18-0 454°S 12°4
Foreign controlled
16. Associated Bearing Co. Ltd. . . . . . 752'0 265:0 352 .
Other Companies
17. Madras Alloy & Stainless Steel . . . . 8oo'0 433°0 41 122'0 153
18. Bharat Electrical Industries. . . . . . 160 29°0 80§ . .o
19. ShriValliappa Textiles Lid. . . . . 709 90 12:7 13°7 19°3
20. Sandur Manganese & Iron Ores, . . . . 179°9 47*5 26-7 27°0 1§°0
21, Chowgule & Co, (P} Ltd. . - . . . 4520 125°0 277 . e
22, Incheck Tyres Ltd. . . . . . . 2770 228:0 823 500 181
23. CTR Mfg. Industries Ltd. . - . . . 93-8 830 B8-% 240 2¢-6
24. Madras Forgings & Allied Industrics. . . . . 650 19°0 29°2 11-¢ 16'9
25. Bombay Malleable lron Castings & Allied Industries. 120'0 86-0 71°2 32°§ art
26, Rammon & Demm Ld. . . . . . . 1863 14107 761 6o-9 327
27. RajPrakash Spinning Mills. . . . . . 666 390 58:6 13:0 19-8
28. Uttar Prade,h Steels . . . R . 1572 680 43-2 453 28-0
29, Solid Containers Ltd. . . . . . 94'0 840 89-4 26-0 276
2598:7 1392:2 536 8799 339
Independen: Large Cos.
30, India Cement Lid. . . 17279 350:0 20°) -—
31, Phillips India . . . . . 3230 81-3 252 .
32, Union Carbide . . 11533 1600 13-9 72'0 62
Sus TOTAL 32042 591-3 18-5 710 62
Unspecified )
33. Indian Mechanisation & Allied Products 38-0 80 21-0 12:1 318
. 286990 114333 39-8 39352 137

ToralL
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7.77. We have becn able to secure such data
for the projects of companies, which were financ-
ed by a number of institutions under the co-
ordination of the IDBl. ln some cases, these
were new projects while in others the projects
were for expansion or diversification. In a
few cases, assistance was requested by conmipa-

nies, which had cxceeded their original cost
estimates. Taking all these projects together,
we find that about 40 per cent of the total

project cost was to be met by the financial ins-
titutions. It should be noted that this does
not include any market purchases by the two
investment institutions jn the shares and deben-
tures of these concerns. What is more notable,
however, is not the overall ratio of assistunce
1o total 'project costs but the fact that in the
case of certain concerns, the proportion of assis-
tance is very high. Among the Large Industrial
Houses, we find that the Bangurs were able to
obtain 76 per cent assistance lor Shree Digvijay
Cement; the Birlas 67 per cent and 60 per cent
respectively, for a high quality steel project and
Cimmco; EID Parry adout 64 psr cent for
Herdilla  Chemicals; while Mahindras, Mafatlal,
Tata and Andrew Yule were all able to obtain
for certain projects assistance exceeding 50
per cent of the total project cost. There were
also concerns—not belonging to the Large
Industria] Sector—wherg the assistance exceeded
80 per «cent of the total project cost, though
the projects were comparatively small.

7.78. It will be noticed that Table XV also
gives data about the contribution of promoters
and collaborators to these projects. There are
11 projects regarding which data about such
contribution have not been furnished to us by
the IDBI. Presumably, these are projects
undertaken by already established concerns and
it i3 contemplated that the part of the project
oost which would not be financed by the ipsti-

tutions would be met from the internal funds
of the compames and some other external
sources. It i1s interesting to note that in this
calegory are included projects for which tne
assistance from the institutions is as high as
57 to 60 per cent. As regards the other 22
projects for which information about the contri-
bution of promoters and coilaborators is avail-
able, it is found that as against the conlribution
of institutions, of 534 per cent to the project
costs, the contribution of promoters and colla-
borators is limited to 24-2 per cent. In 14 pro-
jects, the contribution of promoters and coua-
borators was less than 25 per cent and only in 8
projects did it excced this proportion. Among
the Large Houses, the Bangurs provided 18-7
per_cent in one of their three projects and 22
per cent in another. The Birlas provided 23
per cent for one of the projects, EID Parry 22
per cent in one of the projects, and 12 per cent
in another (Second Tier). The Tatas provided
about 34 per cent on the project included in this
category.

Financial Institutions

7.79. Assistance to Director-Interested Com-
panies.—Private sector industrialists are asso-
ciated in the management of most of the financial
institutions either as elected directors or as
directors nominated by Government or the RBI.
Some of them are connected with the Large
Houses. It is possible that the association of
industrialist-directors with the institutions would
influence, to some extent, the decisions of these
institutions in the grant of financial assistance.
This may happen despite the fact that the con-
cerned director does not take part in the meet-
ing of the Board when the applications of the
companies in which he has some interest are
being considered. The composition of the
Board of Directors of the all-India financial
institutions is shown below:—

TAEBLE XVI

Composition of the Board in 1956

Composition of the Board in 1966

Large Govern-  Others  Total Large Govern- Qthers Total
Name of the Institu- House ment offi- House ment offi=
tion directors  cials as directors cials as
directors directors
IFCI . . . . 1 2 10 13 3 2 7 12
1CICI . . . . 5 1 77 13 6 6 13
IDBI . . . . 4 | 15 20° 3 1 15 19
uUTt . . . . 2 . 7 9* 2 . 7 9
LIC . - . . .e 4 12 16 2 .s 13 15

sThe information relates to 1964-65,

R
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7.80. The Large Industrial Sector is well-

represented on all the institations, tacugh the

of the ICICT are elected by its share-holders,
1 those of the IDBI are nominited by Government.
The assistance sanctioned Yy these  instituticns

representation of Large Houses is speci i
pecially high |to director-i e
- : or-interested companics is shown
on the Board of the ICICI. While the directors Table XVII, P N
TABLE XVII
Financial Assistance Sanctioned by the Term Financing Institutions to Comparies in which
Directors were Interested
{Rs. Crores)
{ratitut] No. of Loans Underwriting
ngtitution compan- - Guaron® Ditect  Investprem
ies  Rupee Foreign Shares Deben- tees Deben-  Total
Currency tures Shares tures
1 2 3 4 L1 6 7 8 9 10
I IFCI
() All director interested 23 7-86 3:66  ©-83 . 1-81 . 14-16
(i) Large Houses (director Interes~
ted) . . . . 6 07§ ©-25 0:65% . 020 . 1-8¢
(i) (¢7) asP/, of (i) 26-1 95 68 783 . 11-0 . 13-1
(fv) Total assistance . 340 151-14 40-06 15°09 420 48:%7 3-50 2632-5%
(v) (D as% of (iv) 68 52 91 55 37 . 54
2 ICICI
(0 All director interested 47 567 21-33 3:19 290 . 1-07 ‘e 3416
(ii) Large Houses (director interes-
ted) . . . . . 34 400 I18-33 1-8% 2-15 022 26-5%
i) (i) as% of () 72°3 70°5 859 sBo 741 306 77:7
(iv) ‘Total Assistance . 425 33-84 To3-56 1786 1007 2:26 388 o050 17196
(v) (i) as% of (iv} 1-1 168 206 179 288 27°6 199
3 IDBI (Direct)
() All director interested I 34:76 6:79 o070 710 4936
(i) Large Houses (Director Inter-
ested) . . . . 7 15-81 396 0-40 1-98 axIg
Gt (i) as % of () 636 45°5 84 429 279 “9
(iv) Total assistance . . 71 6423 I4:40 130 1)-02 92:93
() (Das%ofGv) . - . 155 168 47'2 53’8 sS4 531
4 SFCs @
() All disector interested 67 933 459 400 ive:
i usges (director interes-
L2 1{?:5': .Ho S. ¢ ". . . 7 043 193 o-83 319
i) i) as% of () . 10- 4 46-1 420 208 17°8
(iv) Total assistance 420 62°42 10-04 1120 raes
(v) () as% of (iw) 160 149 45'7 357 22
@E;cludcs assistance below Rs. § Lakhs,
A1 be seen that there is some Cor- which the directors were interested.  Out of
7.81. It will this, more than three-fourths  was o Large

relation between large house representation of
the Boards and the quantum of assistance grant-
ed. The ICICI sanctioned almost one-{ourlh
of its total financial assistance to companies 10

House Companies in which its directors were
interested.  The proportion of the IDBI's dircct
financial assistance to companics 10 which
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dircclors were invested was even higher (53-1
percent), Nearly 45 per cent of such assistance
went 1o Large House Companies, but this is
mainly due to the very large amount of assistance
granied to only one House—viz.,, Mafatlal, 1a
the case of the IFCI, only 5-4 per cent and in
the SFCs only 21-2 per cent went to such com-
panics. The share of Large House Companics
in this was relatively small,

7.82. Unsystematic Proliferation of Institu-
tions.—OQur examination of the assistance grant-
ed by specialised financial institutions to private
sector industry shows that whilst originally there
was a clear cut distinction between the role of
the 1FCl on the one hand and the SFCs on the
olther, as other institutions have come to be
established, considerable duplication and over-
lapping have developed.

7.83. The setting up of the IDBI and mak-
ing the IFCI virtually its subsidiary, seem to
have served no purpose. The SIDCs have been
sct up principally because the SFCs were found
not to be adequate for the functions expected to
be performed by them. The ICICL was set up
(cven though earlier it had been contemplated
that the foreign currency loans to be made avail-
able by the 1BRD should be provided throuch
the 1FCI, apparently because it was felt that
a purely private sector institution would be able
to function more cfficiently. The original idea
that the share holding of the ICICI would be
so spread that no business groups or Houses
would be able to have a domimant voice in its
control was not reflected in the constitution of
the body. The result was that a few Large
Houses have dominated it right from its incep-
tion. Secondly, not only has the TFCI extended
its function to provide foreign exchange loans,
but the ICICT has also been given the special
advantage of a large interest free loan which
makes it a public financial institution used by
certain Large House interests for financing the

private sector.

7.84. Not only has there been a proliferation
of institutions with overlapping and duplication
of functions but even institutions set up for
other purposes have, to some extent, entered
the field of financial assistance. The LIC and
the UTI have not only been investing their funds
in the scrips of private sector concerns but
have also entered the ficld of underwriting to-
pether with the term financing institutions. The
LIC has also recently beoun to provide term
loans to private sector industry. The SBI has
entered the field of granting medium term loans
in addition to its normal banking functions.
These institutions which in a sense are all public
financial institutions and onerate directly or
indirectly (cxceot for the SIDCS), under  the
sunervision of the Ministry of Finance used to
act lareely indevnendently.  Till recentlv, there
wase little coordination in the working of these
institutiong but this is now heing attemnted
- ~der the guidance of the TDBI. There has,

however, been little clarity about the policies to
be pursucd by each institution separately ang
by all of them together in the field of financing
the development of private sector industry,
With the exception of the SFCs and the SIDCs
all other financial institutions confine their assis.
tance to public limited companies. This, com-
bined with the small proportion of assistance
distributed by the SFCs and the SIDCs, result
in public limited companies obtaining a very
large share of the financial assistance available,
The same public limited company can obtain
assistance from a number of institutions, Re-
cently, co-ordination of assistance activities has
even taken the form of the all-India institutions
distributing among themselves the total project
cost less whatever share is expected to be pro-
vided by the promoters and collaborators.
Thus, each institution limits its own share in the
assistance provided to an individual project, but
together all the public financial institutions
provide a large part of the project cost.

. 7.85. At the same time, as no single insti-
tution is wholly responsible for providing finan-
cial assistance, the machinery built up for
technical and cconomic scrutiny of the pro-
posals js inadequate in most of the financial
institutions,  Little attempt has as yet been
made especially by the all-India financial insti-
tutions to carry out one of the original expec-
tations, viz, that they would provide assistance
to established entrepreneurs not only by way of
financing but in various other ways, so as to
facilitate the growth of industry and new entre-
preneurship.  One of the complaints received
by us from a number of quarters was the un-
helpful and bureaucratic attitude of many finan-
cial institutions, and the prolonged delays in
dealing with applications. It is true that such
complaint is not so much against the TCICI but,
in their case, the dealings are somewhat selec-
tive.

7.86. Lack of guidelines.—No clear guide-
lincs as to the priorities that the financia] insti-
tutions should follow have been laid down
cither by the Planning Commiission nor by the
Ministry of Finance. Guidelines laid down in
the case. of the IFCI have been so vague as (o’
serve no real purpose. Only one major change
in the IFCIs attitude has developed as a result
of the priorities decided; the assistance given by
the TFCT helped to develop the co-operative in-
dustries and especially the co-operative sugar
units. Otherwise, the fact that an applicant has
an industrial licence seems to have been taken
as adequate proof of the importance and priority
accorded to the industry by Government. The
result has been that private sector industries.
even of comparativelv low priority, have received
finance from the financial institutions, while
hish priority industry in the nublic sector had
to en slow as a result of financial scarcity.
Similarly with the very uneven distribution of
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funds betwecn. the all-India institutions and
State level institutions, the financial institutions

have played little role in the regional distriby-
tion of industry.

7:87. As regards the LICs, as mentioped
carlier, one of the bases of its investment policy
15 expected to be that it should serve the larger

economic and soqial considerations beneficial to.
the country. This aspect of the purposes of

nationalised life insurance has tended to be
overlooked in regard to LIC’s investment in the
industrial sector. Further, the assurance given
by the then Finance Minister at the time of
nationalisation that “it is not Government's in-
tention to direct flow of funds—that is large
dimensions of the present funds—to the public
sector to a greater degree than at present” has
been interpreted' 10 mean that the LIC must
maintain the same ratio of investment in the
private sector from its investment fund as was
the case in 1956. It may be recalled that the
Finance Minister had specifically indicated that
the question was open and that he had com-
mitted Government only to maintaining the
same absolute amount, the investment of addi-
tional amounts being dependent upop the share
of the public and private sectors in the overall
development effort and especially in priority
industries. The result has been that the book
value of the LIC holdings in the private sector
has increased over three times while at the same
time, as mentioned earlier, there has been a
scarcity of resources for important public sector
investments. .

7.88. Till 1966, there was no definite policy
on the part of the financial institutions regarding
the assistance to be provided to companies
belonging to the Large Industrial Houses as
against others. This was somewhat surpri-
sing in view of the fact that one of the major
reasons why the setting up of such specialised
institutions had been recommended from the
beginning was that they should assist new
entrepreneurs ang also comparatively less known
companies to develop, because they would find
it difficult to obtain financial support from_the
capital market. As a result of the enquiry into
its working and subsequent Government direc-
tives, the IFCI began to keep in mind thi]_t_lt
should not give too much assistance to any single
group of companies and submitted such propo-
sals to the Ministry of Finance, or the IDBI.
In contrast, the other institutions seem to have

had no such policy.

71.89. Conclusions.—To recapitulate our nrain
conclusions about financial assistince,  we tind
that the overall pattern of distributivn of ussis-
lance 15 similar among the three main all-India
linancing institutions, viz., the IFCI, the 1CICI
and the IDBL  The share of the Large Jodus-
trial Sector is predominant, that of the 20 Lar-
ger Houses is very large and a few individual
Houses get a major share. This is even more
so regarding the assistance granted by the 1CICI
and the IFCI in foreign curency loans, which in
a situation of acute foreign exchange scarcity
provides a major advantage to the recipients,
In regard to underwriting, we fing that u very
large share of underwriting, assistance went to
the Large Industrral Scctor. Morcover, the
amount devolved on the institutions js actually
larger in the case of concerns belonging to the
Large Industrial Scctor than in the case of other
companies. The entry of the LIC, the UTI and
the SBI in this ficld has worscned the position
in that they seem to favour the Large Industrial
Sector even more in their term fimincing acti-
vities. The public sector banking institutions
are also found to extend favoured treatment in
the credit facilities offcred by them to  the
Large Industrial Sector. Not only does Jlarge
scale assistance go to the Large Industrial Sec-
tor but the share of the 20 Larger Houses is
very large and a few Houseg bencfit most. The
House which seems to benefit most is that "of
Birlag, the others being Mafatkil, Tata and
ACC. In the investment portfolio of the LIC
also, the position in 1966 ag compared to that
in 1956 shows a clear shift in favour of the
House of Birlas.

7.90. This disproportionately large share has
not been related either to any particular s¢heme
of Plan priorites or any other objcctives. No
doubt,this assistance has been provided in most
cases to projects for which an industrial Jicence
has been granted. A very significant part of the
project cost has been met 'in many cases through
assistance from public financial institutions,
This has meant that control over large projects
had been obtained by their promotors without
adequate contribution of capital funds by them-
selves and their collaborators. They have
obviously not been able to mobilise adequate
funds from the capital market and relied to a
large extent on the financial institutions. The
large amounts made available 1o the Large
Industrial Sector by the financial institutions in
the form of loans and debentures combined with
the significant equity that all the financial insti-
tutions together (the most important one being

L recall that at the time of nationalisation of life inwurance companies and establishment

o9 E?:*EOE?&ngur?;ge Conl')ora[ion.lhe then Finance Minister (Shri Chintaman Deshmukh) tad made the

qmtément that the Life Insurance Corporation of India would maintain the level of 1s iNvestments in tl.(c’
‘priVate sector more or less at the seme relative level at which all the then ll"l\l.lrllncf comnan-en Fed investe

their funds in the private sector prior to the nationalisation. The level was 20°/, of the total agurepate

life fund of the comoanics.
the proporti
Statement o

311 & D24,

The life Insurance Corporation of India has frnm 1946 onwards h:jrnhm.jl:n.uln.ulnl
n has not steoped up its iNvestments m the private sector in any vear hevond this level,
?S::Iic:’.é.gsghi.MiElislcr of State. Ministrv of Finance. inthe Raiva Sahha . 71h March, 1944,
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the LIC) have held clearly shows an undue pre-
fcrence to the manugements of the concerns in
this Sector.  As we have already indicated in
Chapter 11, the policy npormally followed by
these institutions, and especially by the LIC, of
nut interfering with the management of the con-
verns in which they hold equity and usually not
cven appointing any Directors  on the Boards,
has made the LIC 3 sleeping partner for the
managements of concerns in the Large Indus-
trial Sector. Similarly, where large scale assis-
tance in the form of loans and debentures has
been provided, the public financial institutions
have denmied to themselves and, therefore, in-
directly to the public exchequer the possible
benefit from capital appreciation. There is also
little attempt to have adequate representation
on the Boards where such large scale assistance
is provided, and even where such representation
is obtained, till recently the representatives
oficn used to be private industrialists.

7.91. The lack of any clear policy guidelines
by the Planning Commission as well as by Gov-
crnment has obviously been an important reason
for the policies pursued by these institutions in

the matter of financial assistance. But, the close
association of the representatives of the Large
Industrial Sector with the management of these
institutions has also played an important pari.
While undoubtedly the institutions may require
the advice of persons with practical expericnce
of industry in order to carry out their functions
propetly, large representation on the Boards to
representatives mainly of the Large Industrial
Sector cannot but affect their policies regarding
assistance. The fact that the ICICI both in its
foreign exchange loans and overall assistance
has given a very substantial share to the Large
Industrial Sector can be gascribed to some ex-
tent to the predominant representation of this
scctor on its Board right from its inception.
Even Government nominees appointed on these
Boards to some extent consisted of represen-
tatives of the Large Houses. Government had
decided that the LIC will not use its share-
holding in the ICICI for the purpose of obtain-
ing representation on its Board. This policy of
self-denial together with nominations of in-
terested persons could not but lead to undue
preference being shown in the assistance
granted by these institutions.
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CHAPTER VIl

CONCLUSIONS AND RECOMMENDATIONS

8.01. Resume of Conclusions,.—We were ask-
ed to examine how the industrial licensing sys-
tem has operated regarding the share obtaincd by
.the Larger Industrial Houses in the licences
issued and the shutting out of other entrepre-
neurs and also how far the results of its working
were in consonance with the Industrial Policy
Resolution of 1956, It should be remembered
that the licensing system did not always have
before it clear guidelines about these matters.
The IDRA attempted to set up a system which
would bring “under Central control the devclop-
ment and regulation of a number of impurtant
industries, the activities of which affect the
country as a whole and the development of which
must be governed by economic factors of all
India import”, and it was also thought that
“plapning of future development on sound and
balanced lines” could be secured through the
use of licensing. It was, however, ap[arent
from the beginning that licensing had to be used
in combination with various other instruments
at Government's disposal if the major objectives
of its Industrial Policy and Plans had to be
attained. While the necessity to use these
different jnstruments in a well-designed combi-
nation was realised even at the time of the First
Five Year Plan, adequate operational methods
for such co-ordinated use of these instruments
were never devised. Our examination of the
working of the financial institutions clearly sug-
gests that there was inadequate co-ordination re-
garding the use of licensing and financial as<1s-
tance—the two most important instruments
available to Government for regulating, guiding
and assisting industry in the private sector.

8.02. We have already pointed out that while
the general objective of preventing concentation
of economic power and monopolistic tendzncies
was emphasised on a pumber of occasions from
1948 onwards, no specific instruction was given
that the licensing authorities should keep this
purpose in view. Our studies show that licensing
in the earlier years Wwas guided for more by
technical than by economic leave alone soc:a_l,
considerations. It may, therefore, not be consi-
dered surprising that during a large part of the
period of our inquiry. not only was no attempt
made to use licensing to prevent the further
growth of the Larger Industrial Houses, but the
process actually worked in their favour. It was
only in 1960 that the problem of concentration
and disparities was specifically posed, leading to

the appointment of the Mahalanobis Comuanttee
and later to the Monopolies Inquiry Commission.
After the report of the MIC was published in
October, 19635, for the first time a list of Large
lndyslna] Houses (or Business Groups)y  with
their composition was availuble to the licensing
authorities. Even after this no clear direction
was issued to the licensing authoniuies and the
financial institutions regarding how they should
treat applicants from Large Houscs.

8.03. Unlike the objective of preventing
concentration of economic power, the objecuve
of planned industrial development had  been
accepted as relevant for the licensing  system
right from the beginning. However, for reasons
that we have alrcady discussed in the previous
Chapters, the licensing system as it actually
worked could not ensure the devclopment of
industries mainly according to Plan priortics.
The lack of clarity about Plan targets and their
implications in terms of creation of capacity, the
failure of the planning authoritics to work out
inter se priorities among diffcrent industrics, the
uncertainty about resources that prevailed, and
the non-availability of any properly worked out
industry Plan on the basis of which individual
decisions on licensing could be taken within a
ratiomal framework—all these contributed to the
inadequacies and failure of the licensing system.
Difficulties in defining the concept of ‘capa-
city’, combined with a persistent failure to work
out clear ideas on the subject, made the position
worse. The result was that such industrial
development as took place according to the
priorities indicated by the Plans was either in
the public sector or to the extent it was found
anyway profitable, in the private sector. Licen-
sing failed to prevent the growth of capacity in
less essential industries; and it could not he
expected directly to ensure the creation of
capacity in the more essential ones.  The
Planning Commission’s  Vaguencss about the
importance to be attached to the targets given
and its failure to insist on maintenance of the
priorities indicated also contributed to this
development.

8.04. Tmport substitution was onc of the mmin
objectives of the Plans. The role of liceusing
in it had to be confined to ensuring that within
the framework of development laid down, such
saving of forcign exchange was attempted as wal
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consistent  with the long-term objectives ot
devclopment and self-reliance. Our study of
licensing together with other accompanying
measures such as authorisation of capital goods
imports and approval of foreign collaborations
shows that these did not in many cases op:rate
cflectively towards the attainment of the objective.
While the ‘indigenous angle’ was emphasized
in authorising capital goods imports, in
numerous instances capacities were premitied to
be created in less essential industries while the
more essential ones were starved of resourccs.
Foreign  collaboration agreements including
foreign equity participation were permitted in
non-essential areas and in repetitive ways. Short-
term balance of payment considerations ‘sere
allowed in many cases to outweigh the long-tarm
impact on import substitution and self-reliance.
Forcign or foreign associated concerns were
permitted to establish capacities in  industrics
where and when they had no special contribution
to make, to the disadvantage of indigenous
manufacture and technical know-how.

8.05. Regarding regional dispersal, the licen-
sing system, as we have already pointed out,
could have played only a limited role. A more
positive role would have been possible if there
had been industry plans regarding the develop-
ment of important industries on a long range
basis, broadly indicating the appropriate regional
dispersal of the industry. In a few cases like
fertilisers where attempts were made from time
to time to work out such plans, licensing did
attempt to ensure regional dispersal. In the
absence of such plans, however, there was litle
that the licensing authorities could do in this
respect. Our studies show that from time to
time, the licensing authorities attempted to favour
locations in industrially less developed States,
and these have resulted in some industrial units
being established in such Statcs. However, not
many proposals for location in industrially .ess
developed States were received, and in somé ol
them, where licences were granted, implementa-
tion was poor. There was also the practical
difticulty that licensing could not discriminats
among States, especially as there was no gene-
rally agreed list of industrially advanced and
backward States or regions- The problem of
favouring better locations also came up against
strong political pressures as in the case of the
sugar industry. Such pressures led to licensing
more capacity than necessary, or alternatively,
distributing capacity among uneconomic units s
as to satisfy the demands for location from a
larger number of States. The growth of sinall
and medium industries could be encouraged
through the licensing system only in arcas whers ”
reservations for certain products or processcs
could be successfully enforced at an appropriate
stage of the development of the concerpned indus-
tries, and these were accompained by supporting
measures such as technical, financial and marke-
ting assistance. We have also observed how, in
a number of instances. this objective was over-

looked either because of a lack of clear guidelines
or because the authorities apparently gave way
to verious kinds of pressures.

8.06. In the matter of ensuring that the
approach laid down in the Industnal Policy
Resolution regarding the role of the public, co-
operative and private sectors, the licensing sys-
tem could not do much by itself. The lack ot
growth of the public sector to any sigmficant
extent in industries listed in Schedule ‘B’ cannot
be principally ascribed to a failure of the licen-
sing authorities. The cause of this failure to a
large extent lies elsewhere. The same can be
said about the failure to help the developinent
of the co-operative sector in industry. Our
studies, however, show that when there was a
choice b:ctween the public sector on the one
side and the private sector on the other, the
licensing authorities in some important cases
took decisions in favour of the private sector.

8.07. Finally, what can be clearly stated about
the licensing system is that even within the
limits of the system, the attempt to ensure the
attainment of its specific objectives was half-
hearted. Licences were issued In excess ot capa-
city targets even in non-essential industries. In-
fluential parties and Large Houses were per-
mitted to pre-empt capacitits. The follow-up of
licences was unsystematic and licences remained
unimplemented for long periods without any steps
being taken to revoke them; at the same Lme,
others were refused licences on the ground of
no scope. When authorising capital goods im-
ports, the scrutiny in important cases was SO
mnadequate that a number of concerns were abie
to establish capacities far in excess of those
licensed to them; and the plea of substantial ex-
pansion at little or no foreign exchange cost was
later used as a method to obtain regularisation.
In quite a few cases, regularisation was permitted
even without any such formality. Production far
in excess of licensed capacity has gone on for
years in the case of a number of concerns with-
out Government taking aony steps.

8.08. To recapitulate our general conclusion
in the earlier Chapters, the licensing system
worked in such a way as to provide a dispropor-
tionate share in the newly licensed capacity to a
few concerns belonging to the Large Industrial
Sector. The maximum benefit of all this went
to a few Larger Houses, OQur conclusion, there-
fore, is that the licensing system was not pro-
~perly organised for the purposes which it was
:expected to achieve; the authorities concerned
| were not clear about these objectives and no
clear guidelines for their attainment were ever
,Jaid down. The result has been that the licens-
ing system has not contributed adequately to the
attainment of the social and economic objectives
of the Industrial Policy Resolution and Plans.
The licensing system by jtself, however, can only
bs held partially responsible for this failure.



8.09. Licensing to continue.—The question
now belore us is whether, in spite of its tailures
in the past, the system should be maintained
with necessary improvements in its orgamsatinn
and procedures, or it should be abandoned, We
have received a large number of memoranda
from individuals as well as various prolessional
organisations, and study of these reveals that
there is agreement on the necessity to maintain
the licensing system in some form while removing
its defects. Specialised bodics set up by Gov-
ernment have also made recommendations tw
Government, All of them supgest not abolition
but modification of the licensing system. The
Swaminathan Committee and its successor,
while examining the procedures of industrial
licensing, came to certain conclusions about the
manner in which the scope of licensing should
be modified, and following this Government has
implemented a policy of delicensing a number
of industries, It has been stated! that such de-
licensing has been effected in the case of indus-
tries in which no significant import of capital
yoods was involved, which could be considered
as of sufficient priority to encourage their deve-
fopment and which would not be expected to
intrude into fields reserved for small scale
industries, We are not certain that all the
industries delicensed satisfy these criteria.
- Following another recommendation of the Swami-
nathan Committee, the exemption limit was rais-
ed in 1964 to Rs. 25 lakhs so as to reduce the
number of undertakings regarding which scrutiny
will have to be made by licensing authorities and
also in free undertakings of this size from the
difficulties involved in the licensing process.

8.10. Prof. R. K. Hazari, to whose Report oa
Industrial Licensing® a reference has already
been made earlier in our Report, recommwead-
ed that this exemption limit should be raised fur-
ther to Rs, 1 crore. He justified this pruposal
on similar grounds. More recently, the flan-
ning Commission in the Draft Fourth Five
Year Plan has suggested a revision in the scope
and operation of the licensing system as a part
of an overall “revision of the present revime of
controls”.$

3.11. All these indicate that there 15 a wids-
spread realisation that, in the conditions that exist
in Iudia. if the problems that the country faces
are to be solved with speed, we cannot but con-
tinue on the path of planned development tnat
we have adopted. If industrial development is
to take place as a part of an overall development
Plan, and at the same time w¢ have to atteinpt
to achieve the objectives enunciated in the Cons-
titution and spelt out in the Il}dUstnal Policy
Resolution of 1956, it is essential to have an
instrument for industrial planning such as the
one forged through the Industries {Develop-
ment and Regulation) Act.
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8.12. Preventing Economic Concentrativa.—
As three out of our four  lerms of  Relercove
were speahically related to the undue advantage
obtained from the hicensing system as well as
the financial institutions by the Larger Indus-
trial Houses or, to use the concept that we have
used, the “Large Industrial Scctor’, it would be
appropriate imtially to deal with the  quesuon
whether we expect licensing in future to play an
effective role in preventing such advantage Irom
accruing to the Laree Industriak Sector, It is
our view that licensing has only a small role w
play in respect of this objective of  preventing
concentration of cconomic power, buth in  the
sense of the growth of Large lndustiial Houses
and concerns, and in the sense of productwise
monopolics. The major instrument for the at-
tainment of this objective is the proposed Mono-
polies Commission, and a Bill for this purpose
‘has alteady beca introduced in Parliament.  We
hope that as a result of this proposed legislation,
a Monopolics Commission will be sct up with
sufficient powers and adequate organisation o
deal with the problems of concentration of econo-
mic power as well as product monopolics.  Such
an organisation can effectively prevent undue
growth of an individual House in a varicty of
.ndustries for which there is no special techaival
ar economic justification. It will also be usclul
in preventing the misuss of monopolistic power
where product monopolics arc involved,

8.13. The limitation of the licensing instru-
ment in this respect is that it is not only a ne-
gative instrument but it can only be used for a
specific purpose, viz., permission or refusal of
permission to start a new unit or to cxpand exist-
ing capacity. Wc have come across many ins-
ances where applications for licences were made
in various names—individuals as well as busi-
ness concerns—though the ultimate beneficiary of
the licence was expected to be a particular In-
dustrial House. It would be difticult for the
licensing authoritics in every case to find out
whether and to what extent an applicant is re-
lated to an existing Industrial House, and whe-
ther after obtaining the licence, he intends to
bring in some Industrial House for the imple-
mentation of the licence. Morcover, when we
find that this practice was not uncommon ¢vefl
at a time when there was no  definite policy
acainst permitting Large Industrial Houses to
grow further, the use of various subterfuges to
obtain licences through nominees or to acquire
control over concemms which have _nhlaincd
licences is likely to become more widespread
when such a policy is clearly laid down. We are
indicating later in this Chapter the manner in
which industrial licensing can be used as an ins-
trument for preventing the growth of concerns

(1) Vide para 3°56 .
(2) tlazari,R.K. Finsl Report ,Industrial P !
(3} Government of India, planning Commission

lanning ard Liceming Polcy. 1967, p. AT,
; Draft Fourth Five Year Plin{1909-74 ; pP- 26-27.
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associated with the Large Iodustrial Sector in
certain fields of industry. Licensing can also be
so used as to prevent unduly large capacities be-
ing given to existing producers with the object
of prevenling monopolistic control of certain
products. But as mentioned earlier the objec-
tive of preventing concentration and further

growth of the  Large Industrial Sector has lo be’

attempted principally throuZl other means;” This
may include, in addition to the proposed anti-
monopoly legislation, the use of proper fiscal de-
vices and also what has been emphasised from
the time of the Second Five Year Plan, the
use of the public sector,

8.14. Later in this Chapter, we shall deal in
detail with the manper in which financial
institutions should operate in combination with
licensing and other instruments. At this stage,
however, we would like to deal with a major
aspect of the role of the financial institutions
with reference to the ptevention of concentra-
tion of economic power on the one hand and
the growth of the public sector on the other.
We have indicated earlier in our Report that,
though it was contemplated in the Industrial
Policy Resolution of 1956 that in a number of
newly developing industries listed in Schedule
‘B’ the State will play an increasingly active
role, in fact this has not happened to any
significant extent. One of the main grounds for
this failure is said to be the lack of financial
resources available with the public sector for
further development. We have already seen

how, what in our opinion is a wrong interpreta-

tion of the assurance of the Finance Minister at
the time of nationalisation of life insurance, has
resulted in investment funds which could be
made available by the LIC (o the priority indus-
tries in the public sector being diverted to the
private sector. We have also seen that a
number of new industrial projects in the private
sector have been established only on the basis
of a large proportion of their costs being met
through financial assistance provided by public
financial institutions. In many concerns the
State, through the LIC and other financial
institutions, holds significant proportions of
equity capital. But this equity has not been
utilised for effective participation in the manage-
ment of these concerns. By providing a large
part of assistance in the form of debentures or
loans, the public financial institutions have also
denicd themselves a share in capital apprecia-
tion.

8.15. The Joint Sector.—It is our view that
a thorough change in these policies is necessary.
Where a very large proportion of the cost of a
new project is going to be met by public
financial institutions either directly or through
their support, normally these projects should be
set up in the public sector. This does pot mean
that ordinary shareholders and even some
private concerns may not be associated with
such projects. The Companies Act already has

provisions relating to Government companies
under which equity ir such companies can be
shared by Central and State Governments and
private parties,. There would be two main
advantages of this policy. On the one side
private interests—and in the case of large
projects these are likely to belong to the Large
Industrial Sector—would thus not be permitted
to build up huge industrial empires and obtain
the benefits accruing from them while essentiaily
using in large part public funds and support for
such development. On the other hand, the
objection raised to permitting large projects to
be developed, even though such a size might be
necessary on techno-economic grounds, because
of the fear that this would help build up a
private industrial empire would become irrele-
vant. On both these grounds, therefore, it is
necessary that such projects should be treated
as belonging to the public sector.

8.16. We do not propose to go into details
about what proportion of project cost being met
from the State sector should be treated as the
cut-off point for including a project in the public
sector. There would also be the question
whether such proportions should be applicable
to all industries upiformly or they should vary
from industry to industry. We suggest that
Government should lay down policies in this
matter on the basis of considerations such as
the availability of personnel and organisation,
and also the private partners, Indian or foreign,
that have to be associated with particular pro-
jects, their experience and background, and the
extent of their participation. It may be that
for some time to come Government might decide
to permit projects with significant proportions
of public financial assistance to remain in the
private sector. In that case, however, we would
like to emphasize that they should be clearly
treated as belonging to the ‘joint sector’ and not
to the private sector. The ‘joint sector’ would,
in our view, include units in which both public
and private—investment _has taken place and
where the State takes an active part in direction
and control. T

8.17. We consider it important that when
public sector financial assistance on any signi-
ficant scale is provided for the private sector,
not only should an appropriate share in the
benefits accruing from the project after it is
completed be available to the State, but the pro-
ject should also necessarily be treated as belong-
ing to the ‘joint sector’, with proper representa-
tion for the State in its management. This
purpose may be achieved by the Financial In-
stitutions insisting on the whoje or part of their
assistance in the form of loans and debentures
being convertible into equity at their option and,
if necessary, the law should be amended to pro-
vide for this. It also follows that equity hold-
ings of various public financial institutions, the
most notable among them being the LIC and



the UTI, should be eflectively used for enlure-
ing the role of the State in the management ol
private sector industry,

8.18. We need not go into the details of the
organisational devices for this purpose. It will
obviously be necessary to create a suitable well
trained managerial cadre of full time Public'
Directors who will represent the State on the
joint sector industrial comcerns. In view of
what we are recommending later regarding
financial institutions, probably the best agency
to which this whole task may be entrusted would
be the 1IDBI. However that may be organised,
we would like to emphasise that the idea that
financial assistance and even equity holdings
should not be normally used by the State and
the public financial institutions for appropriate
participation in the private sector concerns so
assisted needs to be firmly sct aside. This
would ensure that the management of indusiry
is conducted according to the overall policics |
laid down by Government, and that public
interest and not merely private profit would
guide the operations of large industrial under-
takings in the private sector. This would also
be an important means of curbing the increas-.
ing concentration of economic power, Thus the
development of the ‘joint sector’ on these lines
is, in our view_ an important instrument {or the
attainment of this objective, and it is likely to
be more effective than licensing,

8.19. Other Objectives.—LEven for the attain-
ment of objectives other than the prevention of
concentration, namely, the growth of industrially
balkward regions, that of small and medium
industries” and import substitutior, the role of
licefising will be somewhat limited, As a
negative instrument, licensing can prevent wrong
locations, but it cannot necessarily Turther right
locations. It should also be remembered that
even if, in order to ensure better regional dis-
tribution, licences are given for locations in
hitherto less industrialised regions, these might
not be implemented. This has happened in the
past. Similarly, licensing may prevent the
development of large scale units where it is con-
templated that small scale units can be econo-
mically efficient and socially desirable; but i

cannot by itself ensure the growth of the small

scale units. It can similarly prevent the bringing

units which are
either of low priority or which in their opera-
tion would require large scale maintenance 1m-
ports over a long period. But it cannot by itself
help bring into existence the more desirable
industries. All these limitations of licensing as
an instrumenmt have to be taken into account
when considerating its future role.

8.20. Detailed Industry Plans Essential for
Licensing.—Our rcview of licensing has clearly
revealed that on: of the reasons why licensing
is ineffective in most cases is that there iIs no
properly worked out overall framework or plan
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of development on the basis of which individual
decisions on lhicensing can be tahen by the coun-
cerned authoritics. 1 a licensig decision has
to be a rational one, taking into account the
overall requirciients of the industry and the
cconony, it has necessarily to be based upon a
previously worked out detailed plan of develop-
ment of the particular industry.  This would

 have to be a plan which fits in with the overall

scheme of economic development contemplated
for the country and the expected inter-industry
relationships in the projcctcﬁwcrind. It has also
o take note of the availuble technologies and
im view of these, decide what would be the
optimum one in our conditions and for how
many projects, what the tolal number of pro-
jects should be and how they should be phased,
what the locational distribution of the projects
should be and which of the locations  should
come earlicr and which later.  Moreover, takine
note of the fact that in many industrics the
gestation periods run into a few years nd in
some they may run for longer than one Plan
period, the licensing decisions taken during one
Plan pediod have to be related to the scheme
of development cnvisaged not only for that
Plan period but for the next one, if not for the
next but one. The detailed plan for the indus-
try has, therefore, to cover a ten year period, if
not a fifteen ycar one, and it has to be coor-
dinated with the overall perspective plan for the
country. Dectailed planning would be necessary
for all the industries where industrial licensing
is to be used as a positive instrument for co-
ordinated and planned development,  Without
detailed planning, decisions relating to applica-
tions for licenccs, whether in  terms of sire,
technical process or location would continue
to be ad hoc and purely discretionary in cha-
racter. In that case, the various faults that the
licensing systcm has been found to suffer from
cannot be avoided,

8.21. Licensing in the Core Scctors.—Wilh
all the possible improvements in the machinery
for detailed industrial planning—-both in  the
Planning Commission and in the various deve-
lopmental agencics such as the concerned Minis-
trics, the D.GT.D. and other technical autho-
rities, the Development Councils, etc.,—it i«
not likely that such detailed and fully co-ordi-
nated plans will be formulated in respect of
all the industrics that are included in the Sche-
dule to the IDRA. What is important, how-
ever, is that industries that conslitute the basic,
strategic and critical sectors of economic de-
velopment should be so planned. This would
include all the industrics whose products enter
into the production processes of a larpe number
of industries, those which are potentially cap-
able of production for Defence requirements
and those whose development is crucial for the
overall economic growth of the country. This
sector may include industrics such as  basic
metals, heavy machine building and heavy
chemicals.  As indicated in our review, especially
in  Chapter VII, a major rcason for Plan
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priorities mot bcing observed in the licensing
process was that the overall requirements of
investment as well as foreign exchange, if all
the targets laid down in the plans were to be
attuined, were much larger than the available
resources. The result wag that the grant of an
industrial licence could not ensure that resources
for the setting up of the industrial unit would
actually be available. There was, therefore, a
scramble for resources in which prioritics often
came to be overlooked. Once it is decided to
work out detailed plans for the sector comprising
basic, strategic and critical industries, it will be
possible to ensure that licensing decisions in these
fields are based on the framework provided by
these plans.  This would provide criteria to ensure
rational decisions and avoid ad hoc and arbitrary
ones. It is true that a significant proportion of
the projects to be developed in this sector of
industry might be those reserved for the public
sector. To that extent, of course, licensing
would not be important, However, it is likely
that quite a number of projccts even in this area
would have to be developed in private or rather
the ‘joint scctor’ as we have explained above.
Here, licensing can play a crucial role because
proposals submitted by different applicants would
have to be considered within the framework
provided by the plan for the industry. Because
of the existence of the framework, and also be-
cause the number of proposals to be consider-
ed would be small in relation to the machinery
available for scrutiny of the applications, the
examination could be more meaningful and not
superficial as in the past.

8.22. It appears to us that in the present
circumstances, the use of industrial licensing as
a positive instrumcat should be coafined to in-
dustries which come within the basic, strategic
and critical sectors for which detailed industry
plans should be prepared. At the other end
of the spectrum we contemplate the use of a
systern of reservations and bans for the purpose
of preventing undesirable developments. Re-
servations should be mainly utilised, as to some
extent they are already being utilised, for the
purpose of protecting certain areas of production
for the development of small scale industry.
Leaving aside the comparatively small area of
traditional and village industries, the most im-
portant and crucial development in this field is
that of modern small scale industries. From the
time of the Karve Committee’s Report, it has
been envisaged that after a certain period of pro-
tection, with proper techincal guidance and the
development of X:ancial and marketing faciliti-
es, units in this sector should be able to with-
stand competition from large scale units. There-
fore, the reservations would be temporary. The
D.C.SS.I. continues to work out lists of areas
where such reservations are recommended by
it; and these are examined by Government and
decision on reservations and bans are taken, In
our view, this policy of reserving certain areas

of production for appropriate periods of time
for small and medium industries is the right
one and should be continued.

8.23. Bans on the creation of further capacity
should be utilised for preventing the develop-
ment of industries whose growth for any reason
is considered undesirable for a period of time,
In particular, there may be industries producing
non-essential luxury goods which are likely to
make large drafts on scarce resources, We do
not contemplate the use of bans against all
industries producing luxuries, but only such as
would make inroads on essential development
through their use of scarce resources, including
foreign exchange. In our view, it is more useful
to ban further development of such industries for
a definite period of time rather than license
limited development and then find that the actual
development is far larger than was permitted,
Limited licensing in such industries, which would
obviously not belong to the core sector of detailed
industry planning, would alsp have the dis-
advantage that licensing decisions will have to
be ad hoc. With profit possibilities, there would
be many pressures and the weaknesses of the
licensing systém will thus necessarily lead to its
misuse, as we have seen, Hence the imposition
of clear bans should be preferred, especially in
relation to non-essential products. Such bans
should be reviewed not every six months or
every year, for such frequent reviews create too
much uncertainty and make long term planning
whether by Government or by industry difficult,
Ordinarily, they may remain in force for a
five-year period. Where a particular industry
has already developed to a certain extent, but
in the interests of conserving resources is banned
for further development for a whole plan period,
appropriate steps must be taken through excise
duties and other measures to ensure that the
scarcity situation brought about by such a ban
is not utilised by the existing producers to earn
excessive profits.

8.24. It is also possible to consider the use
of bans negatively for regiomal dispersal in the
sense that further development of large scale
industrial units in areas where there is already
considerable industria] concentration can be
banned- Such bans have been in operation in
some metropolitan areas like Bombay. This
principle can be applied further, This method
will be more effective than attempting to use the
licensing system to determine the location of a
unit of industry, in that the entreprencur will be
clearly told where he will not be permitted to
locate a new unit. The rest of the country
outside the banned areas will be open for him
in order to decide an appropriate location on
techno-economic considerations, ~We firmly
believe that without detailed planning of the
type mentioned earlier, positive guidance cannot
be given by a Central authority in the matter of
location.



189

8.25.Various fiscal and other devices may also
be used for the purpose of encouraging the loca-
tion of industries in well-defined backward areas
The Five Year Plans through the development
of infra-structure facilitics have to some extent
attempted to help this process, The licensing
system can make a contribution to this mainly
through bans on further locations in certain
congested and over developed industrial areas.
The imposition of such bans would be largely a
matter for the State Governments, While the
Central Government may have the legal autho-
rity to take such decisions, it may perhaps be
more appropriate if such bans are decided upon
and implemented by the State Governments. In
the core areas where detailed planning would be
done, licensing, of course, would take care of a
proper location policy for these industries.

8.26. The scheme of industrial regulation
described above with a group of core industries

on the one side where detailed planning will be

done and licensing would be in force, and an
area of bans on the other regarding particular
products reserved for small and medium indus-
tries, other
developed and certain locations banned for
further industrial development, leaves a large
middle area. The crucia} question is what is to
be done about this remaining area: whether_ it
should be completely delicensed, or it should be
subjected to partial licensing in one way or the
the other. We find that two approaches have
becn suggested to deal with the industries in this
area, Prof. Hazari’s suggestion of raising the
exemption Jimit for licensing purposes to Rs. 1
crore of investment would be in this view reduce
the number of units which will have to apply for
licences and also automatically eliminate from
the field of licensing industries whose optimum
size of operation is comparatively smalit, At
the same time, giant units of all kinds would be
subject to the rigour of licensing. The Planning
Commission has taken a somewhat different view,
For delimiting the area where licensing should
remain in force, the criterion the Planning
Commission seems to emphasise is that of foreign
exchange.

8.27. The Planning Commission’s view is that
even industries which may not belong to the basic
and strategic category but where the capital
equipment in the nature of imports required
exceeds 10 per cent of total capital value should
be subject to licensing, It has also added that
industries where the proportion of maintenance
imports would be high would be subject to
licensing. It may be true that forcign exchange
is at present the most critical resource for the
economy and, therefore, industries which require
a substantial share of it should be subjcct_ed to
riporous scrutiny. However, since it is not
contemplated that detailed plans for the develop-

pon-essential industries not to be:

ment of these industries would be prepared, the
decisions of the licensing authoritics as well as
those of the Capital Goods Commiittee would be
subject to the same vagaries of discretion and
ad hovism 1o escape from which the Plamung
Commission presumably supports the removal of
other industrics from the scope of industrial
licensing.

8.28. It is not within our ficld of inquiry to go
into the details of measures which can be taken
to enable the demand and supply of [orcign
exchange to be brought into balance. Various
devices can be thought of which would raise the
cffcctive value of foreign exchange to particular
categorics of users to a level where the pressure
on the foreign exchange allocating  machinery
can be significantly reduced. To the extent that
industries in such categories are  non-cssential
or less essential, some of them can be included
in the ‘banned’ list. Others may be ¢xposed to
the rigours of devices where in effect they will
pay a much bigher price for foreign cxchange.
If such measures, fiscal and other, are taken, it
would not be nccessary to subject these indus-
trics to industrial licensing for this purpose,

8.29. The Planning Commission has pointed
out how important it is that basic and strategic
industrics should be carcfully planned, their
effective performance ensured and their develop-
ment closely watched, The grant of a licence 1n
such a case becomes a matlter of privilege, which
makes certain that the licensee obtaing credit,
foreign cxchange and other scarce resources
speedily so that the development of the licensed
units takes ptace in the shortest possible time.
If this is to be done for the core industries, and
at the same time, licensing is to be maintaincd
for a number of non-core industrics mercly on
the ground of non-availability of forcign exchange,
not only would the discretionary and irratiomul
element in licensing remain but the character
of industrial licensing would also not chinge as
recommended by us,

8.30. In our view an industry should pot be
included in the core and therefore subject 1o the
full rigour of positive licensing only on the
ground that it requires a karge amount of forcign
exchange for its development and operation. It
may be right 1o take into account the scarcity
of foreign exchhange when deciding whether the
industry should or should not be included in
the core., Bat if it docs not satisfy the buasic
criteria for inclusion in the core, it should be
possible to devise measures other than licensing,
which would subject it to some kind of market
mechanism for  controlling and  puiding  its
devclopment and operation.  If the development
of the industry can be safely postponed for a
five-ycar period, a ban should be impo<ed on
its development thug preventing any utilisation
of foreizn exchange by it.

- —

() Hazari, RK.; Final Report; Industrial Planning and Licensirg Policy, 1967 p 1.
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8.31. As we have mentioned earlier, it is our
view that while licensing is an important instru-
ment  of regulating and  guiding  industrial
development, it is not the only instrument.
Various other instruments, the most important
among which are fiscal measures and tinancial
assistance, have also to be properly used for the
attainment of the major objectives of the
Industria] Policy Resolution and Plans, We have
already indicated how cvery project that
requires  an  investment of some  magnitude
appiics to the public financial institutions for
assistance, Part of this assistance is also
provided in the form of foreign exchange loans
(u micet the import requirements of the project.
It is necessary that public fipancial institutions
before granting assistance should take note of
the overall goais of industrial policy and Plans.
They should consider not only whether the
purticular proposal is a sound one, in the sense
v it is likely to prove technologically as well
as financially a success, but also whether it
deserves to obtain  support from the limited
capital funds available with the institutions.
Broad guidelines in these matters need to be
laid down by Government in consultation with
the Planning Commission, and these should be
invariaubly followed by the institutions. There
is also no reason why the institutions should not
discriminate between priority industries and
non-priority industries in the matter of grant of
ivan or rate of interest, In view of the economic
conditions in our country and the scarcity of
capital, the rates charged by public financial
institutions are low. There is no reason why
the benefit of such cheap credit should continue
to be available to. non-priority industries.
Stmilarly, when scrutinising proposals for assis-
tance, the financial institutions should exercise
greater care than they do today by way of
cxamination of proposed locations, processes,
plant and machinery and other aspects of the
project so as to ensure that overall considerations
of efliciency from the national viewpoint are
kept in mind, when taking these decisions. Such
rurnusive use of financial assistance is likely to
achiecve more positive results in the non-core
industrics than the mere wuse of industrial
licensing.

8.32. This approach takes intQ account the
fact that even in non-priority industries of any
considerable size, a large amount of the capital
necessary to get the project going would come
from the public financial institutions. The duty
of the financial institutions in respect of appli-
cations for assistance from  non-priority
industrics must also be to examine whether as
between different  applicants,  applications of
concerns connected with the Larger Houses
should be rejected and other applications should
be granted. Tf Government declared this to be
its policy. it should not be difficult to insist that
the financial institutions implement it rigorously.
We are later making the recommendation that

licences for non-priority industries should not,
as a rule, be granted to concerns belonging to
the Larger Industrial Houses and associated
concerns, But this should not absolve the
financial institutions of the respomsibility of
making an independent examination of each
application to determine whether it js of a con-
cern connected with the Larger Houses and
hence liable to be rejected,

8.33. Limited use of Licensing in the middle
area.—We have indicated in the above para-
graphs how various other instruments, especially
public tinancial institutions, can be effectively
used for the attainment of important objectives of
industria] policy and Plans. This does nol,
however, mean that industrial licensing has no
role to play in the middle sector that is neither
included in the core nor covered by bans and
reservations, We think it necessary that in the
main the development of industries in this
middle area should be left free, subject 10 mar-
ket forces and fiscal and financial devices. But
this should not lead to concerns belonging to
the Larger Houses dominating this area, which
ordinarily they would be able to do by virtue of
the larger resources -at their command and other
advantages that they enjoy, It is our view,
therefore, that for the limited purpose of pre-
venting such a development, industrial licensing
in thig area also should continue. Licensing
under the IDRA should continue to apply to all
units in the Scheduled Industries except those
which are below the exemption limit of Rs. 25
lakhs. But applications for licences in this
area should be freely granted except .in the case
of certain types of applicants: It is our view
that concerns belonging to Houses which are
already quite large in size, such as those includ-
ed in our classification ‘“Larger Industrial
Houses”, should concentrate their resources on
the development of complex and heavy invest-
ment industries which would mainly belong to
the core sector. Similarly, foreign concerns—
either subsidiaries or branches of foreign
concerns—should be permitted only in that
scctor. The industries outside the core should
be open for development only by entrepreneurs
not belonging to these categories. Therefore,
applications from concerns belonging to Indus-
trial Houses whose total assets exceed a speci-
fied size, say Rs. 35 crores, which has been our
basis of classifying the Larger Industrial
Houses,’ as well as those from foreign concerns
should be automatically rejected in the case of
industries in this middle w=area, Government
will alsp have to revise this list from time to
time, as the increase in the assets of ot!wr
business groups renders them liable for inclusion
in this category.

8.34. Thus for this middle area the !icensi.ng
system will operate essentially as a negatne
instrument, preventing the establishment of

(<) Tt mav he remembered that ourlist is based on data about assets relating to the year 1964, n gpplying such
' a criterion the Government would obviously have to use up-to-date.
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uniis by the Larger Industrial Houses and foreign
concerns, and leaving the arca tree for develop-
meuat by others-  1he grant of a licence in this
arca would obviously be only a poraussion and
will pot carry any approval or guarasiee regaid-
g the grant ol buancial  wssistance, foreign
exchange or other faciliues, 1ne  would-be
cntrepreneur would have to obtain  these on
ment and under the constrnts of fiscal and
monecary measures that we have already men-
tioned above,

5.35. We have also mentioned earlier that
Government has delicensed certain industries in
the fast few years. Some of these would belong
Lo the core sector; othiers would altract  the
provisions for bans and reservations recom-
tiended by us,  Lven the indusinies that remain
out ot these two categories should obviousiy
not continue to be delicensed.  As recommendad
by us, they should be subjected to licensing lor
the limited purpose ot restricung entry ot barget
Industrial Houses. We, therciore, suggest thal
the entire list of delicensed industries  be
reviewed in the light of our recommendations.

8.36- Our approach therefore js that licensing
as a posilive instrument of industrial planning
and development  should be used for the core
sectore, i.e., the group of industries for wnich
detailed industry plans will be prepared. Some
othicr areas of industry would be subject 10 buns
and reservations so that no new large-scale
industrial units can be established, no sub-
stantial expansion can take place or the products
produced through diversification of ecxisting
capacitics.  In the remaining arca licences
would be freely granted to applicants not belong-
mig to the Larger Industrial Houses and foreign
lirms. This middie area would be subject
to licensing only for the purpose of preventing
the entry into this area of concerns belonging
to the Larger industrial Houses and foreign
concerns. In case Government considers that
an exception should be made for certain indus-
trics either because  the investments required
arc large, the technology complex or foreign
collaboration vital, the —exception will have to
be specifically justified and _spch an m'dusgry
should be included in the ‘joint sector . with
considerable  participation by the State in 1ts

management.

8.37. We realise that in this middle arca, in
spite of the use of fiscal devices an_d more pur-
paseful use of financial assistance, 1t 1S possible
that free grant of licences may lead to wrong
developments. There might be some waste .o!
resources through excess Capacitics in some in-
dustries and inadequate capacities 10 .olhcrs, the
locational balance may not be quite what 1t
should be, and technology either outdated of
ultra-modern_ unsuited to the present stage of
India's economic development, might be intro-
duced. All these mistakes can possibly occur In

some industrics to some oxient, but these are
tishs inherent  in lus appioach. ‘lThe main
powt is that our review ol bveasing as well as
tie pasaibility of improving the system suggests
that l_h.,: niuntenance of leensing over the whule
area s not capable of preventing such mistahes.
It is abso likely 1o |‘lCl’|‘\.‘llldlcb a  number of
sbuses of the discretionary authority  vested in
tivernment in arcas where detuiled planning s
not posstble. The solutton suggpested by us will
be, we think, less rarmful than the maintenance
of lLicensing in i1s present form.

8.38, The ‘*Core Scctor.—An  important
guestion arising out of our  recomnwendation
would be regarding the industrics that are 1o
be included in the core sector. The  Phinnm
Commission has defined the care sector as in-
dusaics Tinvolving significant investiments or
foreign exchange™ (%) The Commission hus also
indicated  what appears  to be its conception
of the core sector,  We have already indicated
eartier that in our view, the core sector showt
include all the basic, strategic and critical indus-
trics, and no smgle critenon such as that ot
forcign exchange requirements should  govern
the definition of the core sector 1t is aso o
vious that the core cannotl remain fived for
times.  As the cconomy develops and certn
industrics get established, industrees formerly
in the core scctor micht no lonrer renuin s9
while some new industries, whose developmen’
might not have been possible carher, mivht i
broueht in. A compatison of the privrities in
the ficld of industry as laid down in the dif-
ferent five-ycar Plan documents from the First
Plan to the Draft Fourth Plan indicates how,
to same extent in the licht of the developinant
of the economy as had already taken place. the
concept of prioritics and therefore of the (swen-
tial and the core croup has been changing

8.39. The list of core indusitics should  not
grow so large that detailed long-term planniag.
on a compclent scale as an essential part of
the total perspective plan for the country can-
not be cffectively undertaken. Al the same
time, the criteria for including an industey 1
the core proup should not chunge very tie-
quently.  For reasons ulrc:nd‘y clxpl;nncd. d-;l.n-l-
ed planning in major industrics is bound to spill
over more thin one Plan period, Ilf not lon-
ger. We assume that the Planning Commis-
sion and other appropriate authoritics will keep
these considcrations in mind when they decide
what industries should be included in the core
proup. We also assume that the preparation
of d:tailed industry plans for the core sector
will be organised by the Planning Commission
and other authoritics at 8 vecry carly date Un-
Jess this is done, the new approach to the deve-
lopment and regulation of the core scclor tc-

(9) Government of India;

planning Commission; Draft Fou

rth Five Year Plan f10fg-~4 pr. 27820
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commended by us cannot be efiectively imple-
mented.

8.40. Streamlining of the Licensing System.—
Thus it is our view that, with all its defects
the industrial licensing system has an im-
portant role to play in planned industrial develop-
ment. We, however, envisage a more pur-
posive and rational use of the licensing instru-
ment. It s also essential that licensing should
be accompanied by the use of other instru-
ments, especially financial assistance and fiscal
devices, in proper co-ordination for regulating,
puiding and assisting industry in the private
scctor. It is also nccessary that the operation
of the licensing system should be streamlined.
In our view, the IDRA provides a good frame-
work for the licensing system as we envisage it.
All Scheduled industries, except those belong-
ing to the small scale sector, would continue to
be subject to licensing. It may also be necessary
to add some industrics to the Schedule so
that their development can be properly regu-
Jated.

8.41. While applying these recommendations,
care will have to be exercised about certain mat-
ters. We have already indicated that where
Government decides to ban the creation of fur-
ther capacity in certain industries, either be-
causc they are non-essential or because fur-
ther development in them is  reserved for
the small scale sector, established producers
should not be permitted to obtain large profits
as a result of such bans. So also, wherever as
a result of licensing restrictions of one kind or
the other, capacity is restricted and it is found
that output is significantly short of demand,
similar measures will have to be taken. These
may take the form of price controls or, where
that is not considered practicable, of excise
dutics so as at least to ensure that the profits
arising from such restrictions mainly go to the
public exchequer and not to private pockets,

8.42. Certain components or materials need-
ed by small scale industries have to be produced
on a large scale for technological and economic
reasons. We suggest that proper measures
should be instituted to ensure that the small
scale sector is able to obtain these on fair con-
ditions relating to price, quality and delivery
period.  One possible method of ensuring this
would be to pcrmit only those producers who
are themsclves not engaged in the business of
producing the final product in competition with
the small scale producers. Preference might
perhaps be given to co-operatives of snrall
produccrs in this respect.

8.43. Procedural Reforms-—The implementa-
tion of the reformed licensing policy on the
basis suggested by us can be effectively cnsured
only if a number of other reforms in the
organisation and procedures of the system are
brought about speedily. It has already been
emphasised that under the new approach to

licensing, the core area would be a privi
area. It should pot therefore be necl;ss‘gxl-;gig
delicense any priority industry to secure its
speedy development. Where the development
of an industry is crucial to the economy. it
should b:long to the core and therefore to the
fully rcgulated area in industry. Once a
liccnsee has been given a licence in this
area, he should be accorded priority  in
matters  Jike capital goods authorisation
and approval of foreign collaboration. We
found that the work of the different bodies like
the Licensing Committee, the Capital Goods
Committee and the Foreign Agreements Com-
mittee, was not sulliciently well co-ordinated in
the past. We would stress the importance of
adequate co-ordination in the working of these
bodies with a view to facilitating the spcedy
implementation of projects in the core sector
as also to ensure that capital goods imports
authorised are really essential for creating the
capacity licensed. ln our view fiscal and other
devices should be so used as to make foreign
exchange for low priority industries significantly
costlier as compared to the core industries.
Otherwise, the system of licensing proposed by
us for the middle area might perpetuate ad hoc
decision making at the capita] goods authcrisa-
tion level though eliminating it at the Licensing
Comnmittee level.

8.44, Applications for Licences Scrutiny and
Decisions.—Following our recommendations, the
setting up of a new unit or substantial expansion
of an exisling undertaking in the Scheduled
industries wouid continue to require a licence
under the IDRA. As we are contemplating
that in the middle sector of industries, indus-
trial licences would be freely granted except to
applicants belonging to Larger Industrial Hou-
ses, applications for units in these industries
may be entertained at any time. The informa-
tion contained in these applications should be
adequate for scrutinising whether the applicant
in any way belongs to a Larger Industrial House
or is a foreign concern; and also to  ascertain
whether what is proposed to be done infringes
the area covered by the bans and reservations
specified by Government. The applications
should also furnish adequate information about
the project proposal which would be needed by
the planning agencies in these fields. Proposals
in regard to industries in the core sector where
licensing will be based or detailed industiy
plans wiil, however, have t_'be differently treat-
ed. In this area, we are expecting that detailed
industry plans would be available as a basis for
licensing. For example, the number of projects
to be licensed in a particular area, their broad
locations and phasing, the alternative technical
processes open in view of the availability of raw
materials, etc., would be adequately known. It
is necessary that this information should be made
public and applications invited within a certain
period of time. The information to be sup-
plied by an - applicant should be sufficiently
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detailed to make a 1eal scruliny of the altcrnative
applications possible. While it is understandable
that at the hrst application stage, detals about
processes, foreign collaboration and a few such
matters wherever detailed studies and nevotia-
tions are involved cannot be provided, the appli-
cation should be based upon adequate study in
the nature of what is termed as a preliminary
feasibility report. Any application that is scnt
in without such a proper study shouid be rejec-
ted. Scrutiny of applications and subscquent
discussions and correspondence cost Guvern-
ment quite large amounts. To make certain
that applications are not frivolously made, it is
necessary that the application fee should be
substantial in the core group of industrics. The
receipt of applications for different industries
should be so phased that the various authoritics
concerned would not have too much pressure
of scrutiny work at one time.

8.45. The scrutiny of applications may require
that the producers will have to be askey for
some additional data, But except for very
substantial reasons, the scrutiny of all applica-
tions should not be held up because some appli-
cant has failed to provide adcquate data in his
application, It should be possible for the
initial decision regarding the choice of a paitv
to be taken within the period of three months

rescribed under the Rules and a Letter of
ntent should issue after such scrutiny. It is
necessary to make it clear that the grant of a
Letter of Intent is a matter of some mportance
because the grant of a letter to one party for a
project is bound to mean that other parties
interested in the same project would have to be
refused; and in case the party to whom the
Letter of Intent is issued is not successful in its
efforts, not only would the opportunity to estab-
lish the project have been Jenied to the compe-
ting parties but the growth of the industry itsclf
would have been delayed.  The first  Scrutin
for the issue of the Letier of Intent itsclf would,
therefore, have to be car-ful and based on a
feasibility report, as mentioned earlier, The
Letter of Intent should also lay down a phased
programme of how the party selected should
proceed. The expectatisns about what it has
to do, and within what pariod of time, should
be clearly and realistically laid down so that
the applicant can be held accountable for not
fulfilling these terms. As we have alrcady sug-
gested that core industries should be treated
with high priority in matters like capital goods
authorisation and foreign collaboration agree-
ments approval, it should be possible for the
party obtaining the Letter of Intent to be _ablc
to finalise its proposal within a.compar'fm\.'cly
short period of time. After this a licence
should be issued to the party.

8.46. The scrutiny of applications should alto
take note of who the applicant is. ar]d especially
whether the applicant is merely acting or som¢

uther industrial interests or is himsclf genuincly
the promoter of the proposal. We have acen
cases of applications of individuals bang cons-
dered without any indication in the records e
garding the party on whose behall they are act-
ing and any investigaion of thewr capacty W
implement the licences granted. It is also amit
necessary that the scrutinising authontics, where
necessary with the co-operation  of Company
Law Administration, indicate what the stand-
ing of the party is, what its aflihations are and
also state what is its past record regarding the
implementation of other licences.  As a tovilt
of the data processing system that we are sug-
gesting later, we hope that all the information
on these matters would come on record.

8.47. The licence itself should lay dowa in
clear and concrete terms the programme ol un-
plementation of the licence. At present  Lhe
heensce has to take  Ceffective steps” willun 4
period of six months and implemient the bccacy
in a given period of time, whie there W no
precise definition of both ‘effective steps'  ard
implementation’.  This is clearly quite 1nade-
quate for the purpose of cnsuring cilective im-
plementation.  We have already explained how
the result of this has been that large numbers
of licences have remained unimplemented und
capacities pre-empted, thus affecting adversely
the growth of the industrics concetned,  und
therefore of the economy. To some extent,
the manncr in which the ‘cflective steps’ have
been defined and the lack of any phased pro-
gramme of implementation made it incvituble
that no adequate check could be excreised re-
garding the progress of implementation.  We
suggest that specific time-limits and  concrete
steps of implementation should be liid down
at the time of the grant of a licence in the core
sector and a Form of Recturn devised which
would provide information regarding implemen-
tation as comparcd to the agreed programmc.
It is also necessary to orpanise a system  of
scrutiny of these  Forms which would specdilv
bring cases of dclayed implementation to the
notice of the Progressing Authorities,

8.48. Pepalties,—It is esscntial that the
failure to carry out obligations regarding imple-
mentation should carry penalties so that Leuers
of Tntent or licences are not obtained by appli-
cants, who havc no intention or serious Jdosire
to implement them. We would alvo supeest
that for all important transgressions  of  the
directives issued under IDRA, adequate penal-
ties need to be imposed. We have come accons
a number of cascs where producers have install-
ed capacity far larger than licensed and  have
actually produced outputs much larger than the
capacity licensed to them. Somctimes certan
concerns are even found to have produced items
for which no capacity was licensed to them,
Such producers are often lenicndy trcated by



Government. It is our view that taking a
lenient view of transgressions of this kind re-
moves all tecth from the licensing regulations.
It should, therefore, be made clear that trans-
gressions will not be tolerated and penaltics for
such transgressions will be heavy.

8.49. List of Concerns in the Large Indus-
(rizsl Sector.—Wo have indicated earlicr how
we were handicapped in our work because after
the MIC had submitted its recommendations,
efforts had not been made by any Governmental
apency to keep information abcut the large
business groups up-to-date. We think it neces-
sary that some Governmental agency should be
entrusted specifically with the task of collecting
information about the Large Industrial Sector
so that it would be easily possitle to identify
concerns belonging to it.  This is specially im-
portant in view of our recommendation that
licences in the middle sector should ordinarily
be refused to concerns belonging to the Larger
Industrial Houses and foreign concerns.  The
list of such Houses and information about their
composition must be kept up-to-date {or this
purpose. This may also be of use in the work-
ing of the proposed Monopolics Commission.

8.50. Foreign Collaborations.-—Our study of
foreign colluborations has indicated that there
are many lacunae in the implementation of the
overall policy regarding foreign collaborations
as ofticially laid down by Government in 1949
and rciterated from time to time. Some of these
may be rectified as a result of the new procedure
that has recently been laid down together with
the constitution of the Foreign Agreements
Board. However, we have been struck by the
fact that even basic data about the terms of all
collaboration agreements, leave alone how they
have operated in practice, are not readily avai-
lable in Government. It is likely that the
formulation of the policies has to some extent
been handicapped as a result of this information
gap. We recommend that a full scale study of
the forcign collaborations that have Dbeen
approved by Government in the period since
1949 be organised so as to bring together ali
relevant data and help draw lessons for future
policies.

8.51. Structure of Financial Institutions, —
The main conclusions that we have drawn from
the studies we have conducted on the working
of the financial institutions have already been
stated in the last section of Chapter VII. Our
review suggests that one of the weaknesses of
the financial institutions was the lack of effec-
tive co-ordination among them. To some
extent, this position has been rectified by
Guovernment's decision that the IDBI should act
as an apex term financing institution and by
making the IFCI virtually its subsidiary- It
does not, however, seem to us necessary to have
the IDBI as well as the IFCI operating practi-
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cally in the same ficld, and sometimes both of
them giving assistance along the same lines to
the same project.  While there might be some
justification for keeping the ICICI as essentially
a private sector financing agency, there is no
such justification for duplication between the
IFCI and the IDBI. We would therefore urge
consideration of the following alternatives, The
1FCl could merge with the 1DBY; alternatively,
the operation of the 1FCE could be confined to
projects of a certain size and those of the IDBI
to projects above that size. The 1DBI would,
of course, continue to <xercise functions of
puiding and co-ordinating the policies of all
financing institutions. The IDBI would also be
in a good position to influence the working of
State level institutions such as the SFCs and the
SIDCs through its refinancing activities. It is
necessary that the scope of IDBI’s refinancing
is extended to cover the SIDCs and that it
develops special staff to guide and supervise the
functioning of these State level institutions. If
Government decides at any stage to define some
regions and States as backward, and special
steps are to be taken for helping their industrial
development, the limits of refinancing in any
such regions or States might be put at a higher
level by the IDBI. Careful and expert use of
its refinancing policies can make the IDBI a
powerful force in guiding industrial develop-
ment throughout the country.

8.52. As repards the other financial institu-
tions, we do not see any special merit in thc
,investment institutions such as the LIC getting
.involved in the grant of term loans to indus-
'wties. It is appropriate that these institutions
i should confine themselves in this field to the
‘functions of underwriting and investing in shares
of private sector and joini
sector industry. The development by the SBI
of term financing activities might be considered
appropriate in view of the large coverage of the
State Bank and its subsidiaries throughout the
country.  We suggest that this activity of the
SBI should be directed to help in  particular
small and medium industries and the newly
coming-up entrepreneurs and not mainly to
provide additional term finance to already well
established Houses.

-

8.53. We have noted that all these financial
institutions are dircctly or indirectly under the
supervision of the Ministry of Finance, and there
is no organisational relationship betwecn them
and the Ministries directly concerned with
industrial development. We do not know to
what extent, in practice, the policies followed
by the financial institutions are discussed
between the Ministrics concerned. We think it
necessary to draw attention to the point that the
Ministries directly concerned with industrial
development should be closely associated in
some way with policy making and direction of
the financial institutions set up for helping
industrial development.



8.54. Guidance and Assistance to Industry—
The term financing institutions have not orga-
nised themselves adequately for the work ex-
pected of them by building up expertise and
conipetence for scrutiny of proposals on the
one hand and provision of technical assistance
te pew and indcpendent entrepreneurs on the
other.  This is a vital part of the functions of
these institutions. Unless this is  adequately
performed, the domination of the exisling Large
Industrial Sector cannot be adequately restricted.
While this will have to be done by all the insti-
tutions, at the State level as well us the all-India
Institutions, the IDBI should play a special role
in this. It should build up an adequatc body of
expertise to be able not only to scrutinise pro-
jects within its own ficld but to help other fin-
ancial institutions in this respect. This may
also assist the IDBI to take over the responsi-
bility mentioned carlier rexarding the equity
holding of the State in the private scctor insti-
tutios. In view of the heavy responsibilities
that we have suggested should be undertukea
by the IDBI, it will have to build up ity own
separate organisation under an  autonomous
management.

.8.55. Assistanve to Large Sector Concerns,.—
Regarding the question whether the public tin-
ancial institutions should discriminate between
would be borrowers on the basis of whether
they belong to the Large Industrial Sector or
not, it is our view that the primary distinction
should be between priority projects and  non-
priority projects. The former should always
get financial assistance to a larger degree, more
expeditiously and on better terms than the
latter. At the same time. it would be neces-
sary for the financial instituliions to examine
whether the promoters and collaborators are
doing all they can to find an adequate propor-
tion of the project cost on their own. Business
groups should not be permitted to obtain funds
from these institutions while using their own
funds for low priority purposes, especially in
arcas where quick profits can be made. We
are not convinced from our study that financial
institutions have always taken care to scrutinise
this aspect of applications for assistance. How-
ever, we would like to repeat our observation
made earlicr that in the middle rrea (non-core
industries) the financing institutions should en-
courage new applicants not belonging to the
Larger Houses. At this stage we also consider
it necessary to mention that we have received
2 number of complaints from the representa-

tives of small and medium industries that the
criteria for assessing creditworthiness and for
eranting financial assistance are 100 rieid and

do not make an allowance for the duliculties
faced by the small industrialists. These com-
pluints deserve proper examination,

8 56. Underwriting.—As revards  assistance
provided in the form of underwriting, the fact
is that laree proportions of underwritien issues
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have devolved , on term financing itstitutions,
though ‘they have not always Zwanted to hold |
them. ,This is an indication that their eypecta-
tions about what the capital market would take
on the basis of ftheir support “were |in many'\
cases not lwell founded.”™ One can understand
lthat ‘this may happen in the case of compara-
tively less hnown concerns where it is. "the
responsibality” "of _the™ financial rinstitutivas o
assist; a “public issue Jof shaes throuch” their
underwritings. . But, when  tns _happens wia
greater extent in the cuse of concerns belonging
tol Large Industrial, Houses, Lit iy clear tthat
underwriting has become merely another method
fof ‘providing  lTurther  assistance “to'the 1 lrae
Industrial Sector,  In this way, almost interest
free funds, are made available for long penods
of 'time to’ Large Houses. " This has a beanng
on the overall problems atfecting  the  capital
market and we do” not want o po further into
them. It appears to uw that af the capital
market is not likely to take up new eyquitics and
debentures on' a0 large scale, ¢ven with the
support "provided 'b_v financial “institutions, it oIs
much better that, the institutions provide assis-
ltuncc in the form of Joans for projects which
are considered tworthwhile, vather “than unders
write Issucs which! larpely devolve on o thenm,
These may take the form of loans or debentures
convertible into equitics at the option of the
li"’?[itﬂf_i_‘ﬂ‘s- B -

_8.57. Public _Sector __ Fimanchoz —Anather
(question relating 1o the operauon of the financial
Linslilutions' is revarding  whether  they  should
extend ‘the scope  of  their  activities to cover
rcorporations and companies in thy public scctor,
The SBI and its subsidiarics provide short-tena
icredit 1o these as also to privale sector converns,
;Thei,IDBl,‘hus. recently  announced jthat it will
henceforward enter the ticld of financing public
sector concerns. It i only appropriate that core
industries should enjoy prionty in finanang and
the fact that they are in the public sector should
not be to their disadvantage just as the fact that
they are in the privaté scctor should not be to
their advantage. “The LIC alicady inve.ts 1n
the sccurities issucd by certain 1ypes of public
sector concerns such as  the  clectrivity and

housing bourds.  There s no reason  why it
should not be possible for it also to hold hhares
and debentures of other public sectur cuncerne
provided ‘of 'course 'that' holdmg such seeuritivs
would also be justified in ‘the interestof its
policy holders. B

,8.584 ICICI—We have alrcady  indicated
that the ICICI was set up especially as a privale
sector financing institution, W¢ have alo nuted
that the initiad object that its shareholding should
be so spread out that no busiicss intcrests are
4ble to dominale uver it was not attained  We
do not understand why Governmient has avreed |
that 1in ‘spite ‘of tthe’ LICt having” a substuntial
share-holding in the ICICLY it ‘should not parti-

cipate in its management. In kocpine with vur
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should be used. We believe that it s quite
practicable to implement these measures thouch
we have left the details to be worked out by
appropriate agencies. All these recommenda-
tions are based upon an integrated approach w
industrial and economic devclopment,

8.64. Our recommendations about  the  re-
fashioning of industrial licensing 0 make it
more purposcful and effective, the reorientation
and reorganisation of public financial  Institu-
tions and the development of the ‘Joint Scctor’
all stand together and are aimed at attaining
the basic national objcctives of growth and
equality. Moreover, their effectiveness depends

New Delhi,
17th July, 1969,

a preat deal upon other complomentary stops,
the most important among them being the lay-
ing down of specitic guidclings on industaal
policy, the refashioning of planmiog s as o
ensure the formulation of detwied imdustry plans
for the core sector, the stienzthemng and
streamlining of licensing and Gnancing orcanisa-
tions and building up their personnel, the adep-
tion of appropriate Giseal and other devices und
the constitution of a Monopoiies Commission.
The improvements recommended by us will pot
yield adequate results unless Government m-
plements  the  vanous  freforms in policics,
organisation  and  procedures  as parts of an
integrated approach  to  industtial poley and
planning.
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