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The need for protection of cocttage and rural industries from
competition ¢f imported goods and products of foréign large scale
industries was an intégral part of the ethos of India's struggle for
inéependence.l The leaders of struggle for freedom were intimately
involved with the problem of India's industrial development. Their
concern was not only with the level of technology but alsc with the type
of social production relations which subsisted in Indian industry. The
need to protect rural industries, and the employment of workers and
craftsmen who were engaged in traditicnal manufacturiné activities was
well recognized. These industries generally catered to lccal demand and
were based'primérilycn1raw-materials locally available‘zlx appears
that during the mid-'forties while there was a general agreement amongst
the nationalist circles that rural and cottage industries need to be
protected, there was also a feeling that counterparts of rural
industries in urbar areas (i.¢. small scale enterprises) wouid.also
deserve similar support. It is perhaps omn account of such historical
reasons that even today the two categories of industries, rufal and

small scale, often get clubhed together in puklic discussions and in

1. Even as early as in 1%0Z, the Indian National Congress. identified
" the decline of indigenous arts and manufactures as one of the
reasons for the poverty of the people and resolved that “practical
steps, in the shape of State encouragement be taken for the revival
and development of indigencus arts and manufactures and for the
introduction of new industries.” Cf. Zaidi, AM. and Zaidi,
8.G.(Eds.), The Encyclopaedia of the Indian Narional Congress,
Volume Four? 90I=IY¥U5 == Ul Roat TO S€II=GOVE., L7978, Pe “lia )

2. The National Planning Committee {the reports of which. were
submitted by Jawaharlai Kehru during 1945-49) resolved that '

Considering the appalling poverty and helplessness of the
geople in the villages, on the one hand, and the vast amount
T unoccupied time available for useful employment, on the
other, industries concerned with the satisfaction of the
Primary needs 0L LHE LUral POPULACLiON, €.5. MANGEZCLULE OF
18§, processiug of Lood articles tor the pursuit of which
the people are equipped by long tradition, which engage large
numbers at present, and which are capable of affording
employment to much larger numbers, should be organised and
developed by the State, as cottage or TUral inddstriess

-The Mational Plan shoulg ffovide for the adoption of all
measures necessary for reldieving these cottage and rural
industries from the §TTess oOf comgetltlon, and fox .
TaciTitIating "EHE expansion o: sufh 1A0US E T6 " Tthe desired
size, while providing a living wage to the workers e3§%§Ed in
“these industries{empﬁasis added) " Cf. Zaidi, A.M. an aidi,
S5.G.{Eds.), The Foundations of Indfan Economic Planning, New
Delhi, §. Chand; 9719, B. 3707




many a policy declaration.3 There is aise the distinction ovetween Khadi
and other handicrafts within cottage industries and within small scale
industries, between thouse bused on manual 1ab0ur only and those using

power also .4

in addition to a distinction between rural end urban based small
industrial units it was recognized that each category of activity needed
specially designed set of support measures depending upon the specific
nature of problems the industry faces. Hence, tha constitution of
special boards. While the first all India Roard {namely, the All India
Cottage Industries Board) was egtablished in 1948, the number of such
Boards had increased to six by 1934, The Roards constituted were: (1)
the All India Handloom Roard (1652)., (1i) the 411 Indiz Handicrafts
Board (1952), (iii) the Central Silk Board {reorganisad in 1952), (iv)
the A1l India Khadi and Yillage Industrics Boavd {1953}, {v) the Small
Scale Industries Board (1954}, and {(vi) the Coir Toard (1954}, But for
Ithe Small Bcale Industries 'B-oard, all others are inductry and activity
Sﬁécific. These Boards continuz to discharge thcir espacific

responsibilities.

‘3. For instance, the Natioual Flanning Conumitces , the Jombay Plan
(1944, the Peoples’ Plan {1546}, Zcenonmic Proegrarme Committee
~Report {1S48) and the Goveramant ¢f India's industrial Policy
“Resolution of 1948 de not draw any cistiuccldn between rural and
small scale industries. Cf. Zaidi, A.M. and Zaidi, 5.C. op. cit.
Ep. 343-58%; Purshotamda® Thakurdas and others, A Plad oI "Ehe
conomic Development of India, 1944 and Zanerjee, B.N.TETRT OThETE,

T PEDpLEs’ Plan, L9 ag reprinted in Voung Indian, August 1%72.

z
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4. Siunce Gandhiji identified Xhadi as a2 dynbol of India's national
’ industry and focussed on the mnational freedom movement
concentrating.on.the uplift of Khadl spinning and weaving as an
honourable activity, there was also a deal current of thinking on
industriés in Indii. One set cf ovinion veered towads the view
that India's salvation lay in promotion of handicrafts and cottage
industries with as little use of machinery and power as possible,
as these_ led to increased unemployment of people and deviated from
the Gandhian ideals of simple {iving. Bui as the realites of
industrial organisation in India were ewpirically understood many
stinctions between industries came to be made on the basis of
their geograghical location~~rural er urbani on their size and
scale == small , medium and lzrge; the basis of modernization iz,
whether using power or net; and on the basis of employment—oT
family or wage workers viz. those registered under the Factory Act.
These distinctions mere@ly reflectéd the concernms of the earl
leaders of the national freedom movement with the uplift of the
rural people engaged in industrial activity and thelr desire to
protect them from the evils of modernization and foreign
compegiticn on which Gandhi had pinned the blame for rural India's
poverty. '



The Objectives of Promotion of the Small Scale Sector:

The general sentiment in favour of protecting the 'small' (owned by

g worker or a'c00pera;ive'gr0qp) 1s obvious: but the definition and

character of .the *small' activity seems o have remained vague; at least

wide enough to enable & variety of enterprises to qualify as being in

‘the small sector, The claims and reasons putforth in support of the

gector make a long'aﬁd impresgive'cétalogue; The"maiﬁfpoints made in

this regard are:

(1} To provide immediate large scale employment opportunities as
capital per Gnit of labour is less {for' unempleoyed and
especially for the educated youngmen and displaced persons);

(2) To avoid concentration of production from the view point of
- ownership and location and metlod c¢f ensuring more equitable
distribution of income; . -

i e e e e e s

The Industrial Polic Resolution, 1956, noted that cottage and
small scalé 1nddszIes”“p?dﬁIﬂE“Tﬁ%éﬁiﬁfE large scale employment;
they offer a method of ensuring a more equitable distribution of

" the national income and they facilitate an effectiveé nobilisation

of resources of ¢apital and skill which might otherwise remain
vnutilized. Some of the ‘probiems that unplanned urbanisation tends
to create will be avoided by the establishment of small centres of
industrial production all over the country” (para 13)., Similar
views were expressed in the Second Five Year Plan., Dhar and Lydall
put forward four argumanie ™R FEvCUT ¢l SwmAILL enterprises viz.,
employment"”; "decentralisation”... "that small enterprises €&n
more easily be dispersed into small townsior villages than large
enterprises”; "social and political virtues of small enterprise

%.§.that small enterprises promote equality or democracy’§ an

ily "that small enterprises help te draw out latent reserves of
scarce resopurces, especially of ownership and cEgLTELIY T SEE F.N,

 Dhar and H.F. Lydall, The Kole of Small Enterprises in Indian

Economic Development, BSMPEy: &sid, L9017 Ds 10 FOrTheT, .
KzrvE“CﬁmﬁIttﬁé_gﬁféafthat.fthe principle of self-employment is at

‘least as importanl to a guccessful demorTacy as that of self-

government.” See INDIA, Report of the Village and Small Scale

Industries {Second Five Y&avr PLdny Lounirice, I?SSQ:?. Z2TTING
MY TIEE te

GToup o4 plall Scareg Industries a r giving
variousi?olicy suggestions listed the basic ébjectives of the
policy of promotion.and protection to tfie cmall industries sector
as (i) increased employment,: (ii) endeuraging graduval progress in
the technigues of production in the uvnorganised sector, (iii)
groduction of a variety of goods, particularly consumer goods

hrough laboor intensive methods, (iv) encouraging and supporting
small industrialist and (v) ensuring s more equitable distribution
of national income and a balanced developmenr In different regions,

4,8, to ‘'lay down a basis for an essentislly decentralisaed society.

INDIA, Ministry of Comierce & Industyy,  Report of the Workin
Group on Small Scale Industries: Programme 5T WO k‘fd?“th§“rhrr§
?IVEJ%EEr"TﬁEﬁr Phe 1U-LLl.. Simildrvly, The THdITect Taxdaton

: Inquir?“tbﬁﬁifieeUob%erved that the cmall 5scale sedtoy should be

encouraged not only on consideracions cof employment potential but
"more because it. enables those who do not have large capital

‘resources of their own but are otherwise capable of ugdertakin%
‘entrepreneurial functions, . to enter the industrial arens”, and tha

these units can "lead to a moresdecentralised pattern of growth,

both regionally and in terms of ownership, control and management,

than large scale industriées whith tend to'concentrate in the

' ‘alréady industrialised areas and to be dominated by those who are

already well established In industry”. See INDIiA,:-Ministry of
Finance, ‘- Report of the Indivect Taxation Inguiry Committee, 1978,
Part 1L, po T9U, THELEG Sce INUIE, Adwministid Reforms
Commission, .Report.on Small Scele Sector, December 1969, p. 1.
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(3) To provide opportunities for generation of new entrepreneurs;

(4) To mobilize small capital rescurces, the overall quaﬁtum of
which was large when seenr in a national framework but were not
adequate for establishment of large industrial units;

(5) To restrict the unplanned growth of urban centres which is

inevitable if the unemployed start migratin% to cities in
absence of employment openings in the present place of living;

(6 To maintain and provide-an orientation to industrial
manufacturing so that the local raw materials get utilized to
the maximum extent; .

(7) To promote local self sufficiency at least in consumer goods
(ang incidentally reducing pressure on transport)} and
elimination of trader intermediaries: and

(8) To help build decentralized pattern of growth.

Each one of the above objectives is a iaudable ona. Eut it bears
the impress of the early vague ideas about indﬂstry and its dynamics.
The question, however, is: whether all %Beaefcan indeed be achieved
through the promotion of small scale industries. Some of these
chjectives arc so wide that cone could justify support for anyﬁoﬁé unit,
irrespective of ownership, location of size characteristics. For
instance, the objective (No. 1} need not be only achieved thfough
promoetion of this-éector. Indeed the precise objective of the process
of industrialisation in general has bheen presented on the employment
argument. The objective (No. 2} has been often mentioned to suﬁ?drt
large projects of the non-established busilness Housds. The Kational
Alliance of YoungLEntreprenuers aims to promote new establishments
promoted by the young irrespective of the fact whether they belonged to
already established industrial families or not. The objectives wvhen
saeen in isclation can be claimed to be pursued by most of the

entrepreneurs who can in no way be described as small.

A number of questionable assumptions seem to be also implied in the
statement of objéétives. Theféésumption under the objective No. 5 that
small scale units can be established in rural areas (as if the external
economies did not matter) and the rural-urban migration can be
contained thereby, is a diffiecult preposition. One also finds that
during the past three decades'the claims made and reaaspns assigned for
supporting the sector have undergone substantial changes. In this
process the initial thrust and purpose of the sector has got wholly

transformed. The suppeorters 6f the-sector in their enthusiasm appear to
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have treated the sector as an omnibus one. The sector has not been seen
in terms of a2 specific programme for a clearly identifiable population
group. The unavoldable consequence of this, one feels, has been the
loss of precision in the objectives and ambiguity in the assumptions.
The process has been very similar to the one noticed with regard to the

objectives assigned to the Industrial Licensing System.6

The national sentiment, particularly during the struggle for the
country's independence was in favour of the 'small' men who constituted
the vast majority of India's prodﬁctiﬁe-pOpulation i.e. independent
self-employed persons as against wage—based capitalist enterprises —-
whether it was in agriculture, trade or industry. It was based on the
understanding that the individual self-employed workers cannot face
competition <from the big wagé-based enterprises. Therefore, the state
should come to the rescue of the small self-employed workers or small
unlts established b?_them. "There were some who argued for total
abolition of private property in free India and thereby eliminate the
basic reasons for the preoblems of the big and the small enterprises.
The view more largely shared, however, was that instead of a negative
approach'(ifanabolitibn of private property) the state should adopt a
more positive role i.e. provision of speéial aggistance and care to the
small units so that they can be ehabledJEo face the econonmic onslaught
of the big.7 Alongwith this, it was aréﬁed_that the state could also
place adequate restrictions and obligations on the 'big’ so that they
didlnot have undue and large:advantagé over the 'small', The state, it

was argued, should ensure 4 balance without depriving the big to have

their legitimate rights to expand and at the same time emsuring that the

small were provided all help and assistance to contribute the maximum

6. (f. Corporate Studies Group, Functioning of Industrial Licensin
SETETLOT —New-Darhie

Tystem, Indian Institute of "PUBIIE miNISTYT A
Jomuary 1983, Chapter 1. :
7. "The respective spheres of large-scale, small scale and cottage

Industries should be demarcated as clearly as possible to avoid
economic insecurity and destructive competition...Where a cottafe
industry 1s allowed to operate in the same field as large-scale
mechanised industry its output should be protected from the
competitction of the latter by subsidies or some method of price
equalisation”™. C£. Eeport of the Economic Programme Committee of
the AICC 1948 (6F¥ which Jawaharlal Nehru was the Chairman). As
reproduced in Young Indian, Special Independence Number, 1972.

-




for national developmént. This, in shert, has been the strategy for

 promotion and protection of the small scale secter in the independent
India. However, in the general sentiment to protect the small against
the big, the dynamics of the market and its unequal impact on the big
and the sméil’has not been fully understood. Because of the natural
advantages of large_scéle manufacturing a need arises to separa;e'the'
areas of Big énd sﬁall enterprises and to place restrictions, esﬁecially
during the stage of-infancy;'on the large scale enterprises from

intruding upon the zones reserved for the smallﬂones.

The Assumptions:

The measures undertaken and progranmmes evolved té suppott the
sector, have been determined by the nature of the perception of the
policy mékers;with regards to the coperational problemd and handicaps of

the.sqall’scale sector.” The understan@ing'of the policy makers has

been;gh

(i) Since most of the small sczle units are organized on
. Erogrietary or Eartnership basis they do not have easy access
o Institutional sources of finance;

{2) Due to capital scarcity the unitg end up in buying cheap and
: sub-quality wmachines "which are difficult to maintain due to
nen-standardization; - . :

(3) 4s the urits are small in size their requirements of raw
"o materials-are of limited quantities. Conseifently, the raw
T materials costs work out to be high and the quality of a
Ce doubtful nature;

(4) These units cannct take up advertisements or organize sales
direcely tc the consumers. This makes it obligatory om them
to depend on intermediaries and traders;

8. The Industrial Policy Resolution of 1956 mentioned lack of
techditdl and. fimancial Fssistauce, working accomodation, and
inadequacy of facilities for repair and maintenance as the serious
handicaps of small scale producers, The Second Five Year Plan
obgerved that "access to raw materials of the right gquality and at
the right price and the unsatisfactory state oI equipment”, and
“inadequate narketing arrangements and the lack of contact with new
techniques of production” were the main handicaps from which the
small scale sector suffers, The Administrative Reforms Commission
identified "a week capital structure, without access to capital
market"” as one of the maln problems. They observed that "these
units have to borrow money from private sources at exorbitant rate
of interest. They have often also to pledge their products at a
Ericq below the market". See INDIA, Administrative EReforms

ommission, Report of the Werking Group on Small Scale Sector,

1968, p. 56. e Infetfiational rlafming Lea®, SpoRsored e
Ford Foundation, identifiszd that "outdated production and marketinﬁ
methods; lack of credit facilities and lack of systematic approac
toward improvement” were among the major factors that were
gogtrinting to the slow rate of development of small scale
industries.
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{3) As many of the small scale entrepreneuers are young and new to
the manufacturing line they would not have adequate market
know~how or the necessary knowledge of the various kinds of
state support available to them;

(6) With limited resources small scale units.cannot afford to
install quality testing equipment or afford to pay high rents
for land and buildings in urban centres. This was
particularly so for the new entrepreneurs;

(7)) The traditional tehniques of production need regular
upgradatioen. But this cannot be easily done by entrepreneurs
with limited means; and et o '

{(8) The large scale manufacturing units can indul e-in”a variet¥

- 'of unheazlthy and predatory practices to check the growth o
the smzll scale units.

The undercurrent of thé "assistance strategy', is that the small
and the big have to co-exist, preferably in close coordination and
cooperation with each other. The big is not opposed to the small. The
two can co—exist and play & complementray rolé instead of wasteful and

aveidable competition. The ¥First Plan, in fact, argeed for common

production programmes of the large and small scale units.9 Similarly,

the 'ancillary' category of the small scale sector owes its origin to
the'bélieflthat one large industrial unit can support a good number of
small independent manufacturing units. The various ideas regarding the
policey towafds assistance and support of the small scale and rural
industries have by now crystallized into a variety of support by the
Indian state to the small scale industries. ' These are described in the

following section..

Forms of State Support:

Eeginning with the Economic Programmes Committeéibf théi&ICC (1948)
which ﬁleadéd for differential tax rates, prtovision of subsidy,
preférentiélléoverqment purchases and low interest_rates_fop~ru;§1?gnd
smallﬂscale”sectﬁf,lgne‘finds that the nature and variety of state
assistance to the sector, by now, has become quite impressive. In fact,
the variety is so lérge that, like the functioning of the industrial
1icensipg systém, it is di£fiqqlthto have an easy and full account of
the G@vefnﬁent;poligiés éﬁd;cdﬁéeésibns as available at a point of time
for the'sméiihééctor{_”i@;brmdﬁﬁgﬁagﬁﬁtbe dohgéssiqns; inéeﬁtives,

subsidies, preferences, and facilities officially offered and on how can

3. * INDIA, Planning Commission, The First Five Year Plam, 1952, p.316.




these bé avalled of has become vefy complex and expert advice from

management coasultants and legal pundits is required before any one can

proceed in the matter.
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To provide an overvieﬁqu the different forms of state assistance

one can group them under thelfollowing_heads:

1.

Fiscal Concessicons:

Small scele units receive fiscal incentives in the form of complete
or partial exemption from excise duties. For instance, small scale
undts operating in industries like footwear {employing less than 30
workers), tooth paste, metal containers, roller bearings, zip
fasteners, playing cards,  carbon black (whose value of production
is not . more than Rs. 1 Iakh) and confactionery, starch, various
kinds of yarn, paper, steel furniture, bolts and nuts, ﬁrinding
wheels, insulation tapes, paints and varnishes, aerated water,
khandsari, soap, safes and strong boxes and metal containers and
vegetable non-essential cils (1f no power is used) get complete
exemption from excise duties., Similarly, differential rates of
excise duties apply tc industrjes like wires, cables and paper
mills in the smafi scale sector.”” g

Financial Assistance:

As a policy, public sector firancial Institutions and banks provide
finance to the small scale sector at concessional terms. State

inancial Corporations {(5FCs) are .authorized to provide both risk
capital and long, medium znd short term Yoans on liberal terms. A
number of commércial banks have special gchemes for the grant of
loans on easy terms to the sector. The Industrial Development Bank
of India (IDBI) has astablished a special wing which exclysively
deals with small, village and cottage industries. Assistance

10.

il

20U, Thig meand TRAL Ne4dr

R.8. Aradhya, former Chairman, Mysore Stete Small Scale Industries
Board, cbserved that "maioxity of the small entrepreneurs are not
aware of the avallable facilities nozr they are wade known to them
in a manner they could understand and take advantage of the offer
wade to them". "~ Seae: R.§. Aradhya, “Plight of Small Unite Amongst
Small Scale Industries” in Development Commissioner (Small Scale
Industries), Credit Facilities to Swall Scale Industries, 1969, pp.
242-3, 1In g Teceanr sfuﬂi CofgutTed Uy J.o sEnaerarz; for the
Industrial Development Bank of India, it was observed “(as to the
reagsons for not having taken the bepefit of one or the other types
of assistance,) that somé had no knowliedge of the existence of
incentive schemes. A .number varying from small but not
insignificant to a large majority had no need of assistance.
Others needed assistance, out of these gsome did not get it and the
remaining stayed away from even attempting for various reasons, the
chief among which included too many formalities associated with the
processing of assistance.” See J.U+ Sandesara, “Incentives and
Their Impact: Some Studies on &mall Industry”, Economic and
Political Weekly, Vol., XVII, No, 48, November 27, I'98Z, p. 1914,
FAdfthet, the intormation provided in the Annual Reports of the
Small Industries Development Organisation shows that out of nearly
8 lakh small scale units just a little more than 4 lakh units were
registered with different State Directorates of Industries., (Cf.
INDIA, Development Commissioner (Small Scale Industries), Report ==
1681-82: Small Industries Development Orpanisation, 1982, 7p. 18-

: Iy WAt 0F the Smatl scale units in the
country did not even register themselves as small scale units which
is a prerequisite for availing of the state assistance.

INDIA, Ministry of Finance, Report of the Indirect Taxation Enquiry

Committee, Part I1I, 1978, p, 1927 ™ n
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sanctioned to the small scale sector by the IDBI in the form of
refinance of industrizl loans and rediscounting of bills amounted

_to 2 total of Rs. 23,400 million at the end of March 1882.

" preferential Government Purchases:

I+ is made compulsory for various Ecvernment departments and
agencies to buy their requirements of a number of items from the
constituents of the small scale sector. At the end of 1981 there
were 384 items for which purchases were to be made only from the
small scale sector. In addition to these there are 11 and 15 items
in whose case the DG8&D has to make ‘purchases to the extent of 75

and 30 per cent respectively of its requirements from small scale
“units., Price preference to the extent of 13 per cent is allowed to

small scale units in the case of items purchased both from the
small and large scale sectors. ' . B :

Infrastructural Facilities:

Since the beginning ¢f the Second Plan the Government has: taken up
the task of establishing industrial estates in the -country.
Industrial estates not only provide readymade industrial sheds —--
to minimise preliminary expensecs to individual small
entrepreneurs~~but also offer common .services at subsidized rates.
The Small Industries Development Crganization (SIDO), through a
network of Small Industries Service Institutes (SISIj, rovides
management consultancy, industrial design, common tooling and
testing facilities, ingormation on technical know - how, market
advice, and information for expert promotion, etc. The National
Small Industries Corporation (NSI&B and State Small Industies
Corporations supply machines on hire purchase basis apd assist
small scale units in securing Government orders.”” State
Directorates of Industries have beén assigned the task of providing
scarce raw materials to the units in this sectdy: .

Reservation of Industries:

Beginning with the Third Plan a number of industrial products have
been quparked for exclusive development in the small scale
sector. The list of reserved items has undergone substantial
changqg since then. At present the list contains more than B37
items. Large House and FERA companies are generally not permitted
to enter or expand, if already operating, in the items reserved for
the small scale sector. Any liberalizations 'in-the licensin
golipy are also not supposed to be applicable to the large an
oreign controlled sectors when the item of manufacture happens to
be a resprved one though exceptions are aliowed for export
PUYpOSES. . * L m

12,

13.

14,
15,

See for a discussion, 8.K. Goyal, "A study of the Hire Purchase
Act@vit{ of The National Small Industries Corporation™, (Mimeo)
%g?;an nstitute of Public Adminisgtration, New Delhi, December

INDIA, Estimates Committee (1971-72), Nineteeith Report:. Industrial
Licensing, Delhi, 1872, p. 42. ST ) T

INDIA, Ministry of Finance, Ecoﬁémic Survey, IQSE-SB,'p]_ZBLylf

Cf, Various Notifications and Press Notes of the Ministry of
Todustry (Department of Industrial Pevelopment). Also see
INDIA, Ministry of Industry, Guidelines fo¥ Industries, 1979, p.
Sec;ﬁIHZf-wherein it was stafed chat where large scale units,
whetliér belonging to large houses or . not, are already engaged in
the manufacture of items since reserved for the smalil scale sector,
there will be no expansion of their-ca acitg. Proposals for grant
of licences 4in areas reserved for smalf‘sca e setor are considered
on merits on the basis of hundred per cent exports on a continuing
basis. The share of large industries and houses in the total
capacity for these items will be steadily reduced and total of -
small scale and cottage sector increased”.
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_Exemptfbﬁ from Certain Statutory Provisions:

In.view of the small scale oi operations and investment, these

units have been exempted from the provisioms of industrial

licensin%yrnder.the IDRA, 1951. %&ﬂ%ﬁlonaliy, th?{prov1siqnsbgf

section of the C giiies act, are also made inapplicable
: Ssiatig

to them. ~ Conmpan . g undef the category of small scale

industrial units engaged in the manufacture of a number of products
- have been exempte 1¥rom the provislons of the Cost Accounting
Records Rules, 977. _ 5 09o@" o : :

‘Bank Finance: -

Small scale industriél.units-form péft of the 'priority sector!

"along with agriculture, small borrowers, weaker sections, stc. for

purpose of availing assistance and credit from banks. Loans to
priority sector attract lower intrest rates and are ﬁenerally
exempted from o¢gassional credit constraints inposed by the Reserve
Bank of India. The commercial banks are also directed to

- increase their lendings to the-priority sector.

16

17'

., batteriles

E;S.

Under the provisions of this Section, .companies are ordinarily
required to .put advertisements inviting deposits in newspapers
revealing their financial position and thée deposits so accepted
should not . exceed certain limits and conditions such as the rate of
interest "and periéod of "deposits prescribed by the Reserve Bank of
-Indiz from time to time. 'Eqmpanies are alsc required to maintain a
register of déposits and file with the Registrar of Companies, a
geturn containing details regarding the .acceptance or return of
eposits and reasoms for non-payment, if any. e

This exemption ig applicable to small scale industrial units in
cement, cycles,’ tyres and tubes, caustic soda, room_ air-
cognditioners, refrigerators, automobile batteries, electric lamps,
electric fans, eiectric motors, motor vehicles, tractotrs,

- aluminium, vanaspétiymbulk~drugs5'snga?f infant milk food; jute
y

goods, .paper, rayon, dyes, soda ash, polvester, nylon, dry cell
cotton textiles and sulphuric acid industries. For
pdrpc%p.of’this exemption, “"the expression. “small'scale indugtrial
u?its meangfaﬁg industrial undertaking registered with the
Directorate of Industries or Small Scale Industries as the case may
bi' of the State Government in respect of “which the investment in
piant and machinery is not in excess of twenty lakhs of rupees in
value.” Cf, -Notifications GSE Nos.l4 to 41 dated 35.1.'83
rgproduced‘in Cet.pany Wews & Notes, Vol.XXI, No.>3, May 1983, pp.ll-

Investment in plant and machinery appears to be the only criteria
for deciding the small scale nature of an Industrial unit (i.e.
even registration with Director of Industries is not mandatory) Tor
availing of the facilities under 'priority sector lending's  For
instance, while giving definitions of the different segments of the
pricrity sector, small scale Industrial units are defined as those

engaged in the manufacture, processing or preservation of

goods and whose investment in plant and machinery (original

Cost) does not exceed Rs.20 lakhs. These would, Iinter alia
. ineclude units en%aged in mining or quarryin%f se

repairing of machinery. In the case of ancillary units, the

investment in plant aad machinery (original cost{ should not

exceed Rs.25 lakhs to be classified under small-scale

industry. :

(See Reserve Bank of India, Reser&éfBank of India Bulletin,
Vol.XXXVIT, No.2, February 1983 D30 "It

above, that the above definftion does not take note of either the

ownership -aspect introduced in 1980, or the requirement of
registration with the Director of Industries. From footnote 17
above it.ma{ be noted that registration with Director of Industries
is one of the requirements for the unit to be treated as a "small
scale industrial unit™. = - e
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The sum teotal of the concessiogns, diract and indirect subsidies,
preferential treatment and exemptibhs from the operation oﬁ some of the
important regulatory provisions accorded to the small scale sector add
up to a substantial support for the sector. The significance of these
concessions, however, cannot be assessed in terms of the finamcial
outlayé or direct costs to the state as many of the costs are hidden and
non—quaﬁtifiable. It would also not be correct to assume thatlthe
concessioﬁs are unformly available to all constituents of the sector.
Viewed from the individual manufacturing unit's angle, one category of
units may find one type of concessions more important whereas another
group of small scale units may find it far more rewarding to avail of
other provigsions of staﬁé policy package. TFor instaﬂce, a unit which
enjoys financlal support of a large and established industrigl house of
the courntry is likely to’depend more on the facility of exémptions from
the regulatory provisions whereas a small man may be quite happy if he
could obtain a shed in an industrial estate. Similarly, an assembly
unit may find government policy for preferential purchases to be more

helpful than the availability of cheap raw materials.

To avail of the state assistance and the variety of direct and
indirect economic advantages, a unit nust get official recognition as a
small scale unit. In a2 country like India, having a high degree of
illiteracy and absence of effective channels for dlssemlnatlon of
official information, a large percentage of small scale units are not
likely to be even :aware of the precise content and extent of state
support available to them. One should, therefore, expect that only a
fraction of the total number of small scale units would have official
recognition as constituents of the sector. Secondly, even if there was
awareness of support policies towards the small scale sector one has.fb
recognise that availability of concessions and soppert has to bhe through
the governmental system which has its own style and mode of operatiom.
The groups which are not intended to be provided state support camn
indeed be the ones to take advantage of them; and the ones sought to be
assisted may never comélto know -of their eligibility for such
agsistance. It is, for insfaﬁce, an iromy that the varilety and form of

concessions and other advantages available to cottage and ruratl

industries are more widely known and understood in urban centres by the
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organised industries and traders than by the rural artisans or the
village craftsmen. - In this ffameworg,'it would appear that the
concessions and assistance provided by the stételfor protection,
promotion and development of the smill scale séctor in India would
contribute primarily to the benefit of 'a Timited ndmber; and amongst the
claimants and the beneficiaries tiere would be many who were never

sought to be assisted and promoted under the'scheme.;

The Present Study:

The officially laid down criteria for & small scale unit determines
the universe of the small scale*séCEOr-eiigible for séaFe patronage and
assistance. This study atfempts to exaﬁine.éignificance and
implications of major changes introduced in the officiél criteria for a
small scale unit over the past three decadeé:'iggl_sincé\the ownership
and control structure in the small scale sector glves a'clue to the
actual beneficiaries of the policy package towards the sector, an
attempt has been made to identify important 1nstances of beneficiaries
whose entry in the small scale sector goes agalnst the very Splrlt of
the policles towards the sector. _Ane three, the study attempts to
aésess the implications of the policy of reservation of industrial

products for exclusive development in the small scale sector.

Ihe gtudy is. based on a close scrutiny of the company annual
reports and other primary -sources of company info%mation available in
the'Corporate Information System which we have attemptéa to builld at the
Institute during the past three yeérs. This close serutiny of the
corporate reccrds from the view poini of examining efficacy of the small
scale sector promotion programmes has brought out a number ' of
interesting insights. It is our hope that these insights would help
.initiafe further investigations of specific issues raised here so as to
enable the planners and policy makers to evolve an appropriate
alternative policy framework for the protection and promotion of the
;mali.sca}e sector in the longterm perspective of planned national

development .



CHAPTER ~ 11

A CRITIQUE OF CRITERIA FOR A SMALL SCALE UNIT
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Public policles have to be administered by the governmentails§stem;
for this there have to be operational guidelines. Td Begin withsqﬁe has
to have clarity of the concepts and definitions. If the small scale
sector has to be assiéted, the &ystem must have a precise definition of
a gmall scale unit. TFor a 1oﬁg time attempts were made to define =2
small scale unlt in terms of the entrepreneurial characteristics, size
of investment, number of persons employved, source of energy, the size of
turnover and so on. The First Five Year Plan observed:

It is customary to refer to industries which are not required to be
registered under the Factory Act as cottage and small-scale
industries. There ig To accepfed line of distimction between
cottage and small-scal& ifndustTies dna dTLfE7EAT derlinitIons are
FAOPLEd ECCOTUINg To ThE BB JECT 1n view., The distinction
frequently made between establishments which émploy power and those
which do not become less useful ag zlectricity becomes more.
generallﬁ available. The number of workers remployed in an
establishment has only a limited value as a criterion for
distinguishing large-scale and small-scale establishments: In
addition to the test of numbers employved and the use of power, a
further test may be whether a unit which may otherwise be regarded
as small is owned by the worker himegelf or by a co-operative group.
(emPHAETs ™ BEIGEA S~~~ _- - e

It seems, how«ver, that a consensus on this was only reached during the

mid-"fiftries. The filrst official criteria for small scale industry was
in terms of the size &f the gross investwments in (i) land, (il)

building, (iii) plant and machinery, and (iv) the strength of the labour

force. A unit having dn overall Investment of Rs. b lakhs and employing
less than 50 persons, when using power and less than 100 persons when
not using power, was the one that qualified to be treated as a small
scale unit.? This definition hes to be seen against the scope of the
IDRA, 1951 which was then applicable to factories working either with
the aid of power and employing 50 or more persons,or those employing 100
or more workers without the aid of power. All manufacturing units,

covered by the IDRA, 1951 and requiring au industrial licence were,

s gggza, Planning Commission, The First Five Year Plam, New Delhi, p.

2. INDIA, Planning Commission, Second Five Year Plan Committee: Report

B on the Village and Small vcale Tadugliies, L9555, Pe bl. _IHE
gefINItIon was fmitialiy adopted I 1955, However, it was laid
down that small scale industries would not include those industries
.coming under the Eurview of the staztutory boards, set up for
‘handilecrafts, bandlooms, coir, silk and khadiwand village
industries. Cf. TNDIA, Develeopment Commissioner . {Small Scale
%ndustries), CYedit Facilities to Small Scale Industries, 1969, p.
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therefore, not eligible for being treated as constituents of the small
scale sector.3 As a coﬁsequence, the small scale sector, as defined
initially, did not attract the provisions of the industrial licensing

systent.

Dering 1958-58, the definition of a small scale unit . was modified
to Include units on one shift basis.a' This_eas'an important change
because thie aimed at better utilisaiien.of machinery and greater
employment opportunities., In Janunary 1960, the restriction or number of
persons was wholly removed. The sole criterion came to be in terms of
the value of capital investment i.e. rupees five lakhs, irrespective of

the num@é: of persons employed.5

The EEEEQ'revision in the form of ad&ieionel efiteria for the small
scale sector was broposed by the wcrkiﬁg Group of the Third Five_Year
Plan to acepmmodate units supplying theit‘produECs to large sdaig'
mandfactufers.j.lt reeommended thet in the intepest of "developing
viable ancillary units, a relaxation of the Rs. 5 iakhs 1imit in fixed’

capital may be made in respect of such small scale units which were -

supplying . parts and compornents to certaln specified large scale.

industries”. The Group felt that a llmlt of Rs. 10, lakhs should be
adopted fofifhis purpose.6 A neW'category of small_scale industries was
thus born. Ihese units were defined as ancillary uﬁits and the celling
was placed at Rs.l0 lakhs instead of Rs. 5 lakhs for the small scale
units. The Ford Foundation Team, which comﬁeneed.on this category of .

"

small scale units.felt that higher ceiling for ancillary units “can

3. Cf. INDIA, Mlniotry of Industrial Devel:FmenL, Internal Trade and
Company Affairs, Report of the Industrial Licensing Policy Inquiry
Committee, 1969, P- o3¢ —

4. INDIA, Development Commissioner (Small Scale Industries) Small
Scale Industries Organisation, Report for 1958-59,1959, p. .T’"‘"‘

5. CI. INDIA, Minlstry of Industry & Supply (Department of Industry)
Workin Group on Small Scale In ustrles, Handicrafts and
SETIE“I%ure, Report ol The 50— broup o Small scaié'LnduSerﬁﬁT
JOLY 1985, s 293 . \

6. INDIA, Ministry of Fommerce & Industr » Re ort of the Workin
Group: Small ‘Scale  Industries .= Prograg;e*ﬁgLWﬁt mg*rntr%

—

rive feal rlan, 15‘39, Pse L4353
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open the door to the creation of bogus ancillaries by large firms, and

was difficult to administer".7

The Fourth revision came in 1966. It had two elements. One, that
while assessing the value of the invesfments, the items to be included
would be ouly the plant and ﬁachiner& and not the land and buildings.
Two, the uﬁper lfmit for small scale units was raised from Rs..SHQO
lakhs to Rs. 7.50 l_akhs.8 The limit for ancillaries was retained at
Rs. 10.00 lakhs though by excluding investments in land and buildings,

this category alsoc became a wider one.

v

The fifth revision in the'definition of small scale industrial

units was made in May 19271 on the recommendation of the Small Scale

Industries Beard. The 1nvestment lxmlt 1n plant and machinery was

raised from Rs. 7.50 lakhs to Rs. 10.00 in the case of small scale units .

and from Rs. 10.00 lakha to Rs. 15.00 lakhs for ancillary un1ts.9¢;The-
raising of the upper llmit resulted in enlargement of the number of
small scale units registered ‘with the Development Commissioner for.Smali
Scale Industries {DCESI) by more phaﬁ ﬁneftbird. The number.of
registered units was 1,59,321 in 1973 and 2,14,109 in 1974.10

The sixth change was introduced in 1977. The Statement on
Industrial Policy, 1977 .divided the-small scale sector into two parts,
All small scale units having less than Rs. 1.00 lakh investment and
located outside the metropolltan areas were defined as "tiny unlts‘ll
In this connection it is relevant to note that while the Rs. 1 lakh__
investment limit is common with the Bhat Committeé@ suggestion, two

other criteria, namely, that the annual turnover should not exceed

Fl

7. INDIA, Ministry of Industtf, Peport of the International
op

Pers ective Planning team: Deve ment of smalli scale INJUSTYIEs 1Int
Iﬁaig == PFoSpects, PIrOLIlEemsg and Poligies, 1903, p. 1T8¢  THE reﬁﬁ'
ﬁi§'§p“ﬁhﬁ?§ﬁ"ﬁ?‘tﬁe'Fﬁ?ﬁ‘?ﬁhﬁ&"tfﬁﬂ“““"‘"‘ :

£. INDIA, Ministry of Industrlal Development & uompany Affairs,
Report 1966-67, p.ﬁéo

9. INDIA, Development Commissioner (Small Scale Industries), Small
Industries Developiment Organxﬁﬁilon4 Bepart: 1978-79, p. 233. s

10. INDIA, Development Commissioner {Small Scale Industries),Small
Scale Industries in India, Handboak .of Statistlcs =e L0, ATELE el

= i

TITT Guidelines for Industries (1979), ﬁ Sec. II 11. ;3””
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Rs. 5 lakhs and that the total capital investment per worker should not
exceed Es.4,000 per shift are missing in this definiti‘on..12 The seventh
important change was introduced in the Industrial Policy Statement of
July 23, 1980. Lhe qualifying limits were raised all round. For the
tiny sector the rise was from Rs. 1.00 lakh to Rs. 2.00 lekhs for small
scale units from Rs. 10.00 1akhs to Rs. 20,00 lakhs and - fqgmancillaries,

25400 lakhs instead of Rse 15 OO lakhs.lg it appears.that'the
definltion was modified further “herein the w0rds “whether held on

ownership terms or by lease or by hire purchase™ were. inserted after:
iy !

fixed assets in plant and machinery

The official criteria defining the constituents of the small scale
sectotr has been revised repeatedly. The revisions have been on the
foliowing counts Eigul(i) an upwerd revision of ceiling - (from 'Rs. 5.00
lakhs to Rs. 20.00: lakhs); (ii) a reduction iﬁ'thé items for which the
~investment should be taken note of for purposee of the ceiling, (iii);”
inclusion of a new category of small scale units (namely, ancllleries)l
which qualify for small  scale policy coucessions but has & higher
ceiling; and (iv) the criteria being whoiiy linked to_the}eoney'value of.
the aésets by exclusion of refereneee”to_the.size-of-labour force,_
location, slze of turnover, eﬁaractef-of the entrepreneur, or the'nature:_

of the production basket.

Upward Revision: é_Ceecession For The Few:

A'diéeeéfimplicetioe of .the repeated upward revisiene in the
criterion: and earrowing down _.the base tc calculafe the size of
investment to plant and mechlnery only can He understood with the help.
of data "Hrov1ded ay the Census of SmalliScale industrial Units, 1972.
(See Table-1). It would be eeep.that.more ‘than 90 per cent of the small

scale units, eﬁen in 1912, had inﬁestment'of less than Rs. 1.00 lakh

12. Cf.INDIA Report of the Committee for Drafting Le islation for 

TBEall Scale ftés, Lufz, B 290 (ChE : 5 _
13, IHNDIA, Ministry of Industry, Guidellnes for Industries 1982, pe
- Sec. II~43

14, Thls becomes evident from a comparzsion ‘of the definition rovided
+ in the Apnual Report of the Small Industries Development
Organisation for the years 1980-81 and that in the amended
notification no. S5.0.98(E /IDRA!ZQG/?S/I dated, 16 Februarg 1873 as.. -
agfearing in:the Guide 1nes for Industries. (1982}, Part Earlier,

s aspect ‘was f BT Ciie cIaYttications and explanations__ﬁ _'

issued y the Government from time to time.

o 2 )
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Table - 1
Showing Distribution of Small Scale Units According to
mme“mmnWthmwﬁgﬁ
E;vestment in Plant & Number of Units Pérceﬂtagé to Cumulative
Machinery (Rs.'OOO) Total Percentage
Upto 25 . . <.1,02,085 7 ind4 o 73.14
26 to 50 | 14,986 10.74 ~ 83.88
51 to 100 . 10,319 7.3 61.27
101 to "+ 3060 8,729 6.25 97.52
0L to 500 2,475 1.77 99.29
Above 600 Q83 0.71 100.00
Total 1,39,577 100.00" -
Source: Based on Development Commissioner {Small BScale Industrles),

All India Report ¢n the Census of Small Industrial Units,

Vol.IT {(Tablesy, 1977:
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each. The units, each with investment of Es. &.00 lakhs and more
account. d for only 0.71 per cent of the total. It is, therefore,
obvious that the upward revision of the investment limit for small scale
industries could only be of direct advantage to those who constituted
the biggest amongst the small. Under the more liberal criterlon the
bigger <aes could take advantar: of various facilities available to the
small scale sector. The upward revisions benefit a small number of the
big in the sector and strangely enough, the latest revision was
justified on the ground that it would "... eliminate the tendency to
circumvent the then exlsting limit by understating the value of

machinery and equipment, falsification of accounts.or resort to benami

uni;sﬂ}s mTheLfollgwing-éxFract-ff6m a5Pfess_Note issued by the

Governmént provides further evidence in this regard.

Some units which have crossed the previous investment limits (or
" Rs." 10 lakhs/Rg:v 15 lakhs) prior to August, 1980 and which had
nelther obtained nior applied for COB licences as was requlred under
extant law would have breached the provigions of the Industries
{Developmed 4 Tiv e Yat T
OoW qualify for treatment as sumall scale and ancillary units
eligible for exemption under the licensing provisions now,
Government have decided to treat such breach as technical breach
_ Zond T hONCCONPITANCE With | T e
CTidusEries (DEvVelopnent and Hegulation) Act doring the period ToT
Wﬁiﬁﬂ‘tﬁ??ﬂt{gﬁf%%ﬂﬂ?t

TossEd e previvts laid down investment
‘1imits and under which they would require COB licences provided
their cases fall within the enhanced liﬂ?ts now fixed for small
gcale and Ancillaries. {emphasis added) : :

This can only encourage further such violations in the future.

Eéch_upward revision in the ceiling of the size of the invéstment
foruﬂﬁe unite qualifying for the state support and patfﬂﬁage as small
scale units, must have enabled lafge_sizgd.manufacturing_units to clainm
the”ééfaﬁtagesHmeant for'ﬁhéféqali”ggqle sectot. ﬁsigﬁese would be
.laggef:“ﬁnita\ﬁhe a&ounts fﬁ§olved bﬁ way of subsidy and concessions
éoﬁld also be substantial. It would be of policy relevance to study the
pattern of assistance sharing in the small scale sectoy; and equally so
how the upward revisions have altered it. It needs also to be
investigated if as a consequence of the upward revisions, the spaller
units constituting an overwhelming majority in the sector had to face

far greater hardships and competition than earlier. It is plausible that

e

i%. Ibid., p. 43. A reference to the ownership of small scale units was
FTEC made in 1980. This will be discussed in Chapter-III.

16. Cf. Press Note No., 12/139/LP/79 dated August 2, 1980 of the
Winistry of Industry (Department of Industrial Development).
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the entry of z handful of medium sized units in the small scale sector
did make a large difference to enhance unequal competition for the
former small scale units i.e. creation of a situation in which
competition got promoted among unequals.17 The upward revisioms would
also imply that the same facilities would have to be shared by larger

numbers -— defeating the very logic of special treatment to the small.

Ih the U.8.A. a smwall business is defined as one which is
‘independently owned'. A variety of policies have been desigﬁed to help
and encourage small business so that it may become a very lmportant
component of the free enterprise system. It is claimed that these
policies would keep the 'door open for free people with initiative,
vision and courage, people who want to go into business for themselves'.
It 1s also claimed that .S. Government not only promotes small business
firms but alsc takes stringent measufES to "prevent the growth of all-

18 The small business in U.5.A. is meant for

pewerful monopolies”.
independent people and the small enterprises cannot be dominant in their
line of production.lg The point needing emphasis is that unlike the
U.S. definition, in India a small scale unit is defined only in terms of
the size of investment and is devoid of any reference to the character
0of ownerghip. This deficiency in the Indian definition has been
repeatedly pointed out by official committees and individual scholars.
For instance, the Hathi Committes poinfed out the existence of small
scale ‘enterprises which were owned by multinational companies. The
dissenting members of the Committee for Drafiting Legislation for Small

17. Cf. INDIA, Administrative Reforms Commission, Report on Small Scale
Settor, 1969, p. 8. and EstimatesCommittee(Iﬁgtf727;WIﬂEt€Eﬁtﬁ

Keporer Industrial Licensing, 1%72. It was regorfﬁ&“fﬂ“fﬁﬁ
Estimates Committee Zeport tnat the Secretary to the Ministry of

Industrial Development stated, in reply to a question regardin% the
.enhancement of investment limit from i&s. 7.3 lakhs to Rs. 10 lakhs
for small scale units, that it would "bring in people with larger
_resources and the real man with small resources will probably at
the discount as also the people who are aiready in small
industries”.(p.41l) The .observarions of . the Bhat Committee are
also pertinent. The Committee noted that "at present small units
by and large are entitled to incentives and facilities on a uniform
basis, i.e. irrespective of size of their investment; in actual
practice the major share of these facilities flows to the larger
among the small units”. : B TSR .

18. Cf. C. Tyler Wood, "Role of Small Business in U.S.A. and India ...
TFeat Scope Ahead == [.5.4.'s Interest in India’s ~Small
Industries"”, Major Industries of India, Annual, 1961, pp. 191-203.

19. Re?ort of the Shb~GrouplgE'Small Scale Industries, op, cit., p.
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Scale:Industries pointed out that though the definition of the small
scale units had undergone many changes,.’éach time relating it with the

investment limits but with "no consideration to the ownershipfzo

The'Organisational Form:

'During the earlier years when the policy, for proﬁdfion of the sﬁall
scale éeétof_?as evolved it was believed that the sector would mainly
consist of_éartnefship and proprietary undertakings. ¥#hile. this
aségmp;iq§ ﬁogld held good, in_é large measure, even to-day ome is not
sufé if the_d{ficially recognized small scale units would not have a
substantial nuﬁbe;.éf such undertakings which would be registered as

privaté o; pub1ic limited companies under the Indian-Companies act,

1956. In numbers they may be few but their share.in the assistance
(gubsidies, loans etc.) appears. te be much greater.21 For varioug
reasons entrepreneurs are opting for corporate form of crganisation.
There are ecoﬁomic advantages in the new form and the managements can
have far more flexdbility of operatlion with reduced risks, This is,
therefore, a prefefﬁed_form._ In administrative processing of
applications it is not uncommon to see a built~in bias in favour of the
newlfprm“over fhe_prOprietary_or partnership organisations.” A corporate
entifyﬁié differént from the individuals who may own or control it.
Undéf the sftuation it is necessary to.ask if the small scale sector
should remain open to the orgenised corporate sector of the Indlan
industry or, should some alternative organisational form promoted?zz it

is a question that needs proper debate.
TTTWhilé“asséésing valué of the'plant”and:machiﬁeryh the official

guidélines are that "original price paid-by;the;ﬁﬁﬁér;”{rrespective of

B o R R ——

20. INDI4, Report of the Committee for Drafting Legislation for Small
Scale INAUSEries, 19727 p- 53 S e :

21.. The Census of Small Scale Industrial Units (1972) shows that out of
the total of 1.4 lakh unlts, only 2 per cent were either public or
private limited companies. On the other hand, one finds. that-out
of nearly 11530 small scale units . which were members of .the Basic
Chemicals, Pharmaceuticals and Cosmetiecs Export Fromotion Council

- {2s on-31.3,1983), about 340 (oz 25.6%) were 'limited companies'.

22, 'In this connection, i1t may be noted that the Bhat Committee after
. deliberating on the advantages and disadvantages of the. pacrtnership

© law_and the Companies. Act for the small entrepreneur saggested the
enactment of @ "ResrricTed Parinership Aet'.. Cf. INDIA, Report of

the Committee .for Drafting lLegiglation for  Smdll Scale ISdUSETrids,
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whether the plant and machinery are new or second hand,” should be,taken:
into account. Operationalisation of such a guideline is a difficult.
proposition, particularly in the case of clder units and for imported
machinery. It has already been stated that with each upwarﬂ revision of
the investment limit, =z larger.number of existing units had got
qualified for assistance under the small scale sector. From another
angle, a small scale unit would be deprived of the genulne advantage of
expansion since there was no:provision for depreciation. ZEverytime the
unit adds & new equipment, its gross value of the assets would rise and
very soon the unit may cross the ceiling limit. A more realistic
concept could be the ‘replacement cost'. It is, however, not our
coutention that’ the concept of replacement wvalue is easy to be
administered. Since the sole criterion of the sector is in terms of
nominal value, the administering system would normally accept the value
assesgment as claimed by the owner. The discussion, however, is more of
academic- nature and less of any -administrative significance. In the
absence of 'any satisfactory machinery to verify the statements made by
the entreprenuers it is a matter of subjective choice for:an enterprise
to apply for official recognition as 2 small scale unit. In stbstance,
therefore,: the constituents of the sector can be all those who can
claim to have assets of less than the preseéribed limit. Whether the

claims are real or fake is a different matter.

Nature of Industry a:d Lecation:

The investment criterion for 'the small scale sector is uniform for
all industries.. It would be accepted without much questioning that the
value of plant and machinery for undertakings is, to a large extent,
determined by the nature of the industry and location of the unit. The
capital requirements of an undertaking would also vary considerably with
the choice of the production technologies employed: - There can be carpet
manufacturing actlvity at the household level as also with use of
sophisticated and modern machines.. For establishment of 2. flour mill in
a village may require a - much larger outlay than that required for
locating 1t in a city where the mill can have electricity as source of
power. In the villages or in remote and isolated locations the

entrepreneurs would have to invest considerab1e sums in setting up &
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diesel engines to run the industry. The existing criterion for the

small scale sector does not show awareness of such operational problems.

dncillary Units:

During the Third Plan the concept of ancillar& industries was
introduced with a much higher qualifying investment limit than the-other
small scale enterprises. An ancillary unit was to be located near a
large industrial .project, The ancillary units, as per thé criteriorn,
would have a secured market for their -production and an assured supply
of raw materials. The ancillary units would: 2lso have a large elemeul
Qf.infrastructural_support from the large project with which they would
be asscciated. Additionmally, ancillary units are axpected to specialize
in production of -different compoments. With these advantages should au
ancillary unit. be eligible for.a wariety of state patronage, whatever be
the investment in plant and- machinery? The present limit is Rs.. 25.00
lakhs for ancillaries and Rs.; 20.00 lakhs for the independent small
scale units. Justification of the speclal treatment to ancillaries
needs to be discusseds ..This being particularly so because a number of
the so called ancillary units happen to be personal (benami) properties
of the families,” relations and business assoclates of the.management of
the umbrella units~23, This .again is a matter of debaterand policy

decision.

Size of Operatioms:

The official definition of small scale industrial. units is-solely
in terms of the size of. investments in plant and machinery. It is not
related to the:overall size of the assets, turnover, utilisation of
funds or the: extent: of indigenous :or  foreign ownership of thez
undertakingss. 4  'small scale unit' could.be 2 part of an enterprise
having overall assets or turnover: of crores of rupees.. Such practices
can be easily resorted to by the corporateentities under the Indian
laws. Table-2 shows an illustrative list of some of the companies

registered under the Companies Act having-claims to.be constituents of

the small scale sector even though velume of - thelr-turnover and assets

were very:large. Skefko India Bearing Cg. Ltd., 2 company -with more

P yu—

23. For 'details, see the section on 'Anciliafﬁﬁ_fnduét}ieé in
Chapter-III. . '
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Table - 2
Showing Actual Size of Operations of Some Small Scale Companies -
{Rs. Lakhs)

S. Kame of the Small PUC Total ' Tarnover High Income
No. 3cale Company Assets Empioyees
1 2 3 4 5

1. &kefko India Bearlng g8.02 484.50 - 844,68 29
Co. Ltd. (1980)

2. Photophone Ltd. 30.00 441,72 566.43 25
(1980~81)

3. East India 22,50 284,61 : 222,13 -7
Carpet Co.Ltd.(1982) : _

4, Fulford -I; 16,00 248.69 395.67 il
Ltd. (1980 :

5. Ewac Alloys 16.00 229,29 393.81 ) 8
Led, (197%) _

6. Afco Ltd. 60.00 163.65 222.81 6
{1982) . . ,

7. Mercurﬁ Paints 5.00 - 161,83 281.37 7
Varnishes Ltd. (1980~81) :

8. Roplas India 12,00 99,07 © 243,35 6

td. (1980)
9,  J.JX. Helene 6.13 78.17 © . 235.14 3
Curtis Ltd. (1979)

10. Nima Ltd. 20.00 77.59 41,560 -
(1978) ' _ '

11, Vitro~Pharma 3.12 75.81 16.65 i
Products Ltd. (1982) ' _

12. Dental Products 16.00 6Le27 77 .34 2
of India Ltd. _ .
(1882)

Source: Annual Reports of the respective companles.

Note: 1. See the Appendix for details regarding small scale nature of
the companies.

2. Figures In brackets indicate the year for which the
information relates to.

3. ngﬁl Income Employees are those drawing Rs. 3000 or more per
morith.
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than Rs. 8 ¢rores turnover is a registered small scale unit. Photophone
Ltd., another small scale unit is registered for government purchases,
has effected sales worth over Rs. 5 crores.in 1980-81. Afco Ltd., a
smallxscale unit registered ﬁgn gdve;nment purghases, was one of the
. 1,300 ﬁonfgoverpment companies in”indié out of a total of over 50,000
“which had a paid-up'éépiiai éxceeding Rs. 50.00 lakhs. In 1982, it had
assets of over Rs. l.63-crores and effected a turnover of Rs. 2.22
crores. Ewac Alloys held total assets worth Rs. 2.29 crores and had a
turnover of Rs. 3.94 crores aﬁd earnad Rs. 1.23 crores as prgwtax
profits in 1979, Similarly, Pulford (I) Ltd. in 1980 controlled assets
of Rs. 2.50 crores and achieved & turnover of Rs. 3.26 crores which
mounted to Rs. 6.39 crores by 1982, And yet thesg have been recognized
small scale units! Indeed many of these are bigger than some of the

medium scale units.

It is also apparent that aﬁart from. the general provisions of the

Companies Act, 1956, there are no additional restrictions on small scale
units regarding diversion of funds by way of loans to or.investments in
other companies or partnership firms or appointment of sole selling
agencies, coﬁmissions and discounts paid or expéﬂditure on publicity.
Similar is the case with regard to the salaries of the employees. There
are small scale units employing people with vefy high salaries (i.e.
drawing more than Rs. 36,600 pef annum). For instance, there were nine
empleoeyees in Indian National Diesel Engine Co Ltd. in 1979 whose
salaries inciuding allowances and other perqﬁisites exceeded Rs. 3,000
per month; four of them redeiving more than Rs. 3,000 per month each.
There were seven suchugmployges each in Mercury Paints & Varnishgs Ltd.
(1980~81), Afco Ltd. (1981);ﬁahd eight in Ewac Alloys Ltd. (1979).
Skefko India Bearing Co. Ltd. and Photophone Lid. have more than 20 such

emnployees.

If cne goes by the size, thé style of'opefatibﬁs and the affluence,
a number of companies qualifying for official patronage as small scale
companies are hardly distinguishable from the large scale sector
companies. One has to start asking if these were indeed the 'small’

units which were sought to be assisted under the policy?
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Plan Priorities and Small Sector:

The small scale sector in India is not industry specific
nevertheless constituents have a ‘priority’ under the Plans. The
subsidies, concessions, services and other facilities, offered by the
government agencies, are irrespective of the character of production
basket of the sector. The initial assumption regarding the sector was
that small scale units do not consume foreign exchange or other scarce
resources as the sector is integrated with the local environment, and it
would only be producing essential and consumer geods. And if larger
investments in the economy are regulated through the industrial
licensing system, the small scale sector being left free could not
intreoduce investment distortions in the mational process of planned
development. Such assumptions do not hold good. The small scale sector
is quite 'modern’ and has claims on all sorts of scarce national
resources. For Instance, it was observed that imported machinery
accounted for mnearly two-thirds of the value of total machinery
supliied on hire-purchase basis by the NSIC during 1957-58 to 1972-73,
with an increasing trend during the later years. It indeed was as high

as B84 per cent in 1972-73.2%

The sector manufactures a wide variety of
nen-essential goods that would cleariy fall under the luxury goods
sector. In fact, because of the low priority assigned to consumption
goods meant for the rich, production of a numter of goods in the large
scale sector is discouraged through prohibitive excise duties. The
production of the same very items, however, gets subsidised in the small

25 The fast expanding small scale sector in these

scale sector.
industries méy indeed be not an index of the efficiency or the emergence
of new entrepreneurs but because of the possibilities of mediuvm and
large sized units being able to register themselves as small units. How
significant is this factor in introducing distortions in the planned
economy needs an objective assessment. And to the extent it was so it

was a violation of the spirit of a planned economy.

B P p——

24. Cf. 5.K., Goyal , "A Study of the Hire Purhcase Activity of the
Tational small Industries Corporation”, Indian Institute of Public
Administration, New Delhi 1973 (Mimeo).

25. Cf. 5.K. Goyal, "Small Scale Sector: Some Policy Issues”, a paper
Presented at deminar on The Role of Small Scale Industries in the
Fifth Plan, March, 1974, Tmdian Id€titote oI FuUblIC Administration,
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To sum up, the qualifying criteria for eligibility to state support
as a small scale unit have been revised repgaﬁed%y{_ Thé critéribn has_
been wholly based on the size of investment in plant and méphine;y;' Tt
is'ﬁbt related to the volume of tunover.or othér indiéators cf the size
of 5usiness operations. . The criterion aleo *gnored owners Hln
characteristics and organizatiénal,-locational; indu ‘erry 2nd technology
asﬁécts of the units. The process of rvv*51ona over the oast Lhree
decédes has enabled»faiVly large sized unwts to thkg sdvanta g2 of tae‘
state patronage, contrary to the sp1r1L of the Eésic rgtionéle end-
phllosphy for promotion of the small scele_sactor; The'iﬁtroduéticn'of
ancillary units’ has a variety of impliczations éud it is time that
these are evaluated objectively. In short, the eri eria_f&r small scele
becfor needa a ‘substantial revisien so that one could pﬁovi&e a basis
for aq51sting the "small” independent uﬁlts'instead of parmitting the
snctor to-Lecome &n- escape route for big and _nfluentzal industrialists

to avoid taxes, cobtaln-cheap finance and av01d various re; gulatory laws

of the country.
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investments in plant and ‘machinery. The 'swall” man %ould not have

adequate funds'to.bny-raw'materials_in bulk or realizé 'other interhai*
economies -¢f scale. A-small-scale unit;. it ‘has been’belieVedindoes not
haﬁe easy and "cheap creditﬁas*it.cperated outside the framework of the’
iarge organized sector; the.already established 1arge5cbncerns3couldﬁ
reach the natlonal capital -market. whereas the ~small man’ had to. remain..
content Wlth local and personal contacts for raising the financial -
requlrements of the enterprise. Slmilarly, a small scale unit - cannot
afford to have an independent marketlng network mor can 1t afford to..
establlsh tralning and research Wlngs for evclus1ve benefit of 1ts
enterprlse. In short, the small scale units are small in scale because
of the'limited resources of the entrepreneur the 5p1rit behlnd the
assistance has been to 1dent1fy all such handlcaps from whlch @ small
entreprenuer suffers while the 1arge and resourceful enterprises do not.
If this was the background and obJective of the public policies towarde
the Indlan small scale sector,_lt is. necesaary to- examine . lf the
beneflciaries of the pOllClES have 1ndeed heen the entrepreneurs wrth
small mean5a5 This chapter "is- an attempt 1n this dlrectlon. The

undertakings covered are 301nt stock companies 1ncorporated unQer the

Companies Act, 1956,

Large_Houses in the'Small Scale:Sector:.

‘The official definition ofeasmall scale undertaklng,as brought
out in Chapter II does not take into account ‘the ownershlp and control'
aspects, of the small scale sector. The incentives, concessions and
exemptions from the administrative regulations, dvailable to-the small
scale sector could attract Large.Houses tO'establish small ecale'units.
This 1ndeed has been the case. Many of the large Industrlal Houses
have made no secret of this fact. From the published squrcee one  finds
that a number of small scale unlta registered w1th the State Governments

and other official agencies established to promote small scale sector
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are owned or controlled by the Indian Monopoly Houses and subsidiaries
and associates of foreign companies. Since the official emphasis has
been on the gize of investuwent alone, 2 good number of units of the
.large companies were extended the same pgtroﬁage as is available to
sﬁall scale units. ‘For instance, Saurashtra Chemiéals,ijunagarh-(A unit
of the Jiyajirao Cotton Mills - 'a Birla Coﬁpany);_?ertilizer Mixing
Wofks at Cpéhin'of the Shaw Wallace & Company Ltd.; 12 units of the

Indian Zume Pipe Co Ltd., {(a Walbhand'Coﬁpany) at different places.in
the country; Fertilizer Mixing Plant at Rottayyam of the East India
Distilleries & Sugar Factories (now known as EID Parry Ltd.); Steel

Qacks, Almirahs and Furniture unit at Jalpur of Godrej & Boyce Mfg. Co.

were listed in the Al]l India Directory-& Hand Book of Small Industries

(1966). -Thig publication was  brought out by the Federation -of
Associatlons of Small Industriés of India (réSII). The same Directory .
also. listed:-a number.of companies which were Indlan affiliates or

branches of transnational corporations { TNCs).

Some of the Directors of Industries of the State Governments
published lists of the small scale industrial units eligible for
facilities aﬁd.concessipns available to tﬁe small  scale sector. If one
goes by these directcrieé, one finds that there were a number of entries
showing companies beloqging to Large Industrial Houses (which haﬁe_been
listed as belonging to different busipess and industrial Houses'by the

Monopolies Inquiry Commission, 1965 and the Industrial Licensing Policy

Inquiry Commitkee, 1969) an§ well recognized THNCs.

For instance, the Commercial Directory of Small Scale Industrial
Units Registered under the Factories Act, 1948 published (1962) by the
Director of Industries, ﬁaharééhtré,znincluded the following: Lakme Ltd.

(a Tata company), Kamani Metallic Oxides Ltd. (Kamani), Mulraj Khatau &
Sons P. Ltd. (Khatau), Kaycee Industries Ltd (Bajaj), Coates of India
Ltd. (Blrd H811gers), Cavsulation: Service Ltd (Rallis), Farcy Net Ltd.

(Thackersez),nrayton Greaves P, Ltd. (ThaEar) Suhrid Geigy Tradlng P.

i o o Federation of Associatians of Small Industries of India, FASII, ALl
. India Directory and Hand Book of Small Industries, 1966 S

2. . Director of Industries, Faharashtra, Commercial Directory of
Industries in Maharashtra, Part I: Small Scale IndusStrial UNDLES

Kgfﬁﬂﬁﬁﬁﬁ'ﬁﬁdﬁ?“fﬁ@”?ﬁifﬁrles Aoty IT9a871In Mhﬁﬁ?ﬁﬁﬁf?“gfﬁtﬁj
r3yii] VT I WEs Stated ia thE . rorbwofd“fd“fﬁﬁ‘ﬁ'fﬁﬁfﬁ

it was prepared in piursuance of the recommerndations of the Small
Scale Industries Board._ o
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Ltd. (Sarabhai), Business Combine P. Ltd. (S.P. Jain), Textile Engravers
Ltd., {Maf.clal), Lakaki Works Ltd. (Kirloskar}; “"yer'Agrochem L.td,
’Forelgﬂ Subsidiary), Nicholas (I) Ltd. (Foreign Bubsidiary), British

-5

Drug Ronge (1) >, Led. {&laxzo)}, and hoche Produots P. Ltd. (Foreign
_,ubs:t.dlary‘;. Tt also appears that sor‘.:':;_(:c= act1v1t1es tndertaken by_
large companies were many a time vieved as independgnt entities for :
purposes of availing the facilities available to the small scale units.
To illustrate: Crusher' of Windustan Construction Co. Ltd., 'Godown' of

Hindustan Lever Ltd., 'Tajmahal Hotel Bakery & Confectionery', 'Bata

Central Repalr Shep', 'Stone crusher' for Mckenzies Ltd., Service,

Etation’ of Moter Industries Co. Ltd. (MICO ~ A foreign Subsidiary), a
unit manufacturing jigs, fixtures, tools etc. of Bajaj Autn Ltd. and

"Drum Reoonditioning‘_unit of Asnew Drums P. Ltd. were listed as small

scale unitg in the same Directory.

" Similarly, the Dlrectory of small scale 1ndustr1a1 units m. Madraq‘
Statéa listeo‘. Indian Standard 1“’otal Company’ otd. \_'I_L_‘_g_t;_.._i_), Sundaram
Industries Ltd. (TVS), Indian Bume Pipe Co. Ltd. {Walchand), Marshall &
Sons Co. {Mfg.) P. Ltd. (Soorajmull Nagarmull), Automobile Rubber
Products P.. Ltd. (Chidam‘o“aram.}, .é‘ooed-ﬁw‘\?ay P, Ltd. "‘-1mpso-1),

ooromondel P‘rodorite Ltd. {Murugappa Cha,ttlar), Mount Fettur-

Pharmaceuolcals Led, (oeShaaayec;, P'Orr & JDIIS (P) Ltd. (Thlagara'}a),

Qastrol ]ftgl. (Foreign.Branch)-,. Fenner WOodrof-fe & Co. Ltd. (subs:i.d-lary_

of Gordon V¥oodroffe & Co. (Madras) F. Ltd., a Foreign Subsidiary),

Blt.emount Ceramir P. Ltd. (GEC), South Indian Export Co Ltd. (Forelgn-
“ranc‘n\ E;.J. Bush Products P. Ltd. (Larry/Foreig___ Subsidlary) as small

scale units reglstered with the Director of Tndustrics and Commnrce of

the State.

S8imilarly, other important and known cases of small scale units -

worth mentioning are... Sharpedge {Joint venture of. Hindustan Lever and

Escorts), Bakul Udyog and Bus:.m.ss Comhine (S.P. .}aln), Fordh_m Pressmg'
(formerly Fn.RA), Modern Packaglngs (Jardine Henderson), Vil.ro Pbarm
Products (Udllacc), Castall Corpm. (Birla}, Eombay Foods P. Ltd. and

Laxmi Constructlon & 'I‘dg. Co. P. Ltd (both of Khacaus) and Ahmedabad

3. Government of" Hadras,- T‘irector ‘of - 1ndustrles and Commerce
‘Directory of Small Scale Industrial Units in-Madras State, 1965 and

. Government ¢f TamIlnadd, Uitectol of INduStiics and Commerce,

- Birectory of Small Scale Industrial Units in Tamilnadu: Supplement
TO tHe Second EdItiom (Frof I-I-I564 To 3 1=TZ“‘[?‘6‘T}‘"I‘%—- N 9“"EL—— :
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Flexible Tube Mfg. Co. P. Ltd. (Mangaldas Parekh}. These were among

the beneficiaries of the Hire-Purchase scheme of the National Small
A

Industries Corpn. Ltd.

The examples cited in the foregoing paragraphs are to shpw that

since the small scale gector has been defined only in terms of the size

of the assets of an operational unif without relating it to the.

ownership and control characteristics, it should be nq,surpriSE'if:Latge _

Houses and TNCs were also able to have the patronage ﬁﬁi&h was intended
for the entrepreneurs wiﬁh small and limited means.: There'ﬁas no
restriction for.the 'hig' entrepreneurs toi-avail of .the racilltles. It
was indeed felt: 1ﬁ the case of some smaller companies belonging to the
Tata and Birla Houses that ‘a good number of the: companles of- the two
Houses may quallfy for belng awarded conce551ons under small and medium

industrieq"s

Industrial Policy and the $mall Scale Sector:

In 1970 it was decided to bring in the sma;1 sga1é uﬁiéé“df the
Large Houées'énd TNCs under the Industrial Licensing System. Tt was
officially stated that: {a} comp%nies belonging’ to the 20 Larger
IndustriallHoﬁSes (LIB) as identified by Eﬁe ILPIC; (b) undertaking#

falling dﬁ&er'the dominant undertaking category as defined. in the MRTP

Act, 1969.ahd-(c) branches and subsididries of foreign companies were
not eligible for exemptlons from the industrial - llcen51ng system on the
plea of their being small scale unlts.6 “In 1973 all undertakings
registered under the MRTP - Act, 1968 were made -ineligible for exemption
as was the:Case ﬁith the companies beionging to Lafger Indu§Frial Houses

earlier.

4. See National Small Industries Corpn. Ltd:,  The - Direetory of
Machinery Supplied on Hire-Purchase, New Delhi, I97%.

5.  S5.K. Coyal Meropoly Capital and Publlc Pollcy ~-- Business and

Econonic Power, AlY1ed; 1975, g7

6. Cf. INDIA, Ministry of Industrial’ Development, Internal Trade and
tﬁmpan Affairs, Notification No. ?13/IDRA/29B/70/I dated February

1970 reproduced ag Appendix I in INDIA, Estimates Committee’

.(1§71 72), Nineteenth Report : Industrial Llcen51ng, ppe 224-234.

P
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In 1975, it was announced that small undertakings which are
subsidiariéé of,:or are nwned or centrolled by any other undertaking -
would not qualffy to be treated as ancillary small scale units.7 In
15380, this provision was extended to al? small scale units. The
definition of a small scals uni*+ row 12ads:

Undertakings having investment in plant and machinery (whether

held on ownership terms or by lease or hy hire purchase) not

exceeding Rs. 20 lakhs... Provided further that no (such}

undertaking ... shall be a subsidiary of, or controlled by any

other undertaking.
This change was probably a result of the recommendations of the Ehat
Committee {1972). The Committee had recommended exclusicen of those
small scale units whose managements were being directed from ocutside.
This objective, it seems, was sbught to be achieved hy referring to
'control' by otﬁéf undertakings in the official announcements. There
is, however, no 1ega1 definition of.control under the IDRA, 1951. The
concept of a subsidiary.is legal and clear but to enjoy effective
control one‘hardly'requires ma jority equity-9 Therefore, while it
sounds as if the ownership and control aspects have been taken note of,
in the absence of any legsal basis for assessing contrel, the official
statements cannot have much operational significance. Bven with regard.
to the non-eligibility of the subsidiaries for being treated as small
scale units one finds it difficult to understand why_the Government took
more than five years after 1t had decided that units which are
sutsidiaries of or owned or controlled by other undertakings should not
be treatéd as ancillaries for small scale pavronmage. (The subsidiaries_
of other companies were debarred from claiming the facilities and
exemptions available to ancillaries im 1$75) tven thg decision
regarding ancillaries seems to haﬁe.come very late in %ieW'of an earlier
provision which precluded those units which were subsidiaries or were
-cdntrolled.hy any large unit with regard to negotiarions of contracts

for supply of goods to them.lo

7. Vide Press Note dated May 19, 1875 reprbduced in Guidelines for
Industries {1979), Part I, pp. Sec,'v-? to V-9. :

8. Cf. Guidelines for Industries, 1982.

g, Cf. ILPIC Report (Main), op.cit., pps. 15-16. It was found that
#wuch less than "one—-third™6f the effective equity (total equity
minus that held by passive shareholders like foreign collahorators
and financial institutions} was enough for an existing management
to continue to keep control over a company.

10. See the sectiom on ancillary industries in this Chapter.
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Hoyle's Paints Ltd., (Singhania), a MRTP company since 1971, claimed
in 1981 that the reported licensed capacity was "as per return filed
~with the Directorate of Cottage and 8Small Scale Industries, Wést
Bengafkla This obviously shows that the ccmpany was a registered small
scale unit. Similarly, Indie faint'Colour & Varnish Co. Ltd. (Bangur)
which has been registered under the MRTIP Act since 1570, also saild in
its Annual Report for the year 1981 that the reported licensed capacity
was “as per the return filed with the Directorte of Cottage and Small

Scale Industries, West Bengal".l4

Cartyben P, Ltd. {registered under the EEEE.&EE since 1970), a
subsidiary of Chowgule & Co. P. Ltd., Electronics and Business Machines
P. Ltd. (registered since 1975} and Shourie Duplicators P. Ltd.
(registered since April 1977) were registered with the NSIC for
government purchases as small scale units.15 The case of Cartybon P.
Ltd. is particularly an interesting one. The company in its-Annual
Report for the vear 1982 reported that

The Company is registered with the Directorate of Industries Coa
and since it 1s an undertaking havi investments in fixed assets
in plant and machinery not exceeding Rs. 10.00 lakhs qualifies as e
"Small Scale Unit' within the meaning of the rules framed under
Section 29 B) of the Industries (Development and Regulation) Act,
1851 (IDPRA). However, since the Company falls under the category
-of 'Undertaking to which Chapter III of the Monopolies and
Restrictive Trade Practices Act (MRTPA) agPlies, the Company made
an a flication, pursuant to the Notification Ne. S.0. 9B(E)
IDRA? 98/73/1 dated 16th February 1973 for 'Carry on Buslness
Licence' (C.0.B.} vide Company's letter No. 403 dated llth June,
1973 in response te which the Central Government by their letter
Mo. %6/%13) 2%/73-§.Ii %?ted 4th Ju%f, 19{4, %1§ri%$e%:that based
on the fact that the. Labour streagth emploved by the ompan‘??ig
-TEﬁE”tﬁEﬁ"SU*Tﬁ@”CZﬁBT““ITEEﬁE@“ﬁ%%ETffﬁ%“TBKK'ﬁzé ﬁof‘?@ﬁﬁrg' .
{enphasis waded) '

Thus, while the company was. advised that it does not require a COR

iicence in 1974, the fact that it is registered with the NSIC even in

13. Cf. Hoyle's PaintsLtd.,AnnualREport,1981.

l4. These two cases also throw some light on another interesting

gractice in reporting of capacity data in company annual Reports.

hey give rise to the possibility of the figures reported under

'Licensed Cagécity’ representing either (i) the capacity endorsed

on Industrial Licence, or {ii) capacities sanctioned or returns

submitted to variocus auvthorities like {a) State Directorates of

Industries, (b) the DGID, or even (¢} the capacity stated in
Factory Licence. .

15, See National 5mall Industries Corpn@ Ltd., Directory of Small Units
Enlisted for Government Purchases, 1982. = o

16. ¢f. Cartybon P. Ltds, Annual Report, 1982,

e I B ER I N W ] 3 —-~ .
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1982, for government purchases, shows that the company is continuing to
get the benefits meaunl fer small scale units and its latest renewal for

government purchases ic valid until December 1984.-

lThﬁfistcrs Control Pvt. Ltd. (registered under the MRTP Act since
25»11.1??8 as.part of Reliarnce Textile Group) and Dempo & Sons P. Ltd.
(regiStefed under the MRIP Act since 28.6.1974 as part ofjtﬁé'v.s. Dempo
Group) -- Unit: Goa Paints & Allied Chemicals —- are two other MRTP
companies registered with-the NSIC for governmentlﬁurchéses ag small
gcale units., Tt 1s significant that these companies gotﬁregistered for
government purchases duringlthe post—1980 pericd (fhe former in August
1 1%82 and the lagté: in Febrﬁa:y 1983) iﬂa_after the ownership aspect

has been inccrporated in the definition of a small scale unit.

It also becomes ‘rident that while small scale units which are
registered under the MRTP Azt cannot avail the exemption from the
Industrial Licensing under the IDRA since the actual definition of a
small scaie unit does not conceive of‘such regiétration, it becomes
?stiﬁlé;iu: MRTP comozul 2 to continue to be registered as small scale

units.

Roplas (I) Ltd.:

The case of ‘Roplas (I} Ltd. provides anofher interesting example of
a small scaie'uﬂit registeféd.under'the MRIP Act. The coﬁpany reports
that:ip_méﬁufactgrgs 'fibreglass reinfgr;ed-plaéﬁip products', for which
it cléiméé.that.lidensing was;notfapplicablgé 'qum the Prospectus as
well as its Annual Report for the yeai 198017 it Is evident that the
company is claiming non-applicability of licensing by virtue of it being
registered as a small scéle.unit with the Government of Maharashtra.
The extracts from the company's Prospectus, repreauced below, give a
brief historycof the company as alsc the qircumstancés under which it
sought.&e4iegistratiop under the MRTP Act.

The Company was promoted by HMahindra & Mahindra Limited, Bombay and
Rubery. Owen & Company Limited, Darleston, UK. - .

17. The Chairman of the coumpany stated "According: te my philosophy for

industry, especially small scale industry like ourselves,

“profitability in an inc¥ezsingIy comPetitive mIlleu depends not

only on cost gonsciousness ... but on product diversification aand

?gg%ﬁcemgnt" (emphasis ‘added}. €f. Roplas (I) Ltd., Annual Report,
s Pe3e = =il ¥ .= o

. ... .
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In 1971 the Company was registercd under part 4 of chapter ITI of
" the Monopoliies & ERestrictive Trade Practices Act

1969 (MRIY Act)
as an inter-connected undertaking with Mahindra % Mahipdrz Lides.

The Zompany was in 1972 registered with the Tirectorate of Zwmall
Scale Industries “or the manufacture of wvarious industrial products
made out of reinf rced fibreglass plasti . On the Z6th spril, 1%78
the Central Covernment by notification  amended its earliar
notification daled ¢ suiic Jevruary, 1973 dealing with the

rovisions for exemption from licencing under the Industries
{Development & Regulation) Act, 1%51 and non-eligibility of such
exemption te undertakings to which Chapter 17X of the METF Act
applies. By the said notification of the 26th Lpril, 1973, 807
items are reserved for the Small Scale fector. Fibreglass
reinforced plastic products appear in the list of these 207 items.
According to the Company's understanding, however, it is no mozre
inter-commected with Mahindra & Mahindra Lbd. and an applicoation
for de-registration has accordingly been submitted., The Board of
Directors therelore believe thq%“:ha Company would continue to be
regarded as a small scale unit. : -

It is surprising that the cowmpany was referring to the April, 1978

notification, while actually it should bave zpplied for a C.0.B. Licence

as per the February, 1972 notification itself which debarred MRIPAL

companies from claiming exemption from industrial licensing on the plea

of being small scale units., Fowever, the fzct that the company got

itself de-registered under the MRTP Act is revealed in its Annual Report

. G
for the year 1980.1J The continuation of Foples {I) Ltd. in the small

scale sector casts a doubt wheths!” the presgnt-bfficiai policy on small

scale sector can exclude Monopoly House confrolled companies. Tt also

demonstrates the weaknesszas of the Indian anti-monopoly legislation.

18!
19,

Roplas India Ltd., Prospectus dated April 23, 1579, p.3.

However, the following facts underiine that the company (i.e.
Roples) 1s still & pavi of the house of Mahindras: 1. Besides
individual shareholders, who can be identified as belonging to the
lLiouse, the list of top-<ten sareholders of the company, dated June
28, 1580, shows that (2) Mahindra & Mahindra Ltd. holds 13281
shares or 11.7 per cent of shares of the company; {b} Mahindra
Sintered Products Ltd., a subsidiary of Mahindra & Mahindra Ltd.
helds 2801 shares or 2.33 per cent of shares of the comgany; {c)
Dr. Beck & Co. Ltd., a company identified by the ILPIC as belonging
to the Mahindra House and in which besides Mzhindra & Mahindra
Ltd., twe of its subsidiaries are shareholders, holds 8401 shares

(7.00 per cent) of the company; {d) Rubery Owen Foldings UX. which

is.also the collaborator for one of the subsidiaries of Mahindra &
¥ahindra Ltd., viz., Mahindras Owen Ltd., holds 11202 shares or 9.34
per cent of shares of the company; 3. {a) The Chairman of the

.company was a former executive director of Mahindra & Mahindra Lid.

and he continues to be ou the Board of Directors of Mahindra &
Mahindra Ltd: (b) The Secretary of Roplas (I) Ltd. was a former
Assistant Sascretary of Mahimdra Sintered Products Ltd.; {¢) Chief

"~ Administrative offlcer of the company was a former senior executive
. of Mahindra & Mahindra Litd.; (d) General Manager of the company was

Project Maznager of Vickers Sperry (1) Ltd., 2 company inciuded in
the Mahindra House by the ILPIC; and 3. Both Mabindra Owen, a
subsidiary of Mahindra & Mahindra Ltd. which is also registered

.~under'the MRTP Act, and Roplas (I) Ltd. were shown as Indian

associates of Rubery Owen Holdin%g Ltd., U.X. in the Who QOwns Whom
published by Dun & Rradstreet, .

-
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-Another question worth raising at this point is whether the small
scale units which have been debarred from claiming exemption from the
Industrial Licensing System would remain eligible for zvalling of the
other benefits, privileges and assistance provided to the small scale
sector. The fact that such a possibility cannot be ruled out is
suggested by the case of J.K. Helene Curtis Lid. The company which
applied for a C.0.B. licence in 1980-81 as it was no more exempted from
the ILS, continues to be listed among the small scale menufacturer-
members of the Basic Chemicals, Pharmaceuticale and Cosmetics Export

Fromotion Council.. This was the case even as late as March 31, 1983.20

Contrel through Inter—Corporate Investments:

50 far we have beern citing what zppesr to be obvious cases of
Monopoly Hoﬁse companles, The names of the companies referred to are
those which find a place in the official lists of companies registered
under the MRTP EEE or theose identified by the Industrial Licensing
Policy Imquiry Committee (ILPIC) and the Monopolies Inquiry Commission
(MIC), There are, however, a large number of'companies which either do
not get themselves registered under thz MBTP Act even though these are
controlled by Industrial Houses or happen to be controlled through
minerity equity holdings by foreign companies. The mere fact that a

company identified by the MIC or the ILPIC, as belecnging te & Large

House is not registered or has got itself de-registered from the MRTP

. Act, does not imply that the company had ceased to be under the control
of the House. Roplas (I) Ltd., described-above, is a case ilwpoint.
.Large douse companies may have a lower level of equity participation in
small scale companies without any loss of contrel or business
coordination so thatlthe controlled units keep reaping the benefits of

the policy with regard to the small scale sector.

To mention only a few cases of this category: The ITC Ltd. had
promoted Tuff Tools International Pvi. Ltd. and Triﬁeni Handlooms Lid.,
in the small scale secter. As of March 31, 1982 it held shares worth
Rs. 1 lakh in each of these companies. The ITC also markets their

products. Tt may be noted that neither of the two small scale units

20. The Corporate Studies Group obtained from the Export Promotion
Council a list of its Members as on March 31, 1983 which specifies
small scale manufacturer-members separately.

%‘«‘T;‘""’ Rilon sty il
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qualify to be subsidiaries of thc promotlng comvany.zl Similarly, each
of the three Tata power companies viz. Tata Power -Co. Ltd., Tata liydro~
Elcetric & Power Supply Co. Ltd. and Andhra’ Valley Power Supply Co, Ltd.
holds R0C shares in Yashmun Engineccrs Ltd., 22 a small scale unit,
registered undef the single point régistration scheme of the NSIC for
government purchases. The shares of these three companies account for
27 per cent of rhe total equity shares (8800) of the company. In
addition, the company reported the.éddress cf its sales office ags "Tata

1.23

Vidyut Karyalaya, Murzban Road, Lcmbay-1. Madura Cozts Ltd. helds

1070 shares (Es. 100 vach) of Hyderabad Electronic Instruments Ltd., a

small scale unit.24

The practice of large companies circumventing. the
official policies regarding the small scale sector is further

illustrated by an:advertisemcent in the Economic Times, dated July 20,

1982, which reads: "4 leading electronic manufacturing company wishes to
collaborate (Financial, Managerial, Technical and Markéfing) with a
small scale manufacturer who qualifies for the manufacture of colour TV
sets according to the present Government of India policy”. After such
wide-ranging collaboration, one wonders in what respect the small scale

collaborator is not controlled by the large company?

The casc -of Vebel Jyoti Power Electreonics Ltd. demonstrates yet
another interesting practice of ge'tting into the small scale sector by
large companies. The following facts ecmerge from a study of the

prospectus of Webel Jyoti Power Elcctronics Ltd.25l'j§oti Ltd. entered

21. Cf. ITC Ltd., &nnual Peport 1982 p. 21 and 31. Tha company
T©laimed that "TUTT ToclF TAternational Private Limited and Triveni
Nadlooms Limited which were both promoted in the small scale sector
by your Company would havé suffered hgavily but- for the. marketlng

‘hlnputs and nurturing of these ventures'hy ITC . (p. 1)

22. Cf. Annual Repcrts of Tata Fower Co.Ltd" Tata Hydro —-Electrlc &
. PSwer Supply Co. Ltd. and Andhra Valley Power oupﬁ}y €a. Ltd., for
.the year 1979-80. Yashmun Engineers Ltd. took over the Air
“"Conditioning and Refrlgeratlon Unit of MHational Radio & Electronics
. Lo. Ltd. in 1978, The genior mana%er.of the’ Company was with the
‘Tata Electric Companics before joimring the compan In additionm,
the Vice—chairman & Managing Director and two eputy Managing
- Direcctors of the Tatz Electric companies are Chalrman and Directors
.respectlvely of Yashmun EnglnLers tde - - B

23. National Small Industries Corpn.Ltd. Directory .0f Small Units
'“Enllsted.for Government Purchases, 19?6“?13véff£semen Py 168,
: 3 sTﬁ?ﬁﬁ‘ﬁffiﬁﬁ‘ﬁf“fﬁﬁ‘ﬁﬁﬁﬁhny is. also leocated at, Ehe same

p ace- i S

24. BSee Madura Costs Ltd., Annual Report 1980—81 Tpel3s

i

25. WVebel Jyot]l Power Electronlcs Ltd.,.ProsBectus*datad Jun Tiﬁ;“i979.

iy ™
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into an’agreement.ﬁith the West Bengal Ele&ftbﬁics Industry Develcpment
Corporation Ltd. (WBEID@) for setting up tge-comﬁany in the joint sector
for manufacture df‘THy:istO:Eébn%rolled Modular Drive Systems'. The
joint scctor company ﬁas hgeﬁ;registered'as a smali scaiéliudustry'with'
the Directorate of Cottage:&.éﬁall Scale Industries, West Bengal. Jyoti
Ltd;,lbesides taking up deQS.per cent of the éQﬁity shares of the joint-.
sectof small scale company, supplled the technical know-how to the
preject. The Prospectus alszn reveals that the appointment of the
Managing Dirvector of the company is subject not only to the provisions

of the Companies Act, but also to a provision contained in the financial

collaberation agreement entered into by Jyoti Ltd. and West Bengal
Electfoﬁics Industries Development Corporation Ltd. It may be noted
that both Jyoti Ltd. and Webel Jyoti Power -Electronics Ltd. have since
been registered under the MRTP Act (w.e.f. F%bruary-Zé,_}982)-‘

ExemptionfromIndustrial Licensing and Subsidiaries:

It has been observed in the above thét subsidiaries of other
companies are excluded from the small scale sector since 1980, It
should be expected that the pelicy would soon have been'operationalized-
This, however, does not aﬁpear £to be the case. A reazlizatiom of this
seems to 2 suggested in_tﬁe follewing Governmernt decision of April

1983.

Henceforth, small-scale units and ancillaries, which are
subsidiaries of or owned or controlled by any large or medium-sized
undertakings, will not be entitled to interest concession
refinance dssistance and relaxation in norms applicable to sst
unite under the refinance schoames

And, _
. The development cbmmi§sioner, SSI, has asked the relevant state
government agencies to "derecognise” those registered small-scale

units which are subsidiaries or are controlled or owned by large or
medium-scalp units.  Such units will no longer be registered as

small units.”™
Haﬁy'large compénies float subsidiaries to avail of benefiﬁs meant
for small scale sector. Table-3 lists a number of small scale

subsidiaries of large companiés; incliuding those registered undér_the

MRTP Act, 1969, which claimed exemption from the industriél licensing
system, MerburylPainté'& Varnishes Ltd. and Kiran'XwRayFSé}eeﬁs Ltd. =

26. Cf. Business Standard dated April 19, 1983.
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both subsidiaries of D.M. Ghia Investments Pvt. Ltd. (Ghia), Bwac Alloys

Ltd. —- & subsidiary of Larsen & Toubro Ltd. (L&T); Garment Enterprises
Ltd. -- a subsidiary of Gold Mohur Mills Ltd. (Finlay), Flash
Laborataries P. Ltd. -~ a subsidiary of Parle Products P. Ltd., Chefaro

‘Pharmaceuticals Ltd. - subsidiary of Organcon (i}Ltd.(a FERA company

"till recently), and Ankleshwar Ion Exchangers and Chemicals Ltd. ==

subsidiary of Ion Exchange (I) Ltd. (a former FERﬁ-company), claim that

industrial licensing is not applicable to them because they were

reglstered as:small scale units.

The Indian Natiomal Diesel Co. Ltd., a subsidiary of Mahindra &

‘Mahindra Ltd., (Mahindra); J.K. Helen Curtis Ltd; —-— a subsidiary of

Raymond Woollen Mills Ltd. (J.K. Singhania): Roussel Pharmaceuticals

Ltd. ~~ subsidiary of Hoechst Pharmaceuticals Ltd. (a FERA company); and
Nima Ltd.  -—' a subsidiary of Jyoti Ltd. {Amin) report that they did not
require a licence till recently, being small scale units, but have now

applied for C.,0.B. licences as a sequel to the change in the Goveranment

. policy. Ti_ie=='auditors of East India Carpet Co. Ltd. ~- a subsidiary of

Oriental Carpet Mfrs. (I) Ltd, and Saurashtra-Paints Ltd., =-- a

subsidiary of Goodlass Nerolac Paints Ltd., indicate that they were also
27 .

small scale units.

27. The usefulness of Auditors' Report to Shareholders, which is a part
0f company's Annual Report is often greatly reduced by the
‘phrasing’” of the auditors' comments. Often these are open to

.,multiple interpretations. For instance, the audlitors have to state
"in their report whether a cotpany has complied with the Xrovisions
of Section 584 of the Companies Act, 1836 and Companies (Acceptance
of Deposits) Rules, . Tave @hbgerved earlier that small
gcale units are exempted from compliance of these rules. The
following are a few types of reporting by auditoers on this aspect.

1. The grovision of Section 384 of the Companies Act, 1956 is not
applicable to the company since the company Is a small scale
%gggstrﬁfgjunitp_(East ndia Carpet Ca. Ltd., Annual Report,

' 2y P . i

2. In our opinion and according to the informatiom and
explanations given to us, the provision of Section 584 of the
Companies Act, 1956 and the Companies (Acceptance of Deposits)
Kules, 1975 with regard to the deposits are not applicable to

;thfgfompany (Saurashtra Paints,K Ltd., Anpudl Report, 1983,
i+ . - I SN g

3. The company ﬁés not accepted'any déposits during the yéar from
& ig=the ubEiCQwhiCh_would attract the provisions of Section 58A
- o of the Qfm anjes Act, 1956. (Sun-Sip Ltd., Annual Report,
~ 1980, pebl.). T

.(Conﬁd;..)
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Bombay-Burmah Trading Corpn. Ltd. (Wallace) provides another
interesting example of large scale companies continuing to operate in
the small scale sector through tﬁeir subsidiaries. The company's Annual
Report even for the year 1982 reveals that Vitro Pharma Products Ltd., a
wholly owned subsidiary, and another subsidiary Dental Products of (1)
Ltd. (a former FERA company and in which the current foreign equity
level is 30 per cent) are small scale units. In addition, Afco Ltd.,
another wholly owned subsidiary of the same company is continuilng to
claim non-applicability of industrial licensing to its manufacturing
activities and this subsidiary has been registered with the NSIC for
government purchases as a small scale unit.za In short, the Bombay
Burmah Trading Corpm. Ltd., a company with assets and sales turnover
exceeding Rs. 20 crores has at least three small scale subsidiaries and

this is the sitﬁation in 1982!

In addition, one comes across a number of subsidiary companies,

including those of the MRTPA registered companies, which claim non-

" applicability of licemsing but neither the company explains the reasons

for the non-applicability nor the Auditor's Report gives a clue as to

N The company has not accepted deposits from the gublic during

the vear within the meaning of Section 58A of the Companies

Act and the rules and directives issued by the Reserve Bank of

India from time to time (Chanda Paints (Madras) Ltd., Annual
-*Report, 1982, p.57),

There are other variations such as "the company has not accepted
any deposits from the public” or “"the company has complied with the
provisions of the Companies Act with regard to the deposits
accepted from the public”. it may be observed that among all
these, the first mentioned clearly and directly states that the
companﬁ was a small scale unit; the second one Indirectly lmplies

" that the company was a small scale unit as the provisions of the
Act are not applicable; and the third and fourth are amenable to a
number of interpretations. The concerned company may not have
accepted a%y deposits at all, or the depogits accepted do not fall
under the definition of 'deposits’ as defined in the rules or the
company could be a small scale unit and hence the deposits accepted
by it do not attract the provisions of the Act. - It may be noted
that Chanda Paints {Madras) Ltd. was in fact promoted in the small
scale sector. d

For purposes of this study a company is taken to be a small scale
industrial unit, if the provisions of Section 58A of the Cowmpanies
Act, 1956 and the Companies (Acceptance of Deposits)aRuIEE?LryTS
3T€ reported to be Inapplicable to it unless non-acceptance of
deposits 1s stated as the reason for such non~applicability.

28, National Small Industries Corpm. Ltd., Diréctory of Small Units
Enlisted (UnderfSingle Point Registratioh Sclicne) for GOVerament

% ; “NET dI"ﬁﬁﬁEII‘*IEﬂaEtTIE@'ﬂ:ﬁf%ﬁ?‘“ﬁtﬂ?f
ggrzarary'gg Small Scale Units Enlisted for Government Purchases,
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whether the company 1s a small seale uvnit. Eastern Abrasives Ltd.
(subsidiary o¢f Carborundum Universal Ltd.), Chandigarh Super Foods Ltd.
{sﬁbsidiary of Bun-Sip Ltd.) and A.P. Industrial Components P. Ltd.
_(subsidiary of Eureka Yorbes Ltd.) are a few such cases. Forbes Forbes
Cémpbell & Co. Ltd. is the ultimate parent of A.P. Industrial Components
F. Ltd. The subsidiary company, which is alse registered under the

MRTP 4ct, clalmed non-applicability of industrial licensing while

reporting a production of 678 water purifiers for the vear 1982-83. The
company's Annual Report for the year 1981-82 shows that it had plant and
machinery worth Rs. 45,086 (original cost) which was acquired during the
year. In this case, the possible reasons for claiming non-aplicability
could be that the company is a small scale unit; registered or
otherwise. Alternatively, the company might be treating itself to be

cutside the IDRA since it has lesser labour strength than the minimum

required under the 4Act or because the items prqduced do not fgll under
the Scheduled Industries. The oft amended Notificationlﬂo. S.0.
98(E)/1DRA/29B/73/1 dated February 16, 1673 which governs exemptions
from industrial iicensing does not make registration as a smali scale
unit obligatory for availing of the exemption. While this may have been
intended to reduce problems for genuine small units, this can provide an

escape route for many others from industrial licensing provisions.

Divisions of Large Companies as Small Scale Units:

Under the Companiés Act, 1936 each company is under legal

obligation to report on the total licensed capacity and ﬁrg@uction of
differen;_items irrespective of the location of the manufacturing
éﬁfivitf undertakeri.;29 We have, however, come across cases ‘in which for
some units a company reports holding of a licence while for other

manufacturing units of the same company (often manufacturing the same

29. The Government of India.;Notification No. G.5.R. 494(E) dated
"~ Dectober. 30,.1973 requires- 'companies to furnish details-regarding
. their licensed -and installed capacities and the actual production
made during a financial year as part of the '"Notes' to the '"Profit

and Loss Account'. For parposes of disclosure, .the items for which

the company is holding seperate industrial licences shall be
treated as seperate classes of goods but where a company has more
than one industridl licence for the production of the same item at
different places or for expansion of the licensed capacity, the
item covered by all such licences shall be treated as one class.

Cf. INDIA, Ministry of Law, Justice and Company Affairs, Companies
Ict, 1956 (As modified upto the Ist July, 13753), 1976, ;hﬂTTJL*“‘“*
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product), the company claims that no licence 1is needed as the
manufacturing unit was reg'i'stared as a small scale one. The Indian
Standard Metal Co. Ltd. (Tata) claimed non-applicability'of the
iiéensing provisions to its Madras unit in i1ts fnnual Report for the
fear 1980 while continuing to reﬁdft the licensed capacitles of its
Sombay unit.30 We have cited ear'lj".er that the company had a registered
small scale unit in Madras. Similarly, from the FASII Directory, cif:éd
earlier, we find that Sirda.r Carbonic Gas Ceo. Ltd. (Thackersey) had

31

small scale units in Andhra Pradesh and Delhi. The company mentioned

in its Annual Report (1%31) that the reported installed ¢apacity of
carbon dioxide “includes capacity of factories for which no licence was

32

required”. Paper Products Ltd. claimed in its Apnual Report for the

year 1979-80 that its Hyderabad, Kalyani and Faridabad plants did not

need licences as they were small scale units.33

Dalmia Ceramic Industries Ltd. (Rs. 2.?7 crores assets and BRs. 4.16
crores sales in 1980-81) has two marﬁ‘ufacturing unitg: One in

Dalmiapuranm, Tamil Nadu and the other iijl Hospet, Karnataka. This

company reported a gross block (Plant & Machinery) of Rs. 119.35 lakhs .

as on 30.6.1981. The fact that the company has been registered for
government purchases with the NSIC suggests that one of the units of the
company is a small scale unit. Similarly, M.M. Rubber Co. Ltd. (Rs.
5.20 crores assets and Rs. 7.29 crores sales in 1980-81) has a small
scale unit in Anna Salail, Madras for the manufacture of latex foam
rubber products. The company has another manufacturing unit in Ranipet,

Tamil Nadu for the manufacture of biaxially oriented polypropylene £film

for which it obtained Industrial Licence in 1976. The company is -

continuing its registration with the NSIC for government pufchases of

latex foam rubber 1:»3.'0:.’11.1&‘1:.=.;.3[‘L

30. Investment Corporation of India Ltd., Annual Report, 1979-80, p.23.
31. Cf. FASII Directoy, op.cit. N ' - '

32. (f.Sirdar Carbonic Gas Co. Ltd., Annuél Report, 1981-82, p.23. |
33. Papef Products Ltd., Annual Report, 1980-81, p;27. ¥

34. See Annual Reports for the year 1980-81 of Dalmia Ceramic
Industries Lid. and M.M. Rubber Co. Ltd., Prospectus issued in July
1978 of M.M. Rubber Co. Ltd. and Directory of Small Units Enlisted

samr%o

gUnder single Point Registration Y GOVEITMmEent PUulCchiscs,
and iﬁirm TUIrE ENJIsTed Tor Government
THdUSTTFIET

Furchases ubIis “The N4ATIiomarl 5
> _’nL d [] : m mm

f—

T T R

il
s,
b




Take Qver of Small Scale Units by Large Companies:

It is imteresting to find that large.compan‘ies when they takeover
'alreadf existing small Scale units (either through merger or by making
them subsidiaries) tend to continue to claim the exemption from

industrial licensing system available to the small scale sectdr. New
Standard Engineering Co: Ltd. which amalgamated Indian Furnance Co. Ltd.
in 1977, for instance, claimed nonﬂapplicability of the licensing
system in respect of the mefging company's capacity on account of itk
being a small scale unit even in 19?8—?9.35 Goodlass Nerolac Painte
Ltd. a Tata House company (and aiso a former FERA company in which 39.5
per cent of the equity capital is still held by the Lead Industries
Group Ltd. UK.}, took over two small scale units,-EEE,;Chanda Paints
{Madras) Ltd. and Saurashtra_?aints Lfd” which became subsidiaries of
‘the company during 1980, Iﬁeéé two cdﬁpanies coﬁtinued to claim nor-
applicabiiity of industrial iicenéing to them:even'in 1982.36 These tweo
units, along with thei: parent com?ény, got themselves registered undar
- the MRTP Act with effect iroﬁ Décembefz3l, 1981. The casa of thc
pharmacectical division.éf Kemp & Co;'Lfd” taken over by Morarjze
Gokuldas Spg. & Wvg. Mills Co. Ltd. also serves as an illustration of
the above practice. The latter reported that."thé.iicensad capacity for
Pharmaceutical Division has npt'béen giﬁgn as the same is presently
under the category of a S;éli Scaleﬁindustry, registered with the

LL 37

Directorate of Industries, Government of Maharashtra”, Similarly,

35. New Standard Engg. Co. Ltd., Annuval Report, 1978-79. It was
reported that "Indian Furnace .Co: [Td. i% trcated as & small scale
industry under Industrial Licence No.MH-68/J-138 dated 16-9-1974,
hence the figures of licensed capacity of item No.R{ii) have no:

been given” %p.ZB). _

36. Goodlass Nerolac Paints Ltd., Annual Report, 1983. It is alco
interesting that Chaunda Pailntg (Hadrds) LTd. under the column
'Production for Sales' reported that it manufactured and/or
reprocessed liquid paints, cement paints and synthetlc resins
{including varnishes) on behalf of the holding company. Saurashtra
Paints Ltd. reported that in addition to the reported quantity of
‘production for sales', it manufactured certain gquantity of zainhts,
enamels, stiff paints, cement paints, cement colours, varazishes
ctc. and resins on behalf of .the holding company, viz., Goodlass
Herolac Paints Ltds In contrast to this, the pIETEnt company

~ reported that “production -does not include goods processed
.outside"”, which obviously includes the quantitles produced by
Chanda Pajnts (Madras) Ltd. and Saurashtra Paints Ltd. for ‘it.

37. Cf. Morarjee Gokuldas Spg. & Wvg: “Cos ‘Ltd., Annwal Report, 1981-82,
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Thana Electric Supply Co. Ltd. which had been registered undér the gggg
Act tiil October 1978 as part of the Bembay Suburban Group, toock over
Electric Transformer and Equipment Co. Ltd. as a subsidiary in 1979.
Subsequently, the subsidiary was amalgamated with the parent company in
1981. The fact that Thana Electric Supply Co. Ltd. ( Assets: Rs. 11.51
crores and turnover: Rs. 4.33 crores in 1982) is now registered with the
NSIC for government purchases ( for transformers) clearly shows that the

company's transformer division is treated as a small scale unit.

Chains of Small Scale Companies:

The policy towards the small scale industry, currentl - in vogue,
specifies that a unit in the sector should not be a subsidiary of or
owned or controllied by any other undertaking. We have alrsady
illustrated how Large Houses can control small scale units through
inter-corporate investments. The fact that the practice is not confined
to Large Houges alone is illustrated by fegistered small scale units
like (1)} Universal Carbon Ltd., 1830 shares (24%) of which are held by
Subarna Plantations & Tdg. Co. Ltd., (ii) Stencils & Stencils Ltd., 1000
shares (14%) of which are held by Subarna Plantations & Tdg. Co. Ltd.,
and (1ii) Tablets Ltd. in which Little's Oriental BPalm & Pharmaceuticals
Ltd., another small scale unit, held 9000 shares (8%). Similarly, two
separate units of Central Paints Ltd. (Paints and Central Insecticides &
Fertilisers) and ite subsidlary, Savlar Paints Ltd. were registered with
the NSIC for government purchases. Shetty's Pharmaceuticals &
Bioleogicals Ltd., andther small scale unit held 700 equity shares in
Shetty Distributors. Farmak Ltd. was a wholly owned subsidiary of
aphali Pharmaceuticals Ltd., both of them being small scale units.
Photophone Ltd., a'émall scale'comﬁany,;has a wholly owned subsidiary by

name Photophone Projectors Ltd.38 One can find many more examples of

38. Information on investments is taken from the Annual Reports of the
- regpective investing companies. Unlversal Carbon Ltd., Stencils &
Stencils Ltd., Central Paints Ltd., Savlar Paints Ltd., Tablets
Ltd. and Photophone Ltd. were registered for government purchases
(See Nationzl Small Industries Corpn. Ltd., Directory of Small
Units Enlisted for Government Purchases] TUSZ). SHeT
actuticals & BiOIGEIcalT Ltad: 50 registered for
overnment purchases (see National Small Industries Corpn. Ltd.,
Fé§§%§2%§ of Small Units Enlisted for Govermment Purchases, 1976).

dT“bIEIﬁEﬁ'ﬁﬁﬁ=aﬁ?IIEEEi1It§“d!'IIE@ﬁEIﬁg“Eﬁ“tﬁ€”basis of
being a small scale unit (see AR 1981) while its parent company,

which also claimed non-applicability of licensing was among the
small scale manufacturer-members of the Basic Chemicals,
Pharmaceuticals and Cosmetics Export Promotion Council.
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small scale coﬁpanies interconnected with other companies through

. 19
intercorporate investments.””

The TTK Zroup:

"?Thfs practice can logically he expected to lead to the formation of
well-knit groups of small scale units, the constituents of which are
under control of a few individuals/families. The possibility of such
groupsfheeoming very large in course aof ﬁi&é is evidenced by the TTK
group. 4 number of conmzanies belonging to the TTK group :were
registgrg@\ag small sbale units.. - The Directory of Small Scale
Indusfrial'ﬁnits in Madras State, 1565, reférfed t0'ea:1§ér; lists: (1)
Orient Pharma Pvt. Ltd.; (ii) Oswel Pen Go.; (iii) Orient Cosmetics
Pvt. Ltd.; (iv) Time Aids.(I) Pvt. Ltd.; (v) U.M.S. Blade Factory (A
Unit of T.T. Pvt. Ltd.); (vi) Torteys Pvt. Ltd.; and (vii)_Righf;Aids
(Orient) Fvt. Ltd. of.the}groupff The: group now;proudlx_apppﬁgces;g :

From a small beginrning in 1928 as an agency distributing’ consumer
products of Lever Brothers, UK, the TTK Group has grown into a
multi-ptoduct manufacturing conglomorate... Today the Group
comprises 14 major companies manufacturing a range of consumer

roducts. Prestige pressure cookers. Woodward's gripe water.
Fohinoor ‘'contraceptives. Tantex Hosiery. -Preet mixies and
Kitchenware, Westclox timepieces. Williaws shaviag cream. Kiwi
shoe polish. Maps and atlases... In the last gecade, Group
turnover has increased from Rs. 9.9 crores to Rs. 64 crores while
the pre-Tax Frofit of the Groupgompanies has multiplied more than
five-fold over the same period.”™: -

3%. 1t would not be gsurprising to find a number of small scale units
having 'associates' and ‘sister concerns’. TFor instance, Directory
and Yho is Who of Faridabad Industries, 1973 (publishéd BY¥ The
raridabad Indusfli&s Associlatlon) jurerms that ?i)RJD.Victory &
Lo, -and Victory Steel Szles P. Ltd, were associates of A.J. Main &
Co. Engg. P. Ltd., a small scale uvnity {(1ii) Capital Bus Service P.

. Ltd., fssociated Service Station and Bharat Finance P. Ltd. were
asgociates of Associated Traders & Enginedrs: P. Ltd., another small

. scale unit; (iii) &. William (Fabrications)-Pvt. Ltd., a small
scale unit, had associates in: G~ Williams & Co. P. Ltd. and
-Bertrams ~ Sedtt (I¥ Ltd.; (iv),Indure Malleale ;& Alloy Castings P.

- Ltd.,a small scale unit was an-associate of Hindustan Dowidat Tools
Ltd.; (v) Qualitex Machinery P. Ltd., 8 small scale unit was an
associate of Qualitex P, Ltd.; 4nd (vi) Deepak Pneumatics P. Ltd.
and EKhosla Foundry .P.. Ltd. were.two small scale associates of K.G.
Khosla Compressors Ltd. ‘Apart. from closely related groups of
persons/families owning such assoclates or sister concerns, inter-
corporate investments is ahother dethod through which such groups
of companies are: formed. . - -l

4Q. {gég adﬁéfﬁisement}appéare&“ih'théﬂiimes of India dated October 18,
- 1) f i ope T — x

ar



50

Safety Match Industry:

Metal Powder Co. Ltd. was given approvals under Section 29?(1)&1 of

the Companies Act, 1955, to enter into contract with a large number of

partnership firms and companies, a majority oflwhich-were in safety
matches and fireworks -,industries."&2 Manufacturiﬁg of safety matches
and fireworks is resérved for the small scale sector. Thus most of
these units maj' indeed be small scale umnits. Since approval was given
under Section 267(1), it means that the directors pf ¥etal Powder Co.
Ltd. or thelr relatives were interested in these units. The nature and
circumstances under which these contracts were entered into need further
investigation. Moreover, some of these units appear to be operating in
close co-ordination with each other. For instance, Hind Matches Ltd.,
Standard Match Industries P. Ltd. and Standard Match Industries marketed
matches under the brand name 'SUN FLOWER'. The first _tw'c' have a common
registered office address. Similarly, Tenzing Match works used

'CHAVI', the registered trade mark of Asia Matcﬁ Co. P. Ltd.

Menezes Group:

Cosme Matias Menezes Group of Goa appears to be another group
It_:o'nt.'afinin_g many smail scale units. Out of the 14 constituents of the
group, Colfax .-_Iluiahlsll:'ét:orlies P. thq., Carter Wallace Ltd., Leukoplast {(I)
’_’P.ILtd.. and Rapidl?!‘ {India) ?_. L:t_d. were registered with the NSIC for

41. Under Section 297(-1 ):'of the fompanies Act, 1956 companies with paid
up capital of more than Rs. T cfore ueed to get the approval of the

Government in respect of the contracts that may be entered into by -

a director of the company or his relative, a firm in which such a
director or relative is a partner, any other partner in such a
firm, or a private company of which the director is member or a

director, with the company. Cf. Companies Act, 1956 (As modified
upto the st July, 1975)., . : b

42. Metal Powder Company Ltd. was given approval under Section 297(1)
for entering into contract with (1) Nadpar Press Ltd. and 21 other
parties for purchase of goods, (2) National Fireworks Factory and
32 other parties for sale of Eoods {3y Standard Fireworks
Industries, (4) Rajaratnam Fireworks Industries, (5) Imperial Match
Works, (6) Jayam Match Works, (7) Chinnapa Colour Matech Worke, (8)
Janaki Match Works, (9): Raj Match Works, (th) Jasmire Match Works,
%11) Aleha Match Works, (12) United Match Works, (13) Alpha Paper

aéas nds., (14) Asia Matech Co. P. Ltd., (15) Rukmani Match Works,
16) Standard Match Inds., (172 Hind Matches Ltd., (18) Bell Match
0., (19) Bell Fireworks Co., {20) SV.K. Meenakshi Sundar  Nadar,
21) Standard Fireworks P. Ltd., (22) South India Lucifer Match
orks, (23) Tenzing Match Works, (24) Standard Match Inds. P. Ltd.
and (25) Boopathy Match Inds. (Cf. Company News and Notes, February
1980 issue for (1) and (2); Novenbs U TEsUEf to (23);
August 1982 {ssue for (24); and September 1982 issue for (25). (165
(2 % and_(tz--li)- were registered for government purchases as small
scale units. PUTTER T & Sl

b
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government purchases being small scale unitsJaS Another company of the
group, 1is reported toe be collaborating with Peico Electronics &
Electricals Ltd., as a small scale manufacturer of hearing aids, an

item reserved for production in the small scale sector\4&

Khaitan Group:

Khaitan Electriqals Ltd. is one of the three manufacturing
companies in the Khaitan Group, the other two being Xhaitan Tibrewala
Electricals Ltd.(=sales Rs.d,S? croves in 19281) and Xhaitan Fans Pvt.
Ltd. (The company achieved a turnover of Rs., 3.35 crores during the
first six months of 1983.) The group is reported to have extended
technical know-how to the Kérala Government {including adoption of brand
name) and is on the "threshold of extending similar_consultancy to other
parties outside India". 'Khaitan' is also said to be “in the forefront
of fan_industryﬂ It is interesting to note that both Xhaitan
Electricals Ltd. ahd Khaitqp Tibrewala Electricals Ltd. are registered

small scale units.[’5

Universal Radiators Group:

- There are a number of companieg and partnership firms in the
Universal Radiators Ltd. group. The avallable information shows that
at least three companies belonging teo this group, namely, Universal

Heat Exchangers Ltd., Southern Press Tools Ltd. and Manju Electrical

Industries P, Ltd. are in the saxall scale sector.46

e s, i ol oty i S i W

43. See National Small Industries Corporation Lid., Directory of Small
Units Enlisted for Government Purchases, 1976 f£6i7 Ciie IIYSC THIEH
‘Companics. FOT RéPidur ¢India) F«. Ltd. see National Small
Industries Corporation Litd., Directory of Small Units Enlisted for
Government Purchases, 1982. -

44, See also the section on large companies trading the products of
small scale units in Chapter I¥. : .

45. See the Prospectis of Khaitan Electricals Ltd., dated Novenber 14,
1983, for further detailg about the Grour. Tue tompany took ovel
the business of Khaitan Electricals, Faridabad, a unit registered
with the NSIC for government purchases znd the company is now
registered with the Director of Industries, Haryana vide
Registration Np. 05/12/04393/PMT/SSI. Khaitan Tibrewala
Electricals Ltd. is also registered with the NSIC {(See National
§mall Industries Corporation Ltd., Directory of Small United
Enlisted for Government Purchases, l§84), PR g

46, Universal Radiators Ltd. is one of the companies registered with
the DGTD for manufactutre of autpomobile radiators. According to the
information avallable from Ancillaries From India, published by the
Engineering ‘Export Pro@otlcn_CoGRcil {I982), the Pgiv%Fsa%
e s ! g L iy : . ontd...
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In this respect it may be useful to refer to the Report of the
Sachar Committee which while recommending additional exemptions and
privileges to small private limited companies (whose PUC does not exceed
Rs. 3 lakhs) suggested the following ccnditions so as to "safeguard
against adjuncts c¢r appendages of large scale business creeping into
the exempted fold." The Conmittee suggested inter alia, that |

{a) the small company does not have a body corporate other tham a

Government Company or statutory bedy, or a public financial
institution or a bank, as its shareholders and :

(b) ‘the small ;gompany does not invest in shares of another body
corporate.

It appears necessary to incerporate such conditions in the case of

small scale industries too.

Transnational Corporaions in the Small Scale Sector:

The Foreign Investment Policy Statement of 1949 visualized that
India being a capital scarce country, foreign capital would help her to
achieve a higher rate of investment and thereby would promote econcmic

growth.z‘8

The inflow of foreign capital was, in particular, expected to
ease foreign exchange problem during the initial stages of the planned
process of economic development. 1t was aléq_argued that since
technolegy and capital often flow in the form of a package, the entry
of foreign capital in India would also facilitaté inflow of modern and
sophisticated technologies, particularly in the industrial sector.
While the need and the importance.of foreign capital was appreciated it
was recdgnised that foreign investments could neot be permitted at the

cost of the development of national entrepreneurship, indigenous

‘Radiators group consists of (1) Universal Radiators Ltd., (2
Madras Radiators and Pressings Ltd., (3) Kempf (I) Ltd., (4
Universal Heat Exchangers Ltd., (5) Manju Electrical Inds., Ltd.,

6) Universal Brakes P.Ltd.,(?z Haryana Radiators Ltd., (8) ACM

astings P. Ltd., {9) Deccan Radiators. & Pressings P. Ltd., %103
Unimech Inds. Ltd., (1l1) Socuthern Press Tools Ltd. and {12

Coimbatore Pressings. A scrutiny of the Aanual Reports of some of
these companies nof only confirms the existence of the group, but
also shows that it is a much larger one. While companies (4) and
(11) informed in their Annual Reports that they are registered as
small scale industries, the company (5) is registered with the NSIC
for government purchases. - . -

47, iNDIA, Ministry of Law, Jﬁstice_and COmpaﬁy Affairs (Depértment of
: Company Affairs), Report of the High—Powered Expert (Committee on
Companies and MRTFACTE, IS78] ppr <3 & 24 R I

48. Foreign Investmént:Folicy'Statéﬁent, April 6, 1949 made by the then
_ Prime Minister Jawaharlal Nehru in the Constituent Assembly
{Legislative). _ =
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technology and national priorities. The foreign pfivate capital,
therefore, was assigned a role within the overall framework of planned

development and regulations.

The Indian economy faced a éerious foreign exchange crisis during
the late 'fifties. To meet the“situation, the Government decided to
relax the terms and conditions of éntry of foreign private capital into
the Indian economy. Instead of restrieting foreign private capital to
industries wherein indigenous technologies had not been developed, the
Government decided to permit (and even ;referﬁ industrial projects which
had foreign asscciates to take care of the foreign exchange costs

65 The placement of a premium on foreign ﬁérticipation

involved.
encouraged the entry of new THCs and enabled the ones which already had
a foothold in the country to expand and make entry in a number of
industries which were either reserved for the public sector or were not

open to foreign capital,

The official criteria for a small scale unit, as discussed earlier,
has been in termshof the size of investmehnt in -the manufacturing uhit.
Until 1970 there weye no restrictions on the entry and operation of
forelgn private cap¢tal in the small scale sector. A number of foreign
controlled companies operating in India had been tégi;téred as small
scale units, during the early 'sixties. It does not;“therefore, appear
to be’ any surprise if well known foreign companies like Coates of India
Ltd., Bayer Agrochem Ltd., Nicholas (I) Ltd., Roche Products Pvt. Ltd.,
find a place in the list of small scale units in the Maharashtra State
in 1962.°9 The All India Directory and Handbook of Small Industries
(1966),51 published by the Federation of Associations of Small

Industries of India (FASI1), listed the Delhi unit of the Britannia
Biscuit Company Ltd. (then a foreign subsidiary) as a small scale unit.
Similarly, Minimax Ltd. Ranchi and Monotype Corpn. Bangalore {both
operating as foreign branches in 1966) and Avery Co. of (I) Ltd., then a

49, ILPIC Report, op. cit. _
50, Director of Industries, Maharastra, Commercial Directory of
us 1

Industries in Maharashtra Part I -- Smal Sn AN nitTe
Repistered under rhe Facrories Act, I9487In Manarashtra State,
mbay, Zs ,

51. Cf, Federation of Associations of Small Indus*ries ‘of India, FASII,
ATl India Directory and Hand Book of Small Industries, 1866
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foreign subsidiary, were among the other TNCs included in the FASII
Direclory. Castrol Ltd. UK., had been operating in India as a foreign
branch till recently. The company's Madras unit was one of the small
scale units registered with the Dirvector of Industries aﬁd Commerce,
Gevernment of Madras (1965).52 General Electric Do. of (I) Ltd. (GEC}
provides another example of a transnational company which operated in
the small scale sector through a number of subsidiaries wiz. Eluemount
Ceramics (P) Ltd., Sankar Electricals (B} Ltd. and India Transformers

Ltd.>>

In 1970, the Government anncunced that foreign companies operating
in the country's small scale sector would not be exempted from the

obligations of the IDRA, 1951.°%  For general policy purposes, foreignm

- companies were to be treated on par with companies belonging to the

Larger Indusirial Houses. The non-applicakility of the exemption was
later (1973) extended among others to "undertakings owned by foreign
companies, their branches or subsidiaries or companies in respect of
which more than 50 per cent of the paid-up equity shave capital is held
directly or indirectly by foreign companies, their branches or

subsidiaries, or by foreign nationals or non-resident Indians“.s5 In

e e . Al e e g e e ek e

52. W.J. Bush Products PFvt. Ltd., then a foreiﬁn-subsidiary and
Chelpark Co. Ltd., Maypar Leather Mfg. Co. P. Ltd. and Scuth Indian
Export Co. Ltd. {these have later got registered under FERA, 1573
were some of the other units registered with the Director o
industries and Commerce, Tamilnadu.

53. While Bluemount Ceramics P. Ltd. and Sankar Electricals P. Ltd.
were among the rqﬁistered small scale units listed in the Directory
of Small Bcale Tndustrial Units in Tamil Wadu (1969) {sec
Government of Tamil Hadu, Director of Industries and Commerce,
Directory of 8mall Scale Industrial Units in Tamil Nadu (Supplement
T6 the second Edition) Fadras 1¢BYy, Indid [Talsformers .
anether Subsidiary o: GEC, was one of the small scale units
included in the FASII Directory referred to earlier. This
subsidiary was also found to be registered for government purchases
with the NSIC being a small scale unit. (%ee Mational Small
Industries Corpn. Ltd., Directory of Small Units Eniisted for
Government Purchases, 19767 -

34. Cf. Notification No.713/IDRA/291/70/1 dated February 19, 1970 of
The Ministry of Industrial Development, Internal Trade and Compan
Affairs, (Reproduced as Appendix I in Estimates Committee (1971-72
Nineteenth Report: Industrial Licensing, 1972). The motification
Eﬁﬁﬁifieﬁ‘tﬁﬁg dall Thdustrial undertakings which have or propose to
have fixed assets in plant and machinery not exceedin ﬁs. 7.5
lakhs would be exempted from the operation of the provisions of
IDKA, 1531. This exempiion was however not applicable, among
ofhets To the undertakings belonging to foreign companies, branches
or subsidiaries of foreign companies. 5 3 '

55. CE. lotification No. S$.0. 98(E)/IDRA/29B/73/1 (Reproduced in
Thidelines for Industries, 1975-76). e Tl _
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1576, the Government decided to exclude companies with 40 per cent or
above, (direct and indireét) foreign equity for being treated as Small
Scale Units®® for purposes of the IDRA, 1931. 1In 1978, the policy was
however, relaxed and companieé with over 40 per cent direct foreign..
equity alone were excluded from the applicability of the exemption thus
bringing it at par with the definition of a company under the Foreign

Exchange Regulation Act, 1973.27 1If the foreign equity holdings were

indirect, the company could avail the exemptione from the ILS. However,
it may be mentioned here that the definition of a small scale unit never
excluded foreign companies from the purview of the small scale sector

nor did it ever refer to foreign equity in small scale companies.

The Foreign Exchange Regulation Act (FERA) which was enacted in

1273 l1laid a general ceiling at 40 per cent on the extent of foreign
participation in all existing Indian companies. Under this Act, all
Indian subsidiaries of foereign companies were required to dilute their
foreign equity participation to not more than 40 per cent unless they
ceuld convinee the Government that their operations were technology
intensive or predominantly export-oriented. . Similarly, foreign branches
cgerating in the country were required to convert themselves into Indian
cqmﬁanies. it is obvious that if the FERA was to be enforéed,“tﬁéfé
would legally be no "foreign” company operating in the countryy siﬁéé
they would have diluted their foreign equity to 40 per cent or beiow._
This dilution would take them out of all such restricfiﬁné'ﬁhichlgo_with
foreign controlled or owned capital. . These would indeed earm the title
of.Being'Indian'coﬁpanies and therefore are not to be_discriminated
against in any manner. This, probably, explains the:déciine in the
_np?bér of companies covered under the FERA from 860 in 1973 to zbout 150
b§”Ma§; iQBQ:ES The sharp decline in the number of companies in the
 ambit of:gggé'and other regulations does not, however, impiy tﬁét with

‘the dilution of the equity the coﬁpanies have ceased to be foreign

5, 4]

56,7 Cf. Guidelines for ILundustries (1979), p. Sec. IV-15.777 - -

57. Ibid-T;“fE'ﬁi-'y. == LA ;_. a;+¢~.;,y;gig

58. Cf. Answer provided by the Minister of State for Finance in
Teésponse to an unstarred question (No.1364) in the Rajya Sabha.
This, however, excludes the companles where permisgion undey
Section 29(2) a) of FERA has been granted on a 'non-repatriation
of capital and income basis. T o ’ Pt Bl
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controlled. Indian subsidiaries of foreign companies, which diluted the
level of forelgn equity to'fopty per cent or below, have many a time
adopted a new practice. Such companies.insert a new clause in their
‘Articles of Association' giving specific rights to the foreign parent

companies (now minority shareholders)'to appoint a number of directors,

chairmen and make other key appointments sc that the management control

: b a
would continue to be the same as that prior to the dilution.s’

Transnational Corperations (TNCs) which had been operating as small
scale units had thus two reasons to dilufe.theif foreign equity to a
level not exceeding 40 per cent: One, to complf with the FERA
directives, and the other, to remain eligible for exemption from the

industrial licensing system - (éven after the 1978 guildelines). A good

‘number of TNCs operating in the country as small scale units, therefore,

dlluted their foreign equlty to 40 per cent or less and earned
eligibility to be treated as 'Indian companies’ though many of these

were still under effective foreign control.

It is relevant to note that a foreign subsidiary which®was

- enjoying the benefifs_of small secale units can continue to claim to be a

small scale manufacturer by diluting its foreign equity to 40 per cent.
For imstarnce, Fﬁiford {I) Ltd. in which its British parent company
Schering Plough Holdings, UK enjoys the right to appoint or remove “one
third of the tofal number of Directors” sc long as the British company
holds 10 per cent or more of the share‘capitalﬁo, and which reduced its
foreign equity to 40 per cent in 1981, claimed in its Annual Report
{1981} that fThe Industries (Development & Rgulation) Act, 1951 is not
applicable to the company and hence licensed capacities are not

*8l This information has to be seen in the light of the fact

applicable”.
that the company is one of the small scale manufacturer-members of the
Rasic Chemicals, Pharmaceuticals and Cosmetics Export Promotion Council

even in 1983ﬁ2 Sawyers Asia Ltd. (Annual Report 1979), Shah Medical and

59. See S5.K. Goyal, "NIEQ and Transnatlonal Corporation Secular
Democrac¥5 Annual Number 1983, pp. 126-134, Tabdle IfI IoY an
f"fﬁ?@igﬁ‘ﬁﬁmpanies which incorporated certain
restrictive clauses in their Articles of Associations.
60, Fulford India Ltd., Prosgectus dated-Angust 27, 1981,
61. PFulford India Ltd., Annual Report, 1981. .2 -

62. See Note: 10 aboves
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Surgical Co. Ltd. (4nnual Report 1975), Heatley & Gresham (I) Ltd.

(Annual R6por£ 1976), E.P. Allam of (I) Ltd. (Annual Report 1577), Knit-
EOPidS Ltd. (Annual Report 1977), Ericsson India Ltd. (Annual Report
1978}, Beclawat of (I) Ltd. (Annual Report 1977) are a few other
instances where the ggﬁé_c?@panies of 1975 ¢claimed themselves to be
small scale units in their Annual Reports. (See the Appendix for the

claimsj}. HMany of these companies ﬁight have gone out of the net of the

FERA in the recent past.

Drugs and pharmaceutical industry is probably the sector where TNCs
operating as small scale units are concentrated the most. For instance,
the American TNCs like US Vitamins & Pharmaceuticals Corporation and
Elly Lilly (1) were enlisted for government purchases as small scale

units.63

Carter Wallace Ltd., another company enlisted for government
purchases, in its Annual Report {1978) claimed non-applicability of the
industrial licensing system as it was "a small scale industry”. Anocther
hAwmerican INC, Johnson & Johnson Ltd. (a foreign subsidiary even now)
formed a wholly ocwned subslidiary, namely, Ethnor Ltd. to claim non-
applicability of the licensing provisions to its manufacturing
64

activities. Organon (I) Ltd. (a FERA company till recently) owns a

subsidiary Chefaro Pharmaceuticals Lid. which claims that no licence is

63 Ethnor Ltd. and Chefaro

required as it is a3 small scale unit.
Pharmaceuticals Ltd. probably are taking advantage of the fact that the
investment by parent companies in them amounts to indirect foreign

equity. Franco~Indian Pharmaceuticals P. Ltd. (Annual Report 1977)

also reported that it was a small scale unit.

The Hathi Committec report on the Drugs & Pharmaceutical Industry
(1975) had noted that out of the 66 pharmaceutical units with foreign
equity, 15 were registered as small scale units, ¢ of which were with
foreign equity exceeding 50 per cent. The Committee understood that
“"foreign companies which are unable to secure a foofhold in the drug
industry in the country in terms of the Industrial Policy sometimes by

pass the regulationms by purchasing a company operating Iin this country

63. National Small Industries Corporation Ltd., DPirectory of Small
Units Enlisted for Government Purchases, 1976.

64, Cf. Ethnor Ltd., Aonual Report, 1580-81. ;
65. Cf. Chefaro Pharmaceuticals Ltd., Annual Report;-lgag, p-l4.
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and working through it. Many foreign companies have alsc grown up in
size by operating in the small scale sector”. The Committee made a
specific recommendatien that "the small-scale sector should be a

prohibited area ..or foreign companies”.'

The Statement on Drug Policy

(1978) did incorpoiaiec f.c recomwendations of the Hathi Committee and
provided that the “Small scale sector will be prohibited area for

foreign companies™(para 23).67

The pity, however, is that there i3 no

legal definition of 'a foreign company’. If a "foreigm company' is to
be defineé as the one with over '40 per cent direct foreign equity' for
the purpcses of the implementation of this provision, the new drug
policy would only be an cyewash. Since the subsidiary of a foreign
company could bring down the foreign equity to 40 per cent and continue

to remain in the small scale. sector.

An assumption in the Industrial Policy statement of 1949 was that
foreign private capital would supplement the national capifal. The
foreign exchaﬁge part, im particular, would be met by foreign
associates. This assumption does not appear to hold goocd for the small
scale sector as there were TNCs which have avaiié& of the facility of
obtaining imported macinery, on hire—burchase bagisg, from ;he National
Small Industyies Corporation. Suessen Textile Bearings Ltd., an Indian
affiliate of a Swiss TNC, in whichiZﬁ per cent equity is still held
abroad and Fordham Pressing (1) P. Ltd., a company registered under the
FERA, were so..e of those who obtzined impﬁrted machinery on

concessional and Hire-Purchzse basis, through the NSIC.68

Transnationals with a wide network of operations and a number of
advantages were supposed to bring the wmuch needed capital to India.
Instead these'corporationé have been able to not only avail of the
limited facilities but also to become competitors to the local small
entrepreneurs. These TNCs have become 'insiders' to enjoy the
protected market that was infended for the small indigencus

entrepreneurs.

Tt i T

66. INDIA, Ministry of Petroleum & Chemicals, Committee on Drugs and
Pharmaceuticals: Report, 1975, p.l100. =

67. Cf. Statement on Drug Policg '19?8, para'23, 2s reproduced in
Guidelies for Industries (198 f - :

68. Cf. National Small Industries Corpn. Ltd. Dlrectory foid, Machlnery
Sipplied on Hire Purchase, 1976- A _ S
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Technology Imports in the Small Scale Sector:

Another reason for protection and promotion of the small scale
sector lay in the fact that the sector constituted of large many workers
and small entrepreneurs who had the skill but did not possess adequate
economic strength to face open competition from the large scale
manufacturers with huge capital resources. The competition ameong,
entrepreneurs of differing economic strengths was bound to be unfair.
The Ford Foundation Team (1854), however, argued that the workers of
India were wasting their talents in a "hopeless race against modern
technology”. Dr. Douglas Ensminger, the Ford Foundation representative
in India who enjoyved comnsiderable influence 1in the Government of Tundia,
pleaded forkgstablishment_of contacts between Indian and foreign
industrialists. He felt that "such contacts might lead to collaboration
agreements for the manufacture of patented pfoducts in India“ and that
"it would be the responsibility of the Central Swall Industries
Organisation to¢ develop the foreign contact and then to facilitate the

relationship between the foreign and Indian industrlalists.69

There seems to have beenm little serious thought on the implication
of permitting/encouraging small scale units to have foreign
collaborations. On the one hand, if a unit was avle to enter into a
foreign collabofation,:it acqﬁires the rights to produce patented goods
és a monopely producer of the products which were formerly being
imported. In a sense it was import substitution, but at the same time
it placed the collaborating unit at a privileged position vig~a-vis all
others who did not have the patent rights nor the imported technology
and machinery for manufacturing that product. Thus unequal positions.
were created within the small scale sector by the policy that permitted
foreign collaborations in the small scale sector. Secondly, because the
small s;ale sector was exenpted from the operat;on of the Industrial
Licensing System, it offered an easy entry point for foreign private
capital in soft technology areas and for manufacture of low pricrity

products which catered tg the needs of the prosperous elite. Thirdly,

L,

6%, Cf. Dou Ias Ensminger, "Our Small Scale Industries ... Great
Possibifities Ahead —-- Better Organisation Ur ed, Need for
Technical Information Service ., Maijor Industries of India,.Annual
1961, pp. 249-261.
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apart from the entry of foreign capital and the avoidable foreign
exchange burden, the policy to ﬁermit foreign collaboratidn did
introduce a large scope for distortiom in the plan priorities and
rational allocation of scarce national resources. And finally, in the
face of the fact that there had been mo restrictions on Large Houses for
entry into the swall scale sector the policy to permit technical and
financial collaborations seems to have proved a convenient route to (a)
enter into areas reserved for the small scale sector without obtaining
an industrial licence, (b) obtain fiscal and various other concessi&ns,
and {¢) have the foreign patents and thereby establish product

monopolies.

All this was, for obvious reasons, against the very spirit of the
basic thought on which protection and promotion of the small scale
sector has ever been argued. The Industrial Licensing Policy Inquiry
Committee {ILPIC) underlined the fact that a number of firms were
interested in entering into foreign cellaborations even in the areas
where "ne great advantage by way of obtaiﬁing teéhnical know-how was to
be gained” because foreign brand names provide an advantage in certain
markets., The Committee highlighted that = large number of
colleborations were signed in consumer goods where there was no
"appareat justificatioﬂ%7o Inuyustries like loudspeakers, toys, sports
goods, Sﬁectacle hinges, snap fasteners;, ball point pens, vaccum flasks,
crockery, lipsticks and other cosmetics, tooth paste and readymade
garments were cited in support of this observation. There are large
number of'fbiéign collaborations in the small scale sector.71 In many
cases the collaborations were accompanied by issuing shares to the

foreipgn collaborator in lieu of cash payments for imported machinery..?2

70. ILPIC Report, op. cit., p.130.

71. For instance, Mr. K.K.Mehan, former Deputy Director of the Small
Scale Industries Organisation expressed, "Don't ask me for cases
where small units in India run with foreign collabhoration, for,
these are far too many.” X.K.Mehan, Swall Industries Euntreprencurs
Rand Bock, 1973, p.170, ' 5 - :

72. There have been divergént opinions on the extent of equity share
that is required for control over a company. While a company with

O per cent or lower foreign equity is being treated as ‘Indian’

for all policy purposes, under the Reserve Bank of India
definition, a company with 25 per cent foreign equity is treated to

be a foreign controlled one. Abroad companies with 10 per cent
(USA) or even 5 per cent {(Canada) are considered fore% n. {Cf.

ontd. o)
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J«K. Helen Curtis Ltd. (J.X. Singhania), a registered small scale
unit, cited earlier, is solely operating in the cosmetics industry. It
had more than 40 per cent foreign equity until the equity dilution under
FERA. &imilarly, Colfax Laboratories (I} F. Ltd., makers of the popular
'01d Spice' brand of cosmatics, is still having 40 per cent of the

equity held by Shoulton USA, a subsidiary of American Cynamid Inc.’?

The unit was, however, a small scale one.

Recently another case of a TNC setting up an affiliate in India as
a small scale unit was in the news. The Bry-i4ir India (P) Ltd. plaant in
which Bry-~Air Inc. USA, one of the three manufacturers of
dehumidification equipment in the world, retains 25 per cent equity, was
inaugurated by the US ambassador himself. It was noted that the venture
will be in the small scale sector and that the Haryana-Finanéial
Ceorporation "allocated land and finance within 4S.days of the
application” znd that Mr. Paul D. Griesse, President of Bry-Alr Inc. USA
was higly apprecistive eof this gesture“.?4 This is said to be the first
unit of its kind in India which means that it obviously would enjoy

monopoly position.

Ancillary Industries:

Small scale units are also established as ancillaries to large
industrizl projects. The programme of ancillarisation was started
during the Third Five Year Plan period in pursuance of the
recommendations of the Committee on Ancillary Industries. The
Committee's recommendations ihcluded establishment of industrial estates
for small.ancillary units in collaboration with public sector
undertakings.and extention of preferential terms for supply of machinery

on hire-purchase bahis.?s A higher investment limit was allowed to

Nagesh Kumar & Kamal Mitra Chenoy, "Multinationals and Self-
Reliance : A Case Study of the Drugs and Pharmaceutical Industry ,
Social Scientist, Issue No. 107, April 1982, p. 16—1?%. Leaving
aTI 5cale FERA companies, which have since diluted their
foreign equit{ to 40 per cent or below, ome would come across a
number of small scale companies with foreign equity participation.

73. Cf. Business India, dated December 7-2(, 1981l. p. 85.

74. Press reports appearing in various newspapers onfMarch 3, 1983.

75. INDIA, Planning Commission, Third Five Year Plan: Progress Report,
T01961-62,°11963, psl 27, ~n : :
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ancillary units with the understanding that a unit which has to supply
precision components to large scale units might need a higher fixed
capital. While allowing a higher investment limit of Rs. 10 lakhs,
compared to Rs. 5 lakhs applicable to smzll scale units, an additional
stipuldtion was placed on the ancillary units. The Working Group on
Small Scale Industries (1965) gave the definition of an ancillary unit
in the following mamner:
A vnit which produced parts, components, sub-assemblies and toolin%
for supply against known or anticipated demand of one or more o
large units manufacturing/assemblin%)complete products and which 1s
not a subsidiary to or controlled by any large unit iWw reégacq €O
e LIous 6 CORtracts ror supply of 1fs goods Yo an Arge
[137% K 5 Ehall tET However, precladeé an anciIIary unit from

Tnrering into an agreement with a7&arge'unit.givin it the first
option to take the former's output. (emphasis added

This definition automatically excludes subsidiaries or other
controlled cdmpanies of large companies from the purview of the
ancillary development since a subsidiary company or a company in which
suBétaﬁfial shares are held by large companies cannof be expected to act
indepehdently in matters of hegotiations of contracts. In this
backgréund, it is quite surprising to note that the definition of an
ancillary unit, as appearing in tha February, 1973 Notilfication of the
government, did not stipulate the necessity of independent character of

77 It was only in May, 1975 that a condition was

an ancillary unit.
.imposed in the definition of ancillary unit that "no such undertaking
shail be a subsidiary of, "or owned or controlled by, any other
Iunde;;aking".78

The success or failure of ancillary units is wholly related to the
extent of businesgs patronage that_ﬁhe large.unit is ready to extend.
The nature of the relationship between a large project and its
ancillaries is that of near total dependency. An illusﬁrative example
of a set of ancillaries and their ‘parents' may help to elucidate the

extent of freedom allowed to the former. Mushrooms Ltd., which itself

76. TINDIA, Ministry of Industry, Report of. the Sub-~Group on Small Scale

Industries, 1965, p.271. See ﬁfﬁb'INDIHT* velo T UOmAIss Toner

a ale Industries), Credit: Facilities to §Small Scale
Industries, 1969, p.7. g =

77. Cf. INDIA, The Gazetteer of India Extraordinar , Part II - Section
'.'B*Sub—sectiGﬁf(ftrﬁmttftbatiaﬁ*NE."STUT?B(ETTTE&A[293/73/1 of the
Ministry of Industrial Development dated February 18, 1973.

'78. Press Note dated thhJHa¥ 1975 reproduced ‘in Guidelines for
Industries (1979), p. Sec. i-?._ = L e,

R e o o
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was a small scale unit, reported in its prospectus the details of the
contracts entered into bv the company and its ancillaries, all of which
individually fall under tha gp;view of the small scale sector. The
following are 2 few extracts:from the Prospectus.. '

The ancillaries shall supply semi-processed and processed raw

, materials in conformity with the specificaticns to be provided by
the Company, under the supervision of the Company's personmmel. The
company shalT sUpply preliixed Faw mMATeriAls 10T semi—-processing,
extrusion etc. where the products thus manufactured ianvolve
manufacturing trade secrets.

So long as the services of the ancillzry units have not been
requisitioned by the Company they shall operate as independent
industrial units retaining the right to wmanufacture and sell such
products as can be manufactured and sold by the utilisation of
plant and machinery installed and owned by them, so long as such
activities does not mar the objective of processing 20d SuPpLyin

material to the Uompany O & pPreiceirentis)] Dasis, which 1s‘f£%LhéTé
objective " Tof selting up of "the @ncIliTaTy THits.

The Company shall at all time have a first and parasount lien upon
the magufacturing facility provided by EhE &ncilTary UNIts, 80

5 pTodUGCTIon time HAES Been requisitioned by the Company inm support
of its manufacturing activity. The ancillary units are barred from
entering into any exclugive c¢OHEFACET Ol continullg BALULe LTOT
SuUpply Of Materidl With any third party withour CHE EpeCllic prior
Writted cousaint of THeE Company.

In the event of there being any moneys outstanding aad payable by
the ancillary units, the company shall have a flcoating charge from
time to time or at any time on 'aTIToF By oT THE A8cet§ under Lhe
CWRersSiip of CLhE ancillZTy Tnits BNd ThHE 8aLd CHargs SsNall be
ed iU the manner and coutext specified by the Company from
time to time. _ N : B

The ancillary owners shall pay all their personal de5ts and debts
relating to.their businegs PUNCTUALLY and give ne scope for any
attachments, seizures or sal€ 0 THE€ properfles of ELeir business
ANJ Snall FUurfher Indedinlfy LhE COmpany Against any 1055 ol dEmage
THAt MEY CCCUr L0 1L Gnder SUCl Circumstances. 3 '

The basic plant and machinery. to be procured by the ancillaries and
installed on the premises will be in consultatioa with, the
recommendation and prior apprdval in writiilf oT the Conpdfy.

" A1l manufacturing activity to be conducted for and/or on behalf of
the Company shall be executed under the prime supervision of
authorised pergoninel™of "the Company. . F

Tedhnoiogical knowhow required from time to time in. corinection with’
the setting up and operation of the ancillary units shall be
provided by the Company and/or their nominee/consultants. ' i

The ancillary owners for purpose of protecting any process and
nanufacturing systems that could be in the nature of trade-secrets,
manufacturing secrets, inventions and/ox secret formwla, shall
abide by the security measures and such terms and conditiong thart
MEy P anncxed Lhere fo iutendad t0 PEQEECT the L1AtETests of the
. UCSHp3ny 5md THE FMTITIAYies themselves.’” (emphasis added) _

Establishment of satélli;e ancillary units by managements of large
undertakings as personzl and benami units cannot also be ruled out. It

appears that such‘aﬂﬁréctide has been continning for a long perilod. 'In

79. Mushrooms Ltd.; "Prospictus, dated November 21, 1980,
: . o R, 0 3 i : J
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T1963~itself, it was observed that "family-owned—ancillaries-end—captive-

coyporatc arfangemen;smhave_sprung up” to take advantage of some schemes

80 While one cannot expect that all

for assisting ancillaries.
ancillaries to be ‘owned' by the management of the lérge 'parent’
company, & large number of ancillary units are likely to be
sub51a1aries or de facto branches or extensions of larger units"Bl
When these two types of ancillaries exist, it is obvious that the latter
gets a favourable treatment in all types of deals with the ‘parent’

COmPARY.

‘Bharat Radiators:

In addition to the pﬁéqual relationship between:the_umbrella unit:

and its ancillaries and the latters' dependence upon the former it is
observed that a uumber of ancillaries Were started by the same people

who owned or- controlled the umbrella units and avalledﬁthe.accompanying

beneflts.. The case of Bharat RBadiators (P) Ltd., 15 illustr rtive of

this phenomenon. ‘a descriptlve story on the coupany. whlch appe ared in

Buginess Indla dated February 4, 198G hzghllghts the- fact that Premier

Automobiies Ltd“ (PAL)a Walchand House company, sought a licence in.

the 'fifties for the manufacture of tubular radiators for captlve'

consumption. But the government was opposed to the vértical expansion

of PAL .=ad wanted that ﬁanufact;re of radlators be taken up by a small

scale ancillary industry, The Small Industries gerv1ce Institute -SISI)"‘

prepared a project report for thls purpose.' ‘At thar tlme ‘Mg, Sharayu

Daftary, daughter of Lalchand Hirachand Chalrman of PAL came'upbnathe'_
scene. The National Small Industries Corporation Ltd.-(NSIC) put .up the"'"

entire manufacturing plant wo:thbgﬁﬁzl.oo lakh and anpther sum of
Rs.1.00 lakhk for Iland, buildiﬁge:ée& capital requireﬁeﬁts was raised by
three brothers of.Hs. Daftery.'”Bharat_Radiators-P;iiﬁd._(BRL) thus came
into existence as a smell'eeele ﬁnit.:_For the firet three'yeaLs.the

entire ocutput of BRL was-bought by PAL but later'it-etefted selling te

Mahindra & Mahindra and cther companles as wcll. PAL still accounts for =

30 per cent of BRL's sales.. The company got 1tse1f reglstereq under the

80. INDIA, Ministry of Industry, Develogment of Small Scale Industries

in India' Eeport of the Interiationa eFEpective PIAnMNIiigE Tean
9% 3P e Taam Eam2l

oxs UHAAT IO,
81. S.K: Goyal, "Small Scale Sector: Some Pollcy Igsues"”, gaper;
presented in

the Seminar on The Role of Small Scale Industrles in
the Fifth Plan (March 15—16 ‘I?T#T'Fﬂimeo)._ ;
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MRIP sct in 1974 as a Walchand House Company and is now the fourth

largest producer of radiators in the country. The company is no longer

in the small scale sector.

Enfield India: -

Enfield (I} Ltd. is another useful case to illustfdte how,

ancillaried and ‘parents' are closely related to each otheér. - The.

Directory of S$mall Scale Units Registered with the Director of

Industries, Madras contains a number of umits whose main activity was to

supply various components to Enfield (I) Ltd. ‘A number of them were
located ét the Enfield Tndustrial Estate; The fact that Madras (Motors)
Pvt. Ltd., was owned by the family of K.R. Sundaram Iyer, thg founder
chéirmaﬁ of Enfield India Ltd., (who remained its chairman till he
resigned;in 1278} is evident from the'follcwing‘excerpt from the Annual
Report of Enfield India Ltd., for the year 1963. - .

Mr. K.R. Sundaram Iyer and Mr. K. Eswaran (Chairman and Director
resgectlvely_of Enfield India Ltd.) were shareholders and Directors
of Madras Motors Private Limited upto Ist July, 1969, holding 10
Shares of Rs.300/~ each and 2 shares of Rs.500/- each respectively,
out of the paid up.capital of Es.217000/~. They resigned their
office of Directorship and also transferred the said shares on Ist
July, 1969.  .Further by the reason of the fact that their close
relatives and members of the families of the said two Directors,
and Mr. S. Sankaran, the Managing director of the company, are
directors, shareholders and employees of Madras Motors Private
Limiated and hold the bulk of the shares in the said compang, the
directors are to be deemedsfo be interested in the said resoluticn
submitted to this meeting.”* T - |

It may also bé noted that Madras Motors P?t. Ltd. and‘English Cfcle
& Motor Importing Co. Pvt. Ltd., two of.theranciiiary small scale units
located at the Industrial Estate and availed of the hirewpurchase scheme
of the NSIC, appear among the top ten shareholders of Enfield India Ltd.
as on July 24, 1;}80.83 V

82, Cf. Share Distribution Schedule of Enfield Indis Ltd., available
%With the Corporate Information System of the Indian Institute of
Eublic Administration, New Delhi. - b |

Motors P. Ltd. and E Motor Importing Co. Ltd., a
number of ancillaries of the Company availed of the hire-purchase
scheme.of the NSIC . The Annual Report of HMadras Motors Ltd. for
the year.'1977 contains a number of firms in which the directors of
the Company were partners. One such firm Hari & Hari is also a
beneficiary of the hirewpurchase scheme as an ancillary unit.

83. Enfield India Ltd,, Annual Report, 1969, RS " Besides Madras
ﬁg’I‘IE"tTE("y?.EI‘é_&
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Standard Motor Products:

The case of Standard Moter Products of India Ltd., is also similar

to that of Enfield (I) Ltd. the fact that the company had entered into
contracts with a number of associate companies viz. 1. Hydraulics Ltd.,
2. Union Co. (Accessories) P. Ltd., 3. Carburettors Ltd., 4. Unicorn P,
Ltd., 5. Uniom Services f._Ltd., 6. Haritha P. Ltd., 7. Union Co.
(Motors) P. Ltd., and 8. Union Co.(Bangalore)Eh Ltd. becomes evident
from a study of the prospectus of the company issued in 1967.84 The
prospectus also shows the extent of interest of Mr. K. Gopalakrishna,
Mr. RV, Srinlvasen, Chairman and Director respectively of the company,

and their relatives 85

The company's contracts (with the first four companies above} were

for "mutual rendering of services,” namely, the company "rendering..
engineering and other services such as heat treatment and shot blasting
etel” and:the'ccntractingicbmpany for "rendering engineering and other
services such as repair”of machine tools and tool making”. The
agreements provided for sale by the company to them "raw materials,

castings, components, spare parts, steel dles, teols, ete.” and the
company was to purchase : -1. shock absorbers, components etc. from
Hydranlics Ltd.; 2. radiators, hub caps, horns ete. from Union Co.
(Accessorles)]% Ltd.; 3. Solex Carburettors and S.E.V., fuel pumps from
Carburettors Ltd., and 4, seat frames, exhaust plpes, silencers etc.
from Unicorn P. Ltd. Interestlngly enougﬁ Hydraulics P. Ltd., Unlon Coa
(Accessories) P. Ltdu end Carburettors Ltd. were registered as smell

scale units with the Government of Madras (now Tamil Nadu).

Hegde & Golaz:

Another case of interest is that of the ancillaries of Hegde &

Golay Ltd., A number of ancillaries are located at the Shreeshyla

84. gianfggg Motor Products of India Ltd" Prosgectus, dated October

85. These two were also directors and shareholders of the Mana%
Agents of ithe Company namely, Standard Meotor Co. (I) P. Ltd.
Moreover, Mr. K. Gopaiakrishna, Chairman of the company was
Managing Director of the Managing Agents.

86. Cf, Director of Industries & Commerce, Directory of Small Scale
Tidustrial Units in Madras State, 1965.
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Cooperative Industrial Estate. It was found that the Balance Sheets and
Profit & Loss Accounts of 2 number of companies located in the
Industrial Estate were signed by only two directors, viz. Mr. B.N.

Ramesh and Mr. 5. Krishnamurthy. They were signatories to the accounts

of (i) Shreeshyla Precision Staff & Stems Ltd., (ii) Shreeshyla
Precision Cqmponents Ltd., {iii) Shreeshyla Screen Printers Ltd., (iv)
Shreeshyla Toolings & Accessories Ltd.; (v) Shreeshyla Escapemenfs Ltd.,
(vi) Shreeshyla Cears & Pinions Lid., (vii) Shreeshyla Metal Treaters

Ltd. {viii} Shreeshyla Jig & Fixtures Ltd. and {ix) Shreeshyla Automats
87 :
Ltd -

Ton Exchange India:

The case of Ankleshwar Ion Exchangers and Chemicals Ltdg cited
earlier,{provides yvet another example of cloese association of 'parents’
and ancil;aries. The.cﬁmpany wés a wholly ownedfsubsidiary of Ion
Exchange (I) L:__t_cl-, and was’ incorpoi‘atedwin August 1978, Ion Exchange
{I) Ltd. éas earlier covéréd under the provisions of Eggé_and-has since
diluted its foreign equity level tdta little less than 40'péf céﬁt- The
subsidiary company claimed in its Annual Reports for the years 1979 and
1980 that licensing was net applicable to it since it was registered "as
an ancillary Small Scale Unit vide certificate No. 04/04/00003/Prov/S5A

dated 2.5.1979".%8 The company was finally amalgamated with its parent
with effect from January 1, 1G681.

Blow Plast and Toy Makings

Ancillarisation can also help a large scale company to enter into
areas reserved for small scale sector, though indirectly. Toys
manufacturing is one of the industries reserved for development in the
small scale sector. It was reported that Blow PFlast Ltd. sponsored a

small scale unit in Maharashtra to asscmble toys and was proposing to

e e i e B e L e o e e

87. Cf. Annual Reports of these compauies for the year 1975. These
Efiual Reports used identical cyclostyled papers and relevent parts
for different companies ware typewritten. t was mentioned in the
Directors' Reports of these companies that "inspite of the fact
that our trained personnel were ready and M/s. Hegde and Golay
Limited had geared up their assembly facilities to absorb our
entire production, 'we could not stand by our commitment to supply
them the components”. '

88, Ankleshwar Ion Exchanges & Chemicals Ltd., Annual Report, 1980,
- p.38. ¥ ; =
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sponsor a "string of small scale units” for this purpose. It was
further reported that

Since toys manufacture is the exclusive preserve of the small scale
sector, Blowplast will manufacture only the important components of
toys and then get these assembled in the small sector with a cent

er cent buy-back arrangement. Small Scale Units, fimanceéd anc
%ﬁ?tﬁfﬁa‘ny THE™ CoEpany hIIIng entitled to labour and assembling
charges only. (emphasis added) - 2

IDRA and Ancillarisation:

Another factor which inhibits promotion of ancillarisation is built
in the IDRA itself. Licences issued for production of items in the

following Scheduled Industries also imply licences to produce component

parts and accessoriesago

3. Zoilers and Steam Generating Plants;

4. Prime Movers other than Electrical Generations;
5 Electrical Equipment; o
6. Telecommunications;

7. Transportations

8. Industrial Macﬁinéry;

10. Agricultural Machinery; and

13. Commercial 8ffice and Household Equipment

S;milarly, licensees can manufacture intermediate goods also in the
following Scheduled Industries:

18. Fertilizers; o _

19.- Chemicals (other than Fertiiizers);

2. Dye Stuffs; and i

22, Drugs and Pharmaceuticals.
" Most of the other Schedeuled “i’r:mih.:st:r:i.es,91 by their very nature, have a

‘limited -scope for ancillarisatiom.

In view of the above, it appears desirable to study the ownership

and control structure of anciliary units, and the nature of their

89. Cf. Pusiness Standard, dated May 5, 108I.

90. See also Footnote 10 in Chapter IV. Because of this limitation
captive consumption had to be allowed in these industries even when
the item is reserved for producticen in the small scale sector.

91. These industries are: 1. Metallurgical industries; 9, Machine
- Tools; 12. Miscellaneous Mechanical and En ineerinﬁ Industries
(Plastic moulded goods, hand tools, small tools etc., Razor Rlades
Pressure cookers, cutlery and steel furniture); 14, Medical and
Surgical Appliances; 15, ~Industrial Instruments; 16. Scientific
“Tastruments; 17. Mathématical; Surveying and Drawing Instruments;
20. Photographic Raw Film. ahd Paper; 23. Textiles (includin% those
dyed, printing or otherwise processed); 24. Paper and Pulp
“incdluding’ Paper Products; 25. Sugar; 26.  Fermentation Industries;
27.. Food Processing Industries; ZB.. Vegetable 0ils and Vanaspati;
29. Soaps, Cosmetics and. Tollet Preparations; 30. Rubber Goods; 31.
Glue and Gelatin; 32. Glass; 34, eramies; ~35. Cement and Gypsum
. Products; 36+ Timber Products; and 38. Misscellaeous Industries
{Cigarettes, Linoleum, Zip fasteners, 0il stowves, Printing etc.).
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business relationship with the respective large units in a more
comprehensive manner. Such a study could help .evaluate tha real
benefit, direct and indirect, flowing to large companies under the plea
of 'protecting' small scale and ancillary industries. A study of
anclllarisation is also necessary because at present there appears to be
ne systematic monitoring of the extent of ancillariéation that is taking
place. For instance, there is no list of registered ancillaries readily
avallable with the Office of the Development Commissioner. Another
aspect that came to be known during the course of the stﬁdy is that only
units with investment iu plant and machinery between Rs. 20-25 lakhs are
being treated as ancillaries whereas, ancillaries should also include

those that supply 50 per cent or more of their services or products to

‘oether manufacturing units for further processing even if investment in

plant and machinery is less than Rs. 20 lakhs.

Implementation of the Small Scale Indu5tfy Programme: -

The problem of large units setting up small scale units and
availing of the accompanying benefits has been known for a long time.
As early as in 1963, the then Development Commissioner for Small Scale

Industries noted that

We have been receiving some conmplaints that the facilities under
the small scale\industries,deveiopment programme, particularly
those  for SUEP;g of machinéry on hire purchase basis’are sometimes
being availed of by large scale units or by units .owned and managed
“by them. Large industrlal units gsometimes register separate
companiey under new names without revealing the wcorrect facts
regarding the financial "and wanagement control. Legally, our
. definition of small scale units .is based on.the dnvestment in the
unit, and not the financial capacity of the entrepreficurs behifia
THE 3cheme, but we can not.for%et.the fact that small industries
development programmé Has been Introduced by the Govérnment for the
benefit of a.class of people who really deserve and require such
assistance. We have, therefore, to kéep'a close watch on this
tendency- of large units setting up.small scale units in new names
while retaining absolute.control in order to take advantage of the

.. assistance programme.. EBven though strictly some of these.cases
might come under the définition of small scale industries, It will
be advisable not to sponsor such applications for facilities like
hire purchase loans at concessional tates of "Interest efc. as
they.will not be in keeping with some of the impertant sccial
objectives behind the programmé. (emphasis original) E

One does not know the precise measures taken and imstructions issued at

that time'tbfpréventfsuch pbssibilités{;ﬁébaver,in'1968, i.es more

than five years after theigégpgpigipn_qﬁ this problem, a certain set of

T e S e e e e e e s

92. This is an extract from the letter No. D.0. 166(1)/63-Chem dated
April 19, 1963, wriltten by Dr. P.C Alexander, ‘the then Devélopment
-:Connnissioner for Small Scale Industries, to all Directorates of

" Industries and Small Industries Service Institutes. '




70

gutdelines” coyering not ‘only, equity capital but alse inter-locking of

loans and gﬁaéaﬁ%%hﬁ“iéé-'&ﬂﬁ§ Iéfgé”ﬁﬁftsﬂhaﬁ‘Eéguéd”fb"ﬁéib the
Fespectite  subhoritied 1n deciding whéther 4 'valt would’be Sntitled for
any special assistance under Yhe small séale industriés programme 0f
Heivd CEniuan oo 5 O oo LA 0oL R I < LR o1 = (T n

1 e 1968 dhrestivefrovided that iics Whikl legally quslify co be
I ‘thé’ Shall ‘sdale séeror bu ‘wefe sgf up or' Gontrolled by Iavge scale
undertakings be allowed to register themselves with concerned State
Director of Industries. However, such ﬁnits should be informed, at the
time of registration, that they will not be entitled to any special
aésistance:és'cbnstituents of the small 'scale séctof}g3 _The built-in
contradiction in this inst;uctidﬁ is only too obvioﬁs;_.Begistration
w;fﬁ Directdi of Indﬁétfiés as aisméll scalé;unit is ézpré;fequisite-for-
Availing‘df'éééiétén¢e meant_fof small scale indﬁgtriés.t =Witb-a none ..
too clear set_of cfifetia, it'ﬁiil be Qifficulﬁ.fof'the'administering
.authoritieé-to rejeﬁt éﬁch caseé whéﬂ'approached for assistance. The
cases of'smali scale units Eeionging to Largé Indugtrial Houses, cited
Ba#liep,_ﬁear‘ﬁigﬁess to suéh-a ﬁossibi;ity- -

P

93.. Ci. Circular No. 58T{A)~.8(15)/67 dated December 5, 1968 of the
.. -~ Department of Industrial Development addressed-to All State
Governments/UTs, DCSSI, DGTD, Planning Commission and the NSIC.
 They were directed toapply the following criteria-to distinguish
units set up.with the assistance of large scale units from the
genuine small. scale-industries. [::.0v - M IR TR

(8) Where tbe unit is a subsidiary or associate of a Company which. .
T does not come within the definition of’ a:small’sgcale industry..

-{b) . Where as sizable portion of.the capital of the units ig held
by one or:more firms which do: not come within.the :definition

. of a small scale unit; 3 A : :
{c) Where the financial statement of the unit reveals considerable
interlocking of capital and loan funds between one or unore
concerns under the same management and where the loans finance

" only these transactions but not production of the units; or

:(d) Where an advance has beeﬁ"guaranteed to the unit by big
e industrial units or. persons possessing large means.

In case any of the criteria i1z mentioned above is attracted, the
unit concernad shall not be entitled to any special agsistance
under the small scale Industries programme of Govis The following
types of assistance are termed as special assistance: &}).allotment
of land/built up sheds in industrial estates; ({i) credit
facilities at concessional rate of iﬂterest;'(iiif machinerg_on
hire~purchase basls; (iv) price preferenmce in the purchase
rogramme of the government; (v) supgly of scarce raw materials
?both indigencus and imported); and (vi) providing technical
agsistance and training facilities. - L -
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‘The :above guidelines were not actively followed up. This is evident
from a Circular of the Ministry of ‘Industry dated February 26, 1975.
It shows that the Small Scale Industries Board in irs meeting held in
Hoveybgr 1@74 ;gé??ﬁenéed thét; . I,_ | _ _

the facilicile and concessions Satanied uld nof be allowed to got

that the Government should work out such measures as are

practicable to emsure prgper checks on the extension of fagilities
to large industrialists. '

The circular recognized that “"there is no legal baﬁ‘égainst setting up
of small units by large industrialists”. The views éxpressed in the
circulars of April 1963 and Decembe# 1968, referred to above, were
reiterated and the Directo:s c¢f Industries éﬁd“other concerned
authori;ies were directed to take neceséﬁf& steps. The Press Note of
May 1975, in conmection with the upward revision of investment limits,
however, does not mentioﬁ any restrictions that have tﬁ be impaééd on
small sqale‘uﬁits promoted by large upits. It states that _
A11 industrial units covered b{ the new definition, existing as
- vell as those newly:started, will be eligible to the facilities and
. concessions open to small scale industries such as credit on
‘liberaliged” terms, allotment of factory sheds/plots in industrial
_ ectates/industrial areas, supply of machinery on hire-purchase
' sterms through the NSIC and State.Corporations, participation in
Government Storesgfurchase Progrmme, training and industrial’
extension services.”~ S SO B E N o, 2 s o g
Significantly enough, circulars dating back to 1963, 1968 and 1975
were referred to by the Government in 1983 as a matter of "clarification
on policy with regard to the assistance and registration of small scale
units set up by large industries”, in respomse to a clarification sought
by the NSIC.96 It becomes evident that while the definition of a small

scale unit was changed in 1980, to incorporate the ownership and

4. Circular No. S8I(I)-15(57)/74 dated February 26, 1975 of the
Department of Industrial Development.

5. Cf. Press Note dated May 19, 1975 (Subject:— Revision of
Tefinition of Small Scale Industries and Small Scale Ancillary
Industries).

96, Cf. Letter No. SSL(F)-11{2)/82 dated May 2, 1583 of the Department
BT Industrial Development written to the Chairman of National Small
Industries Corporation Ltd. Incidentally, with the iatreduction of
the single point registration scheme for government purchases, the
NSIC changeg the format of the application form for registration of
units. The new form requires the applicants to furnish a number of
details which were meant to disclose the possible linkages of the
unit with large scale units. However, the cases cited from the
directorles of small scale unis enlisted for government purchases

ublished by the NSIC in 1980 and 1982 clqarlﬁ indicate the need
?or a more careful and fool proof approach in this matter.
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control aspects, no concrete steps were taken during the intervening
period to implement the change. Indeed, there 15 nothing additional in

this change when compared to the criteria essued in 1968.

This chapter has underlined a number of impottant aspeete of the
working of the small scale sector in India and the practices resorted to
by many to defeat the regulatory provlslons. Each asPect has been
substantiated with specific details drawn from company reports and other
publications. ﬁnwevef,:ne can by no means claim to have covered all the
aspects relating to ownership of small scale units. Also, - the
c0ntentionwhere ié not that small scale secton 1h:Ihdia'is Wholl?
foreign controlled. Nor is it being argued that the small scale sector
is totally'nnde}'the influence and control of the Indian momopoly
Houses.'The-Besic point is that there have beéen so many.léopholes in
the official ﬁolicy'and the manmer in which the 'small- sdale sector has
been sought to be promoneﬁﬁthai the entry of TNCs and Big Business has

introdnced distortioﬁé'dfﬁa significant nature; The very'sPirit-of the
initial logic in. sunport of the ‘small scale sector appears to. have lost

much of the relevance. There is, a nead to have a eomprehen51ve rev1ew

.....

of the present situation and redefine theé object
purpose of the small scale sector far more precisely than has SO far

been done.

e O D




CHAPTER ~ 1V

RESERVATICH POLICY FOR SMALL SCALE SECTCR -— AN ASSESSMENT
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_ Curing the mid-sixties the Government decided to evolve a mechanism
to provide protection to the small scale sector through reservation of
certain manufacturing activities for the sector. This was in addition
to the fiscal support to the .small scale units,  Initially, 47 products
ware identified wherein no new industrial licence was to be issued. To
operationalize the decision these items were placed on the 'banned 1ist’
and applications for industrial licences for these items were not to be
entertained. Since then the reservation list and the concerning

policies have undergone a number of revisions.

Broadly speaking, the revisions have resulted in (i) adding new
items to the reserved list; (ii) de;reeerving certain items completely;
(111) partial de- reservat1on_££2_removal of certain category/range of
products frem 2 ‘broad: 1ndustry group reserved earlier; and (iv)

excludlng by products und captlve consumers from the reservation

restrictions.

Criteria for Selection gf_items for Reservation:

Though the reservation policy has been practicéd for about 15 years
the criteria for inclusion or-exelusion of the items under the reserved
list has never been clearly enunciated. This seems to have introduced a
large eleuent of adhoc¢ism in'theﬁofficial policy.' 4 scrutiny of the
1ist of items shows that there were no common technological, production
or merket characteristics among the items reserved. For instance, one
finds 'table fans' as reserved item but not ceiling.andfOther vaeieties
of fans including railway carriage fans, seventy fiwve per cent of whose
requirements of the Goverument‘ﬁa%e to be purchased from the small
scale sector. The technoldgies'iﬁuolved for manufacture of'differentr

types of fans are not very different.t If assembly and manufacture of a

variety of electronic. equ1pment can be reserved for the small scale

sector why not the assembly of entertainment glectronic” equlpment too”_

If the criterlon was whether a product was elreqdy being manufactured in-

the small scale sector, then the 115t should have included g

congiderable number of consumey items (this indeed was the pr0posed planf'.

strategy under the Mahalanobis” Model)e At ome time it was argued that

IR T i

o 11

i
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the reserved llst should have only such items where economies of scale
s were not Vecry slgnificant. The list would have a different complexion
1f this had been the -basis. Similarly, since one rationale for
promotl o; uf the small scale sector was that the sector would have no
dependence on 1mpor;ed or: other scarce resources, the reservation list

could have included a good number’ of such industrial products.

Egnanding List of Reserved Items:

The first list of the reserved items for the small scale sector
included 47 industrial items. By 1977 the list had grown to 807 items.t
ihe enlarged list gives an impression that over the past ten years state
zprotection to the small scale sector in India has got enhanced in a
.ohenomenal manner. An -inquiry into the listed items, however, does not
"permit snch a conclu51on. One of the main factors- 'respon51b1e for the
'increaee in. number is that many of the items earlier covered under a
single product group have been given a separate serlal number in the
revised lists. For instance, in the garlier lists 'domestlc electrical
applicances and eccessor{esf was a single item repreSentlng as many as

22 items of thernew list.2

Sinilarly, ‘wire products - all wire
products such as wire nail, hob nails, panel pins, horse shoe nails'
which was rae item under the.olé list is now covered by multiple

~entries, each individual item like wire nails, hob nails, panel pirs and

1 enimal shoe nails, having a separete item and having a seperate serial

= nunber. One single entry 'Paper conversion products' now represents 29

' items. Wire brushes and fibre brushes domestic utensils (other than

':stelnless steel), sgricultnral 1mp1ements and drawing, mathematical and

”snrveying instruments provide other exanples of this kind. Similarly,
the small scale reserved list includes forty items, covering various
bicycle parts and components, the fortieth item -being "Other cycle parts
and accessories except free wheel" (Two more items, namely, bicycle
‘tyres and. tubes appear under 'Rnbber Products) It is obvious that all

the items could have been accommodeted under .a single head without any

loss of clsrity and’ understanding. 'Steel tables = all other types,

'Steel furnltnre --.ail other types and ‘other cutlery- itéms® are a few

Jl Guidelines for Indusrries.(l979) Part I, Sec. I-1l..
2. 1Ibid., (1976-77), p. 51. '
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more instances of this kind. One also finds that both ‘Umbrellas’ and
'Umbralle ribs and fittings' exist as different items. Similarly, 'Ball
Point Pens®, 'Fountain Penéﬂ:‘Pen Nibs' and 'Fountain pzns and ball
pens components excludiﬁgmmetallic tips' arv different items in the
raserved list. The increased nvober of items in the weservation list,
therefore, is not necessarily an indication of a larger area of
industrial a¢tivity having been réservéd for thg éﬁéll séale sector.
The list has become larger basically due to 'speiling. out' the details.
This may be desirable from the view point of identification of specific
products to reduce vagueness in the reservation policy. A4t ths same
time there does happen to be a plenty of evidence to show that the
overall area for the small scale sector has got reduced in 2 number of

industries.

De-reservation of Already Reserved Items:

Quite contrary to the general impression of the ever expanding
areas of protection for the small scale sector cne finds that.a number
of products have indeed been dropped out of the initial areas of
reservations.” Table-4 provides a list of products_which have been
completely de-reserved implying that they can be manufactured in the
medivm and large scale sectors. Dunlop (I), Fenmer (I) and Nirlon
Synthetics arelthe large scale manufactureré.of'ggg_EEEEEJ oﬁé of the

de-reserved items. Pressure cookers industry was included in the list

!
of Scheduled Industries” after it was de-reserved, making new entrants

to the industry subject to industrial licensing. Tyre retreading is

e In this context of de-reservation, it may be relevant to note the
observations of the Estimates Committee. The Committee suggested
that "State Governments should not be barred from setting up
production capacity in "reserved' items if no small scale
entrepreneur comes forward to set up industrial units in those
lines”. The government in reply stated that "the suggestion of the
Estimates Committee, 1f accepted, would mean allowing State
Governments to set up units in reserved areas which would amount to
a reversal of the reservation policy as the small scale units would
not be in a position to compete with them. The ‘reservation’

olicy aims at encouraging small scale units alone and in case it
is found that no small entrepreneur has come forward . to set up
industrial units in any og]the reserved lines, then the better
course would be to de~reserve the item for the sake of healthy
competition rather than encourage State Government Units alone to
come up in these areas”. Cf. INDIA, Estimates Committee, Thirtieth
Report: Action Taken by G&Vernment on the recommendations Tontained
I7 The Fourteenth Report 6f E&timates Comu €E 21 © abha
o THE fTHAGSLEY (DEPArTment of INdDStTIal Deelopmenty —
SmaIY STALE INQuStries —— RaW Materlals and Marketing, 19820

4. Guidelines for Industries (1982), op. cit., p. Sec. LII-120.
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Date of Notification

Transistor headars

S.No. Name of the Product
1 2

1. Pressure Cookers 30.,12.1978
"2 Sodium bichromate 19, 2.1981

3. Dehydrated vegetables 23.12.1581

4. Tyre retreading —do-

5. Rubber to metal bonded parts ~do—

6. Tartaric acid from maleic anhydride ~do—
7 Fumaric acid - ~do-

8. Sodium chromate -do~

9. . Potassium bichromate —-do=-
10s Ammonium bichromate —do-:
11. Simple. cone pulley driven lathe

~upto 2,00 mm bed length —do-

12. Satchet fllling machies for pouches - ~do-
13, Fan belts ~do-.
14. Hypodermic needles —do-
15. Pressure gauge upto 3.52 kg. per sq.cm. -do=-
16. Geranium oil 14.1C.1982
17. Alr Trimmers for professional use ~do~=
18.

-do—
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another item taken off the reserved list. Dehydrated vegetables were

de-reserved with effect from Pecember 23, 1981 while the processing of

vegetables and fruit has been one of the industries selected for
intensive growth in the small scale sector during the period 1980-85.7
Sun-51p Ltd. (subsidiary of WIMCC Ltd) was given a lLetter of Intent for
expansion of its capacity of preocessed canned and bottled fruits and

vegetables from 6,000 tonnes to 15,000 tomnes in December 1982.

Partial De-Reservation:

Table-5 contains a list of cases wrerein revisions have resulted
in narrowing down the area reserved for the small scale sector. In
these cases de-reservation took place with respect to a certaln range of
reserved products. For instaﬁce, basic dyes, azo dyes {(acid and
direct), reactive dyes {cyanuric chloride group) and fast colour bases
had been in the reserved list for a long time. The policy was revised
in August 1981. Now the reservation is limited only to some colours and
that too with particular Colour Index Numbers. Incidentally, Amar Dye
Chem. {Doshi), 2tul Products (Lalbhai), Colour Chem. (Khatau}, Atic
Industries (ICI), Indian Dyéstuff Industries (Mafatlal), Sandoz (FERA)
and Mafatlal Industries (Mafatlal) are the 1mportant large scale
producers of dyes and dye stuffs. The de-reservation would.naturally be
of interest and benefit to these large units since their exﬁansion plans
can no more be turned down by the Government on the plea of the product

being reserved for the small scale sector.

"?he case of Sandoz (I) may illustrate the point sharply. A list of
acld azo dyes manufactured by the company is given in Table-6. The items’
shown in col. 2 5&1} appear in the list.of reserved items as per the
Notification issued in July 1981. The rest can now be assumed to have
been de-reserved. The exclusion assumes a special significanﬁeiin
light of the following observation of the De&elopment Commissioner for
Small Scale Industries. _ _

Manufacture of dye-stuffs started in the small scale sector earlier

than in the large scale secter and now practically all types of

dye—-stuffs like azo dyes, basic dyes, reactive dyes, chrome dyes,

etc. are being manufactured by small scale industries. Thelr
t

guality is quite comparable to international standards. Their
production constitutes about 35 per cent of the total production of

5. The details of industries selected for intensive growth are given

1ater§;n this Ch§pter. . .
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Table - 6

Showing the Effect of Changes in Nomenclature of Acid Azo Dyes

{Reserved for the Small Scale Sector) on Sandoz (1) Ltd..

—

S.Ho. Acid Azo Dyes Produced by Sandoz (I} Ltd.
Items now de-reserved Items continue to be Reserved
1 2
1. Metanil Yellow 1. Acid Orange MNo. L3063
2. Sulpbonic Acid bliue R 2. Acid Orange II, 15510
i ‘Acid Blue 92, 13390 3. Acid Red I, 18050
‘4. ' orange IT 7 4. Acid Geranine 6B, 18055
5. "Vitrolan Black WA 5. Acid Yellow 2G, L8965
6. Neclan Black WA, 15711 6. Acid Tartrazine 19140
o Azo Rhodine 6B _ . 7+ Acid Resoréin Brown RD 20195
8. “Acid Red 37, 17045 - | 8. Acid Black 1C BX/R 20470
9. - .Azo Rhodine 2G -~ . 9. Acid Yellow R 22910
16, ° - Azo Rubinole 3GS~ o 10. Acid Cyanine Blue 5R 26360
i1, v Xylene Light Yellow 2G - ' '
12. °~  Tartraphenine
13, :Xylene Fast Red P
14.  Acid Red 1i8 (N.L.)
15.-  Acid Browm 127 '
i6. - Resorcin Brown R
17.. - .Derma Brown G
18. . Acid Black H
19.  Acid Black 77
20.. . Xylene Milling Yellow 6G
21. “Aeid Yellow 44, 23900
22+  Acid Milling Red R
23..  Acid Red 8%, 23910
24. . Lanasyn Yellow, GLN
25.. Acid Yellow 112 (N.X1.)
26, Lanasyn Dark Violet RL
21

Acid violet 65 (N.I.)

Contdee.
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S.No. scld Azo Dyes Produced by Sandoz (I) Ltd.
Items now de-reserved Items continue to be Reserved
1 o "2
28. Sulphonine Blue 5R
25. Nyloson Black 2BL
30. Acid Wool Fast Black 3B, 26370
31. Lanzeyn Orange RLN
32, Acid Orarge 82 (N.I1.)
33. alizarine Light Blue B Acid
Blue 43, 63010
34, .Xylene Fast Yellow P.
35. Derma Carbon GTX, (N.I.)
326, Acid Yellow 61, (N.I.)
37. Lanasynlcrey 2 3L
38. Acid Black 115
3s. Derma Brown G Acid Brown 127 (¥M.1.)
40, Lanasyn Orange RLY
41, Lanasyn Brill Red 2 RL
2. Acid Red 261
43,7 Viscolan Black B
44, 4cid Black 29
45. Nylosan Yellow E-G LN
' {c.I. Acid Yelluw)
Source: The information that Sandoz (L) was producxng these dyes was
obtained from Thapa“'s Indian Industrial Directory, 1373.
Nﬁte: 1 The change in Womenclature was effected through the
' ‘Notification No.8.0. 621 (E) dated 3.7.1981 of the Ministry
of Industry (Department of Industrial Development)
2. The identification of dyes cohtinue to be reéerved is made

with the help of Cclour Index Number {C.I. No.) given along
with the name of the dye. However, we find that in some
cages there was difference iIn nomenclature reported in the
Notification and the ‘Thapat's ‘Directorys For instance, C.1.
No.13065 is shown against Acld Yellow 36 while the Thapar's
Directory gives Acid Orange MNO against the same C.I. Noa
N 1. = Not indexed. ; \ ;

._..,N._]’:—_ =-N0u-lndexgd___ .



dyvestuffs in the country. It is a notable point that small scale

units have developed thelr own know-how using indigenous equipment

and machinery whereas large scale units producing siniler items
have gone in for cellaboration with foreign manufacturers.

During 1981 the reservation list was revised thrice. It is natural
that one should ask about the rationale behind such guick changes.
Whil. it is a metter of general inquiry into the manmer and style of
governmental functioning, an intriguing aspect of these revisions is
that éomé.of the products affected by the guick charnges alse happen to
have certain market characteristics. For inmstence, 'confectionery’ as a
general category was on the reserved 1ist for the small scale sector
since 1977. In August 19281 a reduction in the coverage of
‘confectionery' was made by exclusion of chocolates and chocolate
preparations. 4 few months later-another change was affected to exclude
3ll varieties of chocolates from the reserved item,_confectionery.7 Can
one explain the changes in terms of the fact that 'chocolates'
production is a near monopoly of a couple of large scele and infiuential
producers in India? Similarly, "fumaric acid' was initially a reserved
item. In February 1981, an exemption was made teo permit recovering of
fumaric acid from the off-jnees of ph+thalic anhydride plant in the
large sector. It was finally taken off the reserved list in December
1981.

Automobile radiators were a reserved item for the small scale
sector., But 'expansion of capacity on merit' was announced through a
Notification dated February 19, 1981 which simultaneously de-reserved
alumlnium radiators. Another change was made to allow induction of new
units based on new/improved technology for the manufacture of radlators
vide another Notification of December 23, 1981. 1Interestingly
enough, just a day before this (Deceﬁber 22, 1981) a Letter of Intent
was lssued to Hindustaﬁ'Ferodo Ltd. (é FFRA company also registered
under the MRTP Act) for manufacture of 1,00,000 numbers of aluminiua

radiators.’ e

6. See INDIA, Development Commissioner (Small Scale Industries), Small
- Scale Industries: 25 years of Progress, 1973, p. 79. R—

*.  Cf. Notification of December 1981.

8. Indian Investment Centre, "List of Industrial Licences/Letters of
.. Intent Issued under the industries (Development & Regulation) Act,

1951 during Deceéember, 1981", Supplement of Monthly News Letter,
January 1982, p xiv.e s L=n
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"Fibreglass reiﬁforced plastic products' have been on the reserved
1ist for some time now. However, since December 23, 1981, because of the
changes in nomenclature in respect of 'fibreglass reinforced plastic
products’ the following four items have got de~-reserved. These are:
{i) SMC & DMC aznd its mouldings, (ii) continucus filament winding (paper
above 600 mm. diameter), (iii) pultruded products and (iv) FRP sheets by
continuous process. Incidentally, fibreglass reinforced plastic products
industry is one of the industries selected for development in the small
scale sector during the year 1980-85-9 Some likely beneficiaries of the
changes in nomenclaturé resulting in partial de-reservation are: (i)
Indian Gum Industries (FER&) and Hindustan Gum & Chemicals (FERA/Birla)
in the case of guar_gum; (ii) Goodlass Nerolac (Tata/Formerly FERA) in
the case of phtﬂaloéyanine pigments; (iii) Chemo-Pharma Labs. (TTK) in
the case of indigo;“and (iv) Borosil Glass Works (Thapar/Formerly FERA)

in the case of scientific and laboratory glassware.

Such examples can be multiplied. Te ask if the changes made were
under some pressure and lobbying or the reasons for the changes lie in
the absence of adequate expertise and understanding of the products and
processes by the technical agencies, on whose advice the_policy'makers

act, appears to be only too appropriate.

Products Meant for Captive Consumption and By-products:

There could be an economic justification in the relaxation of
reservation in the case of by-products. But the same cannot be said in
the case of'products meant for captive coﬁsumption. The Estimates
Cémmittee_noted that large vanaspati oil manufacturers had been allowed
to manufacture tin containers - a 'reserved' item - for theéir own use -

which earlier the large units used to purchase from the small scale

5., . In this comnection, it may be noted, from a néws story appearing in
the Business Standard dated September 23, 1981 that the decision of
reveTSINg THe PoTITY of encouraging small scale units in downstream
fibreglass products was taken "at the behest of two giant
fitreglass manufacturers representin%;the industry in the DGID

lass panel”. Further, it was felt that "the delisting of the
~items will particularly nelp-a Mahindra unit, Roplas Liwmited, which
has been logbying with the government for a licence to manufacture
fibreglass components for the automobile industry. Its application
for licence has been hanging fire for over a year... Except
paltruded products, other delisted categories can be easily
manufactureg by the small scale sector. A number of small-scale
processing units on these lines are already existing in Calcutta,
Madras and Cannanore”. .
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sectorolo The Government's view has been that since the "manufacture of
components, parts etc., is permitted onrly for purpese of internal
conéumption of the licensed items, and no commercial sale of these
@arts, coﬁponents etc. is permissible, their prdduc;ion by the licensed
units does not come into competition with the products of small scale
enits/t Ir ig obvious that with acceptance of this plea small scale
manufacturers will have hardly any market in case of those items for
which the large units can have their own manufacturing capacities under
the plea of ecaptive consumption. The implications of allowing production
in the iarge scale sector for captive consumption cof cycle chains, cycle
rims, cycle frames, H.D. polyethylene monofilament and polypropylene
monefilament in August 1981 are bound to not only reduce the scope for
developnent of the small scale sector in these industries but also force
some of the small manufacturers to close down their production. This
trend runé contrary to the stated official policy of promoting

ancillary small scale units.’

Preferred Industries:

During 1980-81, the Small Industry Development Organisation (SIDO)
identified 114 products as “important from the point of view of growth
of the small scale sector.” These items were considered significant

from the viewpoint of internal demand and export potentia1.12 4 good

10. The Committee further stated that they did not agree with this
policy as it amounts to denial of benefit of reservation policy to
small scale sector. They asked the Goverament to re-~examine the
matter with a view to wzéhdrawing captive .capacity in large units
for manufacture of reserved items. This was one of the

_recommendations the GCovernment's reply to which was not acceptable
te the Committee. The government informed that, according to the
existing provisions of the IDR Aci, industrial undertakings
licensed under certain specif¥ed Hﬁﬁﬂings of the first schedule
which mainly relate to engineering and chemical fields, were
allowed to manufacture components, parts and accessories and
THLErmedTIaLeES Tor Caprtive use. Gir INDIE, FSTifATES COmMILTEER

= " ourteentn RKeporkt: ©Small Scale Industyies - Raw
Materials and MatrKeciie, ﬁr%senfed’fﬁ“IbkaEﬁﬁh THW April Lo, 19817
Poe T24 -

11. Cf. Estimates Committee (1981-82), Thirtieth Report, Ibide, p. 92.

12. INDIA, Development Commissioner {5mall Scale Indﬁstries) Report—-—
-1980-@1:_Smal Industries Development Organisation, pp. fQJSJ}'“'*‘
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number of these items could never get on the reserved list of industries
for the small scale sector. (See Table-7). Only a few such items
cemprising plastic woven sacks; drugs like niacinamide, and calcium
gluconate have since been adopted for'reservatidﬁ;:ﬂsynthetic
detergsnts,-.an importént itémuin terws of Ehe fast groﬁiﬁg“market, did
..noFfreéeivé thewrégerved‘item status. Interestinéiy enough, while
serious thought waslbeing given to develop the item in the small.écale
sector a number of Letters of Intent were issued in March 1981, the most
notable among them being the one granted to the Colgate Palmolive (I)
Ltd.13 Hindustan Lever Ltd. was allowed to double the licensed capacity
\of its Jammu unit from 10,000 tonnes to ZO,OOOItonnes. The bicy@le
industry, 'preferred' for development in the small scale sector during
'1980-85, provides another example. While a number-bf parts that go into
bicycle manufacturing 1ncluding:frames, handles, chains, axles, pedal
assembly, rims, tyres, tubes etc. have been reserved, the bicyéie
industry as such is not reserved for the small scale sector. In
addition, as we have observed above, cycle rims, frames and chains were
de~reserved to the extent of captive consumption by bicycle

manufacturers.

Reserved Items and Existing Large Scale Producers:

It has been repeatedly asserted by the Government that various
liberalizations to licensing policy like automatic growth, allowing
excess production over licensed capdcity, regulérisation of excess
capacities etc. are not available for iféms regserved for tﬁe small
scale sector. The fact, however, remains that in a number of cases
large scale companies wére dlready in productionlprior to these items’
inclusion in the reserved list. Some of the undertakings were
operating on the basis of their claim to hold Registration Certificates

which did net contain any capacity restrictions.14 In 1979 the

13, A number of Letters of Intent issuved for the manufacture of
s¥nthetic detergents were cancelled in April 1983, includin% that .
of Colgate Palmdlive India Litd. This cancellation appears to be due
to the dalag in implementation. The company was told to apply
afresh. (CP. Business Standard, June 2, 1983). It can thus be
concluded fhat =) PoT&d d&velopment  in the small scale sector
was not the reason for the cancellation. . . >

14, Cf. Corporate Studies Group, op. cit.
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Table = ?_

List of Preferred Items Selectad for Intensive Growth in the

Small Scale Sector during 1980-85 but are not Reserved for the Sector

-

S.No. Mame of the Product(s)
1. Machine Tool Parts
2. GoIe Wires
3. Copper Wires
4. Bicycles _
Sid Grey Irom Castings upto 2 Tons
6. Forgings Ferrous & Non—ferrous upto 2 Xgs..
74 Non-ferrous castings upto 20 Kgs.
8. Processed Fruit Vegetable Products.
9. ‘Building Bricks
10. FRP Products
11. Plastic Woven Sacks
12. . Drugs & Pharmaceuticals
13. Paints & Varnishes*
14, Phthalate Plastics¥
15, Pesticide Formulations
16. Synthetic Detergents
17. Rerefined used Lubricant Qils
18, Distribution transformer 33 KV, 1000 KVA
19, Control Panels :
20, Instruments: Measuring instruments and control instruments like
ammeter, volt meter, watt meter, control equipments
based on resistance measurements & REMF Measurements etc.
21. Electronic Items: Cassette Tape Recorders/Car Cassette Players/
Telephone Answering Machines and Combination théreof with Radios
22. Micro Cassette Recorder/Dictaphone
23, Cassette/Prerecorded Cassettes{Audio and Video)
24, Intercom Systems. _
25, Electronic Teaching Aids
26. Electronic Multi-meters/Volts-meters -
27. Electronic Panel Meters
Some items of the group are reserved.
Source: Based on Appendix V given in the Development Commissioner (Small

Scale Industries), Beport -- 1980-81: Small Industries

« Development Organisatiom, 1981, pp. 237-241.,
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“government annourced a scheme under which all industrial establishments
holdlng Registration Certificates ( without specifying capacltles) had
to obtain endorsement of capacities on the basis of actual productlon.
For the 1tems reserved for the small scale sector, the productlve
capacity was to be determlned w1th reference to the Best three years
' productlon achleved by the undertaking prior to the date of- reservation

or August 29 19?3, which.. ever was earlier.

The same=policy, however, stipulated'rnar'if the underéaking agrees
. to buy and market the same or s:milar products of small scale
;}1ndustr1es, its own capacity would be enhanced to that extent; ‘Under
fthis provieion a large company can have’ hlgher 1eve1 of 11censed
jcapacities hy initlally agreeing to market the products of small scale
“units.a Later the undertaking could take up its own production to wipe
out the small scale suppliers :because of whom the company got the
enlerged industrial- canacities._ Such 1oopholee cannot but be to. the
detriment of the small scale sector and. help promote the emergence of

L,

near monopoly conditions in the market.,

_\'TherEfare a number of.companies for which ghe;permiSsion ih,éﬁé:
form of Industrial Licence or absence of it does not materially“seen to
make at difference.These companies elther keep dragging the matter of.
fixation of licensed capacity: with the’ authoritles on one or ‘other plea
or just: keep on produclng according to what the market can bear.l A
number of Large House companles,'whlch clalm to have heen small scale
units 1nitially, but are no longer ellgible to nonwappllcabillty of theu
industrial 1icen51ng system have not accepted the capecitles endorsed to
them ‘on their COB licences. Indian’ Natlonal Diesel Co. Ltd., Nima Ltd"

and JJL Helen Curtls Ltd.are the cases in point.

Hhenever an item gets placed o1 the reserved list the then existlng
1arge scale unlts f1nd themaelves in an advantageous positlon since:
other 1arge scale manufacturers would not henceforth be able to enterf
the 1ndustry.. They w111 face a limlted and often weak competltion from.
the small scale manufacturers. Eecause of substantial ‘economies of large
scale production and: marketlng ‘the 1arger manufacturers would often

enjoy a prlce advantage. premium- These economic advantages would
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undoubtedly tempt the large producers to ignore licensing obligations.]‘5

This is particularly so if no punitive action can be taken against the

viclating undertakings.

The Ministry of Law had advised the Government that it may be
difficuit to launch or sustain prosecution against units which do not
respect_ﬁhe ID24 provisons. They opined that this was because "the
licences were given in terms of capacities and not in terms of
ptoduction.” 1In view of this, the Government admitted that

weit has been difficult to launch prosecutions under the IDR Act,
on account of the installed capacfty being in excess of licensed
capacity. A few cases of this type related to the manufacture of
tooth-paste by M/s, Colgate Palmolive, aluminium {sic) by M/s.
Gwalior Rayons could not be initiated due to the limitation of one
vear under Code of Criminal Procedure and the problem of acquisence
as the concerned Administrative Ministry had been providilg Law
Weferials required By Lhe unit even for ELHE produceion” of
quantiries in excess OF the licensed capacity. oinmilETIY, actioh

g CadBPury Tor ExXcEs§ production of. Bournvita could not

be tak due to application of Law of Limitations. (emphasis
addeq) T Bl

The Bombay High Court, in a recent judgement cbserved that the

Unicon Governnent has no power under the Industries (Pevelopment and

Begulation Act),1951, particularly under Section 22 B (1), to reserve

any item ¢f manufacture for the small scale industries or any other
class of industries.!’ The large sector companies have been obviouély
aware of this fact for a long time and hence violations of the licensfhg
provisions. This, on the other hand, permits action by large companies
against the very spirit and purpose of the philosophy of reservations.
To correct this lacunae in the law the Governmeunt of Indié has issued an
Ordinance on January 13, 1984. The Ordinance ﬁhich provides for _

the validation of all notifications and orders issued since
February 19, 1970 regarding defining of small-scale and anciilary

15. A number of companies were found toc be producing at levels far
above their licensed capacities. It was also observed that
reserved items also had been no exception. Indeed, in some cases
reported production wasg more than double the licensed capacity.
Cf. See Corporate Studies Group, op. cit, Even the Ministry of
Tidustry, admitted that it recelved ToOWplaints that large and
medium sectior units were producing reserved items like laundry
soap, sodium silicate, tooth.Easte, tin containers, paper
conversion products, dyestuffs and gummed stamped papers etc. in
excess of capacities endorsed on their licences or registration
certificates. Cf., Estimates Conmittee (1980~81), Fourteenth
Report, op. cit."" N

16, Cf.Estimates Commitﬁge _(1980'81), Fourteenth Reﬁort, op.cit., p.

17. TFinancial Express, February, 10, 1983.
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industries and also reservation of certain items of production for
the small scale sector

clearly reflects the weak grounds on which the reservation policy was

being followed during the past thirteen years.

The magnitude of the protlem can be understobd from the following
illustrations. For instance, Britannia Industries Ltd., Indian
affiliate of a transnational corporation, reported a production of
34,042, 34,907, 39,817, 48,945, (15 months), 41,266 and 41,200 tonnes of
biscuits and high protein food for the years 1978, 1979, 1980, 1981,
1982 and 1983 respectively agailnst a fépotted licensed capacity of just
3,600 tonnes. The company has been arguing that:

Licensed capacity for biscuits is exclusive of capacities in

respect of plants which were established before the licensing

"~ regulations came into force. The matter with TSgard To efdorsement
P “I0T BIFRUITE 1s, however, under consideration of the
Central Government. ~ (emphasis added) '
In its Annual Report fdf'thelyear 1982~-83, the conpany reported an
increase in its installed*caﬁacity of biscuits and high protein food
from 35,536 tonnes to 47,601 tonnes {nearly 34% increase) and this
increase was justified on the basis of certification by certified

Chartered Engineers!

Colgate Palmolive (I) Ltd., another traasnational corporatien
operating in items reserved for the swmall scale sector, has been
contending in the following manmer.

In its Annual Report for the year 1978:

The Industrial undertakin% was established prior to the enactment
of the Industrial (Development & Regulaé%ﬁﬁ?’ﬁﬁt, 195T.The
Company, therefore, did not require dany industrial licence at the
time of establishment of its undertaking., In 1957, the Company was
granted a licence for substantial expansion for the manufacture of
_Tooth-Paste, Face Cream and Snow, Talcum and Face Powders, 0ils and
Shampoos and other requirements. The Company applied for
endorgement of dits productive capacity on 1ts Registration
Certificate under the Industries {Development & Regulation) Act
1851, in pursuance of Government Notification No. S.0./IDRA/16/75/32
dated July 5, 1975. The Government's endorsement of the annual
Yzodggtive capacity communicated through their letteéer of February
»

79 wasé for Tooth Powder 77 tonnes and in réspect of Tooth
Paste -works out to 1,388 tonnes which are much below the installed
capacity of 2025 .tonnes and 6,987 tOANEE TeSpectively and the
Actual proquctIon dchleved Qufing 1978 of 2,150 and 6,003 tonnes
respectively for these products. The company has made a
representation to the Government for endorsing 1its current
productive capacity on its Registralon Certificate. The matter is

still being followed up. (p._ 8} {emphasis added)

18. Britannia Industries Ltd., Annual Report,1982-83, p.27.
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In its Annual Report for the year 1979:

«es which (the endorsed capacities) are much below the installed
capacity of 2,025 tonnes and 6,987 tonnes res%ectlvely and the
actual production achieved during 1979 of 2,400 and 5,964 tonnes
respectively for these products. The Company does not share
Governnent's view in this regard and 1€ FAS 1niormed GOCVeErflment
BECOLQLINglys Lp.2L) CenpRasis added] ™

In its Annual Report for the year 1980:

.« The Company does not share Government's view in this regard and
it tay Iuformed GOVErNment acCoralagly. 48 & matter of fact, the
endorsed capacities are much lower than the actual production
achieved during 1980 of 2,830 and 7,228 tommes for the two products
respectively. Presently the installed capacitf at full utilisation
of the equipments based on replacement of old eguipment, current
technological and other relevant factors is assured at 4,500 tonnes
for tooth powder and 11,000 tonnes for tooth paste. {(p. 21)
{emphasis added)

There was no change in the company’'s stand even in 1982 and it

further claimed that it had been advised that it was entitled to utilise

ite installed capacity. The company's installed capacity of tooth

powdef increased from 2,025 tonnes to 4,5004tonnesfand_§hét of tooth
paste increased from 6,982 tonnes to 11,000 in just one year(1980). 1Imn
this connection, it may be relevant to refer to the observations of the

Estimates Committee of Parliament:

Items like tooth paste, laundry soap and cycle tyres and tubes are
'reserved' items which are being produced by multinationals and
large units also. There are many other reserved items which were
licensed for production in large sector prior to reservation.
Since 1970, when tcoth paste, for instance, was reserved for
exclusive production in small gcale sector, ? organised sector
units with total approved capacity of 3827 M.T.s had increased
their production to 9400 M.T.s by the end of 1978. 0On the other
hand, in the small scale sector, as against the installed capacit
of about 4700 M.T.s in 9 small scale units, the production of toot
paste in 1978 was only about 740 M. Tons. If there have heen
loopholes in the Industries (D & R) Act, as the Ministry seem to
hint!, which allow larﬁe industries to produce more than the
authorised capacity on the plea of more efficient use of installed
capacity, the Ministry have not explained why they have allowed the
loophicles to continue so long to the detriment of small scale
sectoyrs: It is rather difficult to accept that increase of
roductiof of TolTH paste to 9400 Mis"8Y dgaliist 4n Insrazlsd
g FaCIty Of 39Z7 MTs 18 Tfafge BectOr odul 78 BUIY T MoTe

EIllCient USE Of 1nstalled capacity as hinted by the Ludu$biye
THETE  2A7¢ Tomplalfits Ol €XCess production 1n‘§?f§€'§€df€f’fh
Tespéct of & rnumpber Of OTheT reserved items al80s "(emp asisaddedy

‘Hindustan Lever Ltd., provides another intérésting gxample. The
company producaéftooth paéte, shaving cream, and other toilet
preparations. THéSé”;products are reported by the company in its Annual
keports undér-fhé hééd‘?ersbnal Products's 1In its Annual Report for
the yearulQSZF the -company reported an increase in its installed

‘éapacity of pérsoﬁél produéts from 2,166 tonnaé to &,180_toﬁnes i.e. an

Y N e e ot e

19. Estimates Committee (1981482),'Thirtieth Report, op. cit., p. 67.
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‘to the Industries (Dévelopment & Regulation) Act, 1951,

increase of more than 2000 tonnes (93%). The enhanced capacity has been

justified on the basis of &n estimation by an independent chartered

engineer!

The company reported an increase in its licensed capacity of
‘personal products’ from 3,208 tonncs to 5,208 tomnnes. Correspondingly,
the company claims a permitted liberalisation of the licensed capacity

to the extent of 25 per cent, 20

With the tollet preparations falling
basically in the small scale reserﬁed list, it is not clear how the
company could get a substantial expansion licence and on what basis it
is claming liberalisation of the licensed capacity, particularly since

the company falls under both MRTPA and FERA. Even in the case of soaps,

which includes laundry soaps, a reserved itém; the company has been
reporting the 'licensed' capacities on the basis of its ‘submission’ to
the government, and not the ones actually endorsed on its Regilstration
Certificate;; This becomes evident from'fhe explénétion provided by the
company in its Amnual Report for the year 1982.

Since our undertakings for manufacture of soaps were in existence
prior to the enactment of Industries (Development and REgUIELIOHUS)
BCE, VU517 ThE coupaiy was ouly requi?ﬁﬁ“fﬁj%ﬁfﬁiﬁ'ﬁ' S

TCeTrtiTitate and later under an amendment of the Act in 1973, to
agpl for endorsement of capacity on the same. The capacitles
disclosed herein, as is done previously, are in accordance with the
COﬂfany'S submission to Government relating to its iustalled
productive capacities. The Government has, subsequent to the vyeary
end, endorsed lower capacities without a technical inspection eof
our installed cagacitieS. Ag provided under the law and the
guidelines issued by the Government, the company has represented to
the Government and requested for endorsement of capaclty based on
technical inspection. The company's represeptation is under the
consideration of Governmedt {€mphiasis added). — :

Also one finds it difficult to understand the, claim qflthe company
of an increase in its licensed capacity of. soaps from ?0;108 tonnes to
76,775 tonnes. The company did not disclose earlier that thehreported
'licensed’ capacitiés were based on its submission'tq_the govefnment and
not the "actual licensed capacities' as was explained 1n its Annual
Report for the year 1982 but the general footnote only said "Licensed

capacities include registered capacities for activities ekisting prior
w22

20. Hindustan Levefittd., Report and Accounts, 1982, p. 15.
2T E 1 S s B ey
22. Hindustan Lever Ltd., Report and Accounts, 1981, p. 1l4.° '
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If an item is not reserved for the small-scale sector but is
manufactured both in the large organised sector as well as in the small-
scale sector, there would be built-in unfair competition. However,
excise duties on the large sector are expected to neutralise the
comparative advantage that large units may have on account of economies
of scale. RBut when an item is reserved for the small scale sector, the
policy objective goes be&ond'mere cost adjustments. For instance, when
a large scale organized sector company expands its manufacturing
capacities in the shoe industry this would direétly result in lesser
economic oppertunities for the cobblers as a community, who belong to
the most depressed sections of the Indian society. Take the case of Bata
(1) Ltd. The company was reported to be producing 64.6 lakh pairs of
shoes against the licensed capacity of 31.2 lakh pairs at the company's
factory located at Digha.23 The level of excess production was also
quite high in other units of Bata. Thig fact came to the notice of
Government in 1968-69, One does not know of the precise action taken
against the company for this viclation. The 6ﬁly fact known is that the
CQmpan§ today.does net even report the eXteﬁf of the "capacity
licensed", For at least five years {1978-1982) the company merely
mentioné:

Application for &ndorsement of productive (installed) capacities on

the Registration Certificates have'bggn made and they are pending

consideration by Government of India.

One can cite case after case to show how the phenomenon of excess
production by large scale units in items resarved for the small scale
sector, affects adversely the poorer houseﬁolds,-small entrepreneurs,
local craftgmenhand'the éécfions-oﬁ pépulation which were supposedly
gsought to be protected. In such cases, probably, the justification for
the vielations may be in fhe exports undertaken or in tﬁe desire to
achieve optimal utilization of the plant and machinmery to reduce costs
for the consumers. This could be a justification for the vielations.
In case of the shoe Iindustry, however, it is only too well known that
the economies of scale as associated with mecﬁaﬁization have not led to

lower prices, even for the ordinary shoes generallyn;equffed by the

23. ILPIC Report,op. cit., (Appendices),Vol. IIL, p. 52,

24, Cf. Annual Reports of the Bata India Ltd., 1%78 to 82. For
THstdiice see Schedule 18 (b) of the company's Annual Report for the
year 1981, p. 20 :
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pq?;,:Who shgres,:and in what pattern, the advantages of su¢h exporté?
This is an open-ended questions In the case of garment expotfs a.studyl
under the Indo~Dutch Programme of the ICSSR shows_that the lion@gshare
is claimed by the trader intermediarfes. . = © - - ‘=

‘Whenever large-houses and FERA.gdﬁpanieé are allowed to expand in
the reserved items, the Government, it is claimed, puts an obligation on
the unit to export 75 per cent of the additional production effected.2d
The company Annual Reports do not brovidé'iﬁformation_with regard to the
fulfillment of their obligations. The Estimates Committee of Parliament
dealt with this aspect at some 1ength.'”The Committee was informed by
the Ministry of Industry'that complaints regarding the sale in the
domestic market by large scale units on the plea that'they were unable
to expart were received in the case of tissué paper, hydraulic jack,
bolts, screws and‘dupliéafﬂ§s.$it was further stated that_:in respect of
tissue paper the action wagztaﬁén and the parfibular unigfwgs asked not
to coantinue production. Exﬁbft 6bligatioﬁawas scrutiniééd.and revised .
obligation was imposed”s To this the Committee reacted that "It is a
moot peint whether the aforesaid action taken by~Goverﬁmentscou1d
actuglly_be called 'action' at all". 7The Committee asked the Government
to deal with such cases more stringently "in order to save the small
scale sector from such surreptitious attempts of the Large Units to out-
market the former."?® The Government's teply to this recommendation of
the Committee makes interesting reading. It says that:

«sewhile taking such action {against manufacturers who fail to

discharge on export obligations imgosed on industrial licences)’

, Government keeps in view the difficulties that may be inherent at a

~particular time in the export of a particular producte. in the

case of repular exporters or in the case of exporters where the

value involvled is hi&h, the exporter may be exempted from giving a

bank guarantee with his export obligation bond and instead, only a
legal agreement with a bank guarantee may be accepted. Im the
legal agreement, a provision Is made in the event of the exporter
not belng able to export the goods as per the export obligation
laid down, he shall hand over the goods to the agencysnominated by
Governnent and pay liquidated damages to such agency. _
The nominated agency would then try to sell them abroad at a price that

it is able to fetch. The Esfimétes"Commiptee observed that in actual

25. Cf. INDIA, Ministry of Industry, Department of Industrial
Dévelopment, Press Note No. 11/15/80-LF dated April 21, 1982,

26. Cf. Estimates Committee (1980~81), Fourteenth Report, op. cit., pps
TZ1 to 1244 I _ X

27. Cf. Estimates Comﬁitted,~ThirtieEh-Reporti'QBL E1E2Y yipla AL
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practice, the STC, which is the nominated agency, Was having certain

practical difficulties in taking over the gocds '1n such cases.28

Identification of Reserved Items Manufactured by Large Scale Sector:

Company Annual Reports are an.iﬁporfaht source to know the
production status of the industrial liggnces issued under the IDRA. 1In
these publications, quite frequentl&??thgnproduction and capacity data
are reported in such vague terms which makes a mockery of any regulatory
system. The vagueness in reporting ranges, -as ;we have already noted in
another study referred to earlie:,zg from-‘tablets and capsules' to
'heavy inorganic chemicals' to 'industrial machinery'.. From such
reportings it is not possible to know even the names of preducts
manufactured by a company, let alone the actual production of any one
product.  Apart from 1ts effect on monitoring-and implementation of: the
kndustrial licensing system, vagueness and clubbing of licences also
affects the identification of items manufactured:by large scale units,

which are reserved for the small scale.sectors

Table-8 lists compaﬁies which holé licences for products,_certain
ranges of which also find 3 place in the reserved list of items for the
shall scale sector. What has ‘been the government 8 pollcy w1th regard toﬁ
licénsees’ holding licences for products which overlap w1th the reserved:
items?- How does the government decide the relative portion of reservedx
and unresdrved’ ranges when it comcs to automatic growth or_
regularisation of excess capac1ty?:'Lhese are difficult questlons.' The
Pinistry of Industry, however, has not enuneiated a clear policy to deal

wlth such - casea. ' f ﬂf:i o ,k; .

A dimension of the probliem maﬁhémerge clééfi& from the following
example. 'Low tension insulators' are reserved for production in the
small scale sector. Indian Rayon Corporatlon in its ‘annual report for
the year 1981-82 reported a licensed capac1ty and production at 11,000
and 10,681 M.T. respectively of 'High & Low Tension Insulators and
Bushingsh30 If the company has been granted a single licence for "High

L T e e e

28. Ibid.
2G% Corﬁdfate'Studies Group, op. cit.

30. Indian Rayon Corporatién Ltd., Annual Report, 1981-82,'&..22.
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& Low Tensicn Insglators_and Bushings', it will have the iiberty to
either manufacturé.low tension insulators to full capacity or have any
other production mix. On the other hand if the licence showed separate
sub-limits, the maximum limits would have been fixed. The company
reported a productioh.pf 6,282 M.T. of the 'product’ for the year 1978~
79 against its then ekisting Ticensed capécity of only 5,000 M.7.31  The
company acquired a unit, through the amalgamation of Jaya Shree Textiles
and Industries Ltd., in 1976. The amalgamating unit had reported
separate licensed capacities of 1,400 M.T. of high tension insulators
and bushings and 200 M.T, of low tension insulators in its Annual Report
for the year 1971.32 What would any monitoring system do to deal with

such cases?

There are a number of reserved ltems like soaps {(laundry), radios
{low cost upto Rs.250/- each), diesel engines (upto 15 H.P. slow
speed), voltage stabilizers (domestic type), electric motors (1 HP to
10HP A.C. — except special type), fans (table), duplicating machines
(other than those of-épecial type), concrete mixers {upto 3 cubic metre
capacity),'exhauét.fans (upto 460 mm.) etc., in whose case the
identification of éxcess production over licensed capacity by large
scale manufacturers is practically impossible. It can always be claimed
that the item of manufacture is of a 'special’ type. Chemicals 1s a
typical problem area. A number of chemicals appear in the reserved list
“with qualification '--lab', thereby Implying that the chemical of
laboratory grade is reserved for the small sﬁale gector. How many
companies are there in the organised sector ﬁhich report whether they
are producing for laboratories or for industrial use? Obtaining of such

information is a near'impossibility;BJ

In the case of hose pipes manufactured by Jaya Shree Textiles &
Industries, a division of Iﬁdian-Rayon Corporation Ltd., The Telegraph,

dated November 4,.1982 reporfed that the compapy'é application for

3l. Indian Raydﬁrbdppéfétion Ltd., ,.Anﬁuél Report, 1978-79, p. 28.

32. Java Shreé Textiles and Industries Ltd., Annual Report, 1972,
Schedule ‘0.

33. 1is it presumed that large scale sector cannot produce high quality
lab standard chemicals? Or, conversely, laboratories can be dumped
with products of low standard whereas other production activity
cannot be supported with substandard products?
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regularisation of excess capacity in the case of 'rubber reinforced and
lined hose pipes' was not accepted by the Ministry of Induétry as it
felt that the items were reserved for the small scale sector. The
Development Commissioner for Small Scale Industries, however, seems to
have said that_théﬁitem was not a reserved one. He explained that oniy
firs fighting hose and not rubber reinforced and lined fire fighting
hose was a reserved item. Hose pipes, as appearing in the list of items
reserved for the small scale sector are: (i) rubber hose pipes—excepting
wire braided high preésure-hydraulic hoses (later changed te rubber hose
pipes excluding braided hoses vide Notification No. 8.0. 312 (E) dated
12.5,1980) and (ii) rubberised canvas hose pipes-excepting wire braided

high pressure hydraulic hoses.34

The hose pipe case 1s only an
illustrative one to show the problems involved in operationalisation of

the reserved list.

Herdillia Chemicéls {Parry/FERA) was issued a Letter of Intent in
March 1881 for 6230 tounnes of 'phthalates'Bs, while (i) diethyl
phthalate, tii} diocityl phthalate, (iii) dibutyl phthalaté and (iv)
dimethyllphthalate are reserved for the small scale sector. A Letter of
Intent for manufacture of 8,000 tonnes of ceramic glazed wall and floor
tiles was issued to Shri K.K. Maheshwari of Banéalore36 while glazed
tiles upté I0em = 10cm are reserved'for.the small scgle:sector.

Similarly, Excel Industries Ltd. was given a 1ettér of'intent'for 8000

37

,Fqnhes of ceramiec floor & wall tiles. Agian Paints (1) Ltd., was

given a Substantial Expansion (SE) Licence for 25,640 tonnes (after

expansion} of palnts and enamels38

while (i) red lead paints (ii) red
oxide paints, (iii) wagon black paints, (iv) graphite paints, (v) paste

paintg, {(vi) aluminium paints and (vii) bitumen based paints are

34, Guidelines for Industyies(1979), p. Sec. IV-4. The compay finally
©  Obtained 4 Iicence int November 1983 for increasing its-licensed
capacity from 5.1 lakh meters to 8 l lakh metres.

35. .Indian InVEStment Centre, "List of Industrial Llcences/Letters of
Intent Issued Under the Industries (Development & Regulations) Act
lg%% during March, 1981", Supplement of Monthly News Letter, April

s p. xv- . h . = : o ¥ . N ]

PR

36. 1bid., December 1981,-"p. wii.
37. 1Ibid., February 1983, p. xv.
38, 1Ibid., June 1981, p. iii.



o Vo

109

reserved for the small scale sector. Similarly, another company, Alkali
& Chemical Corporation of (1) Ltd. was given a letter of intent (SE) in
May 1983 for increasing its capacity of paints, varnishes and enamels
from 70.50 lakh litres tq 120.50 1lakh litres. In contrast to this, Dr.
Surinder Kapur of Fombay ﬁas given a letter of intent in May 1983, which
clearly specifies the licensed products aé follows:

Paints for Industrial and General Use (i) low baked paints (ii)

water borne paints: (a) spraying type {(b) clectrophoredic type and

(c¢) dipping type (iii) two com ents paints (acrylie and
po{yuret ene (EQ) high selid pa:lnt:gazrr1 P : d

Finally, the fact that the Large Houses cannot be prevented from

entering inte the areas reserved for the small scale sector, if they so

wish, is reflected from a case reported in the India Today dated October
13, 1982, 1t is reported that WNiky-Tasha Indis Private Ltd., "run by
Mrs. Ritu Nanda .... but masterminded by her husband Rajan Nanda, who
happens to be president of engineering giant Escorts Ltd.” was doing
excéptionally wall: haviﬁg started with 2 Rs. 4 lakh bank loan, the
company was expected to reach a sales turnover of Rs« 10 crores in its
first'full-year:of operation - ‘with profits of Rs. 4 crores. According
to Hré. Nanda, the prafits in the first year will be "more than that for

u&O

any division of Escorts, barring one. Having been promoted by members

of a Large House, one would expect that the company must have entered an

41

industry incloded in the Appendix-I. EBut one finds that the items of

manufacture are gas stoves and cooking ranges, which do not find 2 place

in Appendix~1 and moreover, are reserved for the small scale Sector.z"2

39, Ibid., June 1983, p. xiv.
40. Cf. India Today, Vol. VITI, No. 9, October 15, 1982, p. 129.

41, As per the 'Industrial' Policy - Covernment Decisions' dated
February 2, 1973, Larger Bouses will be eligible to participate in:
"the core industries of importance to the national economy in the
future, industries having direct linkages with such core
industries, and industries with a long term export potential are
all of basic, critical and strategic importance for the growth of
the economy” provided further that the item of manufacture is not
the one that is reserved for production in the public sector or in
the small scale sector. These industries are often referred to as
Appendix-% Ind%strias. Cf. Guidelines for Industries (1979), pp.
SECQ II = to - a

42. The list of items reserved for the small scale sector includes (i
as appliances such as cooking ranges, (ii) electric stoves upto
ﬁw, 6311) hot plates/boiler plates upto 3 nos/upto 4 KW, (iv)
cooking ranges upto & hot plates/boiler plates with/without baking
oven hot cases upto 4 KW, and (v) baking ovens with/without
rovision for roasting/grilling upto 56.6 litres and 1 KW. Cf.
Euidelines for Industries (1982) pp. Sec. III - 77 and 79. P
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It is also interesting to note that the National Small Industry
Corporation LidJ{NSIC) has formulated a hire-purchase scheme for selling

Niky-Tasha products to the salaried classes.*>

'Non—applicability of Licensing for Reserved Iltems:

It has been the stated pqlicy'of'the government that large
companiesfwill not be:ailoweﬂlfo exceed the licensed capacities in the
case of pfoducts reéerved fof the small scale sector manufactured by
them. In this background, it is surprising to come across a number of
cases where Large House companies claim-hon—applicability of licensing
for the reserved items produced by them. How can oneiﬁrevent'them from .
exceeding their 'licensed' capacities when they claim non-applicability
of 1ndustr1a1 llcens1ng and thus are not bound by any capacity
constra1nts7 The cases listed in Table-g excluding the ones which
were known to be clalmlng non—appllcablllty on the basis of being small
scale units, illustrate this point clearly. 4 number of Large House
Companles are'operating in the manufacture of Readvmade Garments, an
item reshrved for the sma ll scale sector. Interestingly most of then
have been clalming non-appllcability of industrial licen31ng for this
item. (1) Coromandel Garments Ltd. —- sub51d1ary of Svadeshl Mills Co. |
Ltd. (tha), (11) Mafatlal Apparel Mfg. Co. Ltd. —= gubsidiary of |
Standard Mills Co. Ltd (Mafatlal), (111) J K. (Bombay) Ltd. ~--
subsxdiary of Raymond Woollen Mills Ltd(J}K. Slnghanla), (1v) Rajindra
Dying & Printing Mills Ltd. - sub51d1ary of Ahmedabad Mfg. & Calico
Ptg.Co. utd(Sarabhaz) (v) ﬁznny Lrd. (Blnny) (v1) Modella Knltwear
Ltd” = subsidiary of Model]a Woollens Ltd“ (v1i) RNR Apparels Ltd.”—u .
subsiaiary of Dawn Apparels Lid., und (vili) Dawn Apparels Ltd. —--

subsidiary of Dawn Mills Co. Ltd. are cases in point.

4 number of companies belonging to the Kores (I) Ltd. group claim
that licensing is not applicable to. their manufacturing activities.

Koron Eu51ness Machines Ltd., Deeko (I) Ltd., Reeves (Artlste Materials)

44

Ltd. are cases in point. Similarly, Premier Lines Ltd., Amartara

43.f:Cf. Circular (Ref No. SIC/MKG{DEV}S(ll)/S“) Dated 21 11 1983 of
-~ The National Small Iundustries Gorporatlon lelted. %

44. ZKores (India) Ltd.,, however, obtained a COR llcence in May 1983 in
© ' the case of stencil papers, carbon paper and teleprinter rolls.
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Plas;ics Lpd” Ajaey Inﬁggtrial Pa;kagings Ltd., and India Cork Milis
Ltd{"he}gpgipg to Amaftaya Lt&. group also did not report licensed
capaci?{gg'fér“tﬁé prddﬁdts'maﬁufgcturedlby_them, (See Table-8 for

&e;éils)..

7 How are these companies ~able to ¢laim non-applicability of
licensing for these products? Is it becaise they are registered small
scale units or because the products do .not fall under Scheduled
Industries? The fact ‘that not all reserved items are part of the
Scheduled Industries is already brought out by the example of pressure
cookers which was brought under industrial licensing after it was de~
reserved. It may be noted that even the Third Plan Working Group on
small scale industries felt it necessary to emphasise that: '

- with reiard to reservation of certain products for manufacture in
- the small scale sector, it-maf be necessary'to-incorgorate these
items 1n the Schedule te the Industries iDevelqpment & Regulation)
“Act as items reserved for the small sector so as to give
legislative backing to this measure. Otherwise, the small units
may not be able to derive benefit from the reservation, as there is

nothing to prevent the Jkarge scale sector from taking up
manufacture of theése iltems. '

It has Seen ﬁidely reéoénised théglregistrations under the MRTP Act
d0 not veveal the_fuli éompESition of a Large HOuse.46 Thus many
companigs belenging to Latée Industrial Houses déh; by not registering
themselves under.the Act; éoﬁyenieﬁtlj“avoia the édditional restrictions
imposed on the MRTF compaﬁies, particula?ly those relating to the
reserved items. Additionaily, a nﬁﬁbei éf_well—kni; groups whose
combined assets did not cross the Rs.ZO'croréé mark required ﬁy.fhe MRTP
gggg_andlwhich generéiiy form the medium sttor"of_the industry can
avoid pfoﬁisious pf the;gggé'more easily aﬁé fhﬁs‘re§pce;£hg impécf of

the protection pfbvided'to small scélé“ﬁnitsf

‘Marketing of Small Scale Sector Products: = -

One prohlémfof“small'entreprengﬁrs hés aiﬁéys:béén that they canmnot
faqe difécch6ﬁﬁgtition from the large scale sector. The various types

(BeBoe

<45, - INDIA, Ministry of Commetce & Industrj,vRé.brt of the Workin
. Gr ‘on Small Sg;le Industries ::_Programmé“QETWEtEfoT_tﬁﬁfrﬁIfg

ou
rmP'Ye—an'rzmm, TR

46. For instance, 1t was observed that out of 988 companies identified

by the ILPIC as belomnging to the eighteen Large Industrial Houses,

., as many as 512 companies did not register themselves under the MRTP

- "Act, (See S.K. Goyal, Monopoly Capital and Public Folicy, Allied,
1974, Table ITI. 3, p. 24) : A
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of assistance do help the small scale producers but these are no
substitutes for an assured market. Further, small units, individually
speaking, cannot undertake any large scale advertisement campaigns and
other sales promotion activity. It is beyond the capacity of individual
units. The National Small Industries Corporation {NSIC), at one time,
was expectgd to promote standardization and orgenise internal wmarketing
and providé other support to this sector. The NSIC, however, has
largely confined itself to handling orders for the small scale sector
from the Govermment. This role too has been benefitting a small number
of units. It was observed that out of nearly 20,000 small scale units
registered with the NSIC for government purchases, the actual number

avalling of the scheme was as low as 1200ﬁ?

Another important development in the small scale sector relates to
the marketing/sub~contracting relationships between small and large
scale.enterprises. The la;ge ones having access to wide market
potential have been entering into production arrangements with large
many units of the small scale sector. The design and other
specifications are providad by the mavrketing enterprise and actual
:production is the responsibility of the suppliér units. As a result,
one large unit markets products of many small scale manufacturers. The
manufacturer is iike a 'green room' boy working behind the scene. The
name of the small scale manufacturer is generally nct disclosed to the
customer. The products are sold under brand names of the marketing
unit. SiﬁCe there is decentralised manufacturing, the possibilities of
labour troubles dp not have to be faced by anyone particularly by the
large scale company which is marketing these products. The small units
are held in marketing boﬁdage with the sole_discfetion lefr with the
trading/marketing enterprise. . Because the.small units are either
!eiéﬁpted'frqm”g; pay relatively lower excise,..the marketing enterprises
ara able’ to get products cheaply and yet price them highhbn the plea of
high excise on production of consumer goods,. Since the suppliers are
man?, Ehe lérgg organised units are able to extraéf maximum councesions

on account of their being:ﬁéﬁdpoiygﬁuyers (Mbnbpsony) and make the small

'47. Nasir Tyabji, "A First Approximation to an Evaluation of the NSIC
Government Purchase. Scheme,” gMimeo), Indian Institute of Public
Administration, New Delhi, 197/7. - - -
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manufacturers vie with one another, to the detriment of their own

interests.

The economic édvantages of trading are substantial and once
consumer acceptability has been obtained the marketing unit starts
enjoying a premium on whatever is sold under its brand name. For such
trading units, which also have some manufacturing of their own, the
marketing of small scale units' products can be more rewarding than
their own production. In this process the large trading company is able
to avoid 'exciselduty‘ since it has no manufacturing activity, while it
sells 'Trade Mark' goods to maintain its identity and goodwill for the
future when it could enter into manufacturing -- should that ever become

a viable business proposition.

Singer Sewing Machine Company, a transnational corporation, has
been marketing sewing machines manufactured by the Indian small scale
sector. The Prospectus issued in January 1982 by The Indian Sewing
Machine Co. Ltd. (ISMACO)}, a Company incorporated for taking over the
Indian business of the Singer stated:

For the past twenty vears, the indian Branch has been marketin

gndigenogsly produced domestic sewing machines under the Trade Mar

Merritt"”, owned and locally registered by the Singer Company and

licensed in favour of Singef¥. These machines were and continue to

be produced by local manufacturers, including those in the small
scale seggor, to whon Singer extended technical and quality control
support.

The company markets sewing machines and components manufactured by
nearly 80 small scalé_units,_che annual purchases accounting for more
than Rs. 7 crores. Sausar Machines Ltd., in which the company holds 40
per cent equity is one of the suppliers of sewing machines to the
company. The company, in which Singer Sewing Machine Co. USA holds

extensive managerial controlag, now expects from I1ts association with

48. Prospectus of Indlan Sewing Machine Company Ltd., dated January, 2,

49. The Articles of Association (Article 117) of the conmpany (ISMACOQ)
gives the Singer company the right to appoint one-third (non-
retiring) of the total number of Directors on the Board of
Directors of the company. Forther, no quorum at any meeting of the
Board “shall be deemed to be comstituted wunless one of the
Directors appointed by the Singer Company, ursuant to the
provisions o? Article 117 or_his Alternate Director shall be
present at the meeting”. Article 156 provides that "the questions
arising at any meeting of the Board of Directors shall be decided

Contd e W
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NSIC (6,000,000 shares have been reserved for allotment to the NSIC which
makes its share in the total equity to be 30 per cent) "further

meaningful development of programmes for manufacture of sewing machine

components throughout the country in the small scale sectorJSO

Similarly, Bajaj Electricals, a company of the Bajaj House, is &
trading concern with a sales turnover of nearly Rs.22.0 crores during
1979-80. The company markets goods purchased from other manufacturers,

many of whoimr are small scale units., The Directors of the company

L

informed in the Annual Report for the year 1978-7%:

The company has intensified its efforts to cater to the needs of
the medium and small scale industries by providing them technical
services and by marketing their products... the company has lent
services of one of its senior executives to the Central Government,
at its own cost, for assisting in marketing products bg small scale
industries under District Industries Centres Schemgy This
agsistance still continues to be rendered by your company.

The two small scale units promoted by the ITC Ltd., reported

earlier, also illustrate this practice. The company reported that "The

Marketing and Exports Division markets non-traditional items such as

Fashion Carments, Marine Products, Light Engineering Goods and ¢ Carpets

n52 The case of

with sgpplies coming from small scale sector operations.
Peico Eléctronics and Electricals Ltd. (formefly ?hilips (I)ILtda) which
is. marketing hearing aids, an item reserved for the small scale éeéfor,
under its brand name , provides an example of a company successfully

circumventing the ban on the entry of Large House companies and foreign

bﬁ a majority of votes; Provided that such majority shall include
the affirmative vote of at least one of the Directors appointed by
the Singer Company pursuant to the provisions of Articie 117.... In
the case of an equality of votes, the Chairman shall have a second
or a casting vote....” The Singer Company also holds the right to
nominate one of the Directors of ISMACD as its Chairman by virtue
of the Article 155 (Cf. Indian 3ewing Machine Co. Ltd., Prospectus
dated January 2, 1987, pp. 16=17). It follows from the IESVE THET
no policy decision can be taken in ISMACO without the congent of
the Singer company irrespective of the voting strength of other
shareho¥ders which includes NSIC's 30 per cent.

50. Apart from ceiling fans, which the com%any has alreadg started
marketing, the NSIC plans te market a number of other products like
wooden base and covers for sewing machines, washing machines,
electric irons, geysers, pressure cookers, toasters, cooking
rangeg, ovens, etg. The NSIC feels that “"a large potent{al exists
for small scale units to market their products through ISMACO
outlets." (Cf. National Small Industries Corpn. Ltd., NSIC: Partper
in Progress, September, 1983. _

5i. Bajaj Electricals Ltd.; Annual Report, 1978-7%, p.3.
52. 1ITC Ltd. Report Eﬁccounts_; i982, fe 21,
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companies Into the reserved items. The reported small scale
collaborator is said to be belonging to the Cosme Matias Menezes group
of Goa.>> Besides the advantage of '"PHILIPS' brand name, the company
has been providing free audiological serv_ice and has also launched a big
advertisement campaign whi_ch_a smgtil 'scé-]-.‘:a unit, generally, cannot
afford. This obviously gives Pelco a definite edge over the existing
small scale manufacturers of hearing aids and it may probably squeeze

out the latter eventually.

Bata India Ltd. also purchases a substantial quantity of leather
footwear from the small scale sector.” Similariy, Britania Industries
Ltd. has béep _ujx_arketing bakery products manufactured by smalil scale
units. The comﬁ_é,ny has been-pleading for allowing 'normal growth' to the
organised sector in the items reserved for the small ._scale sector. The
chairman of tﬁé co-mpany holde the view thét "the needs and interests of
both the sectors are identical and deserve equal treatment”.?® The
company welcoméd the government's proposal for increasing the registered
capacity of a company to the extent it buys and markets same or similar
products manufactured in the small scale seétqr. The company, which has
been representing for the recognition of its installed capacities,
marketed more than 6,000 tonnes of biscults manufactured by small scale
units during 19811-82.56 These represent 1.3 per cent of sales turnover
of the company during that year. Similariy, traded goods account for a
'substantial portion-of the sales of Blue Star Ltd. In 1982-83, theilr

share was 58 per cent (Rs. 34.37 crores out of Rs. 58.99 ::J:'clr:f—:s)..57

33. Cf. Business Standard dated September 20, 1981 and March 14, 1982.

54. The Managing Director of the company disclosed recently that since
there is no limit on sales while there is restriction on
production, the company would be utilising the services of small
scale sector to a larger extent in future. Pregently, the company
is buyinf nearly 3 million pairs of leather shoes and 8 million

airs of PVC shoes a year from small upits. (Cf. Eccnomic
imes{Delhi) dated January 11, 1984 and Business Standard;
Jamoary 10, 1984). A :

55. Britannia Industries 'L'td_., Annual - Report, 1979-80, p<S.

56. Cf. Britannia IndﬁStri,es Lt&.,' Annual Rep'drt', 1981~82, (Chairman's
STatement) p.2. !

57. Blue Star Ltd., Annual Report, 1982-83,
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Colgate Palmolive (I) Ltd. test marketed synthetic detergents,
purchased from outside, valued at Rs.25.79 lakhs in 1980.58 This was
done with a view to start its own production later. Veoltas Ltd., which
claims to have extended its activities to the “"development, promotion
ané markesting” of 2 range of low~cost items manufactured under the
company's supervision by a number of small scale producers has put forth
an. interesting.argument against the public distributicn system and the
cooperatives. It says: .

The advantage of our more efficient management is diminished by the

higher costs we pay; the wastefulness and ineffectiveness of so

many public and cooperallve organisations aresgarked by the
advantage of the lower rates of interests they pay.

The trend is self evident. The larger companies would increasingly
take up marketing of goods produced in the small scale sector in view of

60 This saves them of labour

the assoclated multiple advantages.
problems, places them in a position to avold excise dutles, enables them
te enter and expand in areas which have low priority or are reserved for
the small scale sector. All this is done in the name of providing

marketing service to the small scale producers!

While the efficial policy places a considerable reliance on the
reservations for the small scale sector, the present review suggests
that the actual operation of the policy has had very different
implications thaﬁ what 1s claimed. The successive revisions of the
reserved 1ist have resulted in narrowing down the reserved areas of
economic actifity for the small scale sector in a number of industries.
The revisions also suggest that there has been .some role of lobbying in
the corridors of power to add or to delete products in the list. It is

also noticed that violation of the policy of reservations by FERA and

58. Eiizcdlgate Palmolive (I) Ltd., Annual Report, 1980, Schedule 17, ..
P * . ’ : ) -

59, gﬁ, Voltas Lid., Annual Report, 1978-79, (Chairman’s Speech) p.lé6.

60. Marketing of the products of small scale sector by the large scale
units 1g indeed prescribed as "The ounly way out”. This is:found to
be necessary because the small scale entrepreneur operates 1in
remote parts of the country and his knowledge of the tastes of the
consumer is limited. He lacks the rescurces to advertise his
products and deveiop brand image. " Further, he has ne organised
network of sales outlets. These have been the observations of the
President of the Federation of Indian Chambers of Commerce and
%3ggs§ry (FICCI). (Cf. The Economic Times (Delhi) dated January 6;
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MRTPA companies has been quite significant. A variety of practices have

been resorted to by the organized big business for this purpose. There
are also clear cases of affront to governmental system of regulations.
The main cause for this is reported to be the absence of appropriate
legal authority. While this may be a correct technical assertion, the
fact also remains that these aspects are known for years and no remedial
action was indeed initiated by the Govérnment. There are a host of
discretionary powers with the state which could be used if there was
adequate political and administrative will. The chapter has also
brought out the growing trend at sub-contracting by TNCs and Large
Industrial Houses. The implications of the trend for the small scale
sector need to be understood fully. One has to asgk if the policy of
reservations, as administered now, can indeed benefit the 'small'? The

evidence points to a negative answer.
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The need for protection of the small scale sector from direct
competition posed by large manufacturing units and imports has been
recognized for a long time. During the 3econd Plan, significance of
the small scale sector was emphasized in order to ensure that consumer
goods sector does not draw upon scarce resources of the society which
were needed for fast expansion of the heavy industry sector. While the
demand for protection and promotion of the small scale sector was
largely from the view point of social justice, the Second Plan strategy
introduced additional weight to the plea in favour of tae sector by
providing a plan rationale and macro-economic logic for the sector. In
the later years the sector has acquired its own identity with the
emergence of a good number of influential constituents as also the
sector having become an easy escape route for a variety of business
objectives. The official policies regarding the sector have been
undergoing considerable changes and they appear to have been made more
under pursuation or pressure from a few rather thar as a consequence of
any well worked out plan or a logical framework. There has been
considerable degree of irratiomal actien; contradictory poliey
alterations and measures which could not but defeat the very purpose of

the promotional policies for the small scale sector.

This study has examined three aspects of the policy towards small
scale sector viz. (i) criteria for a small scale unit, (ii) ownership
and control of the corporate units and (iii) reservation of industries
for exclusive development in the sector. The review of policy changes
and the amengments to the criteria of a smgll scale unit helps in
assessing the degree of vagueness invelved in defining the target groups
which require support of the state. The study of ownership and control
structure reveals 1f the assistance and support provided by the
Government to the small scale sector has serﬁed the intended objectives
of the policy makers. The section on policy of regervation of industries
brings out the limitations and related implications of the policy and
problems faced in the process of implemenﬁation. The following are some

of the observations which need to be underlined:
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The small scale sector has been treated as an omnibus to achieve a
number of divergent objectives. As a result, the programmes and
policies for the small scale sector do not.have an identifiable

population with certain agreed characteristics.

The structure of state assistance to the small scale sector has
become so complex that to take even a partial advantage of the
assistance one has to depend onm expert advice. In a situation
where an overvhelming number of small scale units are in the
unorganised secter, it ié only the well informed, organized aund
urban based entrepreneurs whe can ﬁainly avail of the state

patronage and facilities.

The direct and indirect forms of the state assistance accorded to
the small scale sector in India amount te a significant support to .
the secter. It would have a substantial financial cost to the

exchequer, though precise estimates are difficult to make.

Fach type of assistance and protection measures attracts a
different group of entrepreneurs. To a méjority of the small
'entrepreneuré the availability of éheap'finance, procurement of raw
materials and preferential treatment in.purchases'byﬂfhe state are
likely to be reasonably attractive. On the otherihand; for a
comparatively larger unit, exemptions from regulatory provisions

may be more attractive. While for new and technically qualified

..:persons a more meaningful form of assistance could be in.the market
~..guidance,. provision-of sheds in the industrial estates and

. opportunity to share common infrastructual facilities.

" The criteria for small scale units have been revised, repeatedly.

In the process the ‘invesfment' 1imi£ hashbeen taised from Ks. 5
lakhs to Rs. 20 lakhs. Also, under the current definition while
calculating the size of investment the items to be included have
been reduced to only one, namely, ~plant and machinery. The
criterion is linked only td'thé'money value of investment in plant
& machinef§ with no reference to thé size of labour force,
location of the unit, size of turnovér;' the nature of production

basket, characteristics of the owner, or the organizational form.
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The official approach that 'original price paid by the owner'
should be takgn as the basis for deciding the size of investment in
plant and machinerﬁ has a number of oaperational problems. This is
particularly so in the case of older units, the units which buy
second hand equipment from associates and in the case . of imported
machinery. - The appreoach also does not take note of the genuine

provision for depreciation.

The optimal size of investment in plant and machinery of an
enterprize is determined by the nature of industry, technology
employed and location of the unit. Capital-output ratios differ
substantially from one industry to another. Thus with the same
level of investment in plant and machinery, there can be grossly
varying levels of economic operations in the sector. The criteria

for small scale units, therefore, need to take into account these

- factors.

The distribution of small scale units in India is a highly skewed
one, * Very few units\are in the higher ranges of imvestment.
Therefore, any upward revisions in the investment limit would be of
immediate and direct relevance tc larger constituents. The
revisions have permitted entry of many bigger units who were not
formerly eligible for the state support under the programme. This
must have promoted an unequal competition in the sector with

adverse affect on the former comstituents and smaller units.

It appears necessary to enquire into the pattern of assistance
sharing in the small scale sector and how the upward revisions in
the investment criteria have altered the direction and flow of the

benefits.

The small scale sector of today is mnot confined to proprietory and
partnership firms. “For various reasons . joint stock companles have
come to occupy an important place in the sector. In numbers the
companies may be few but their share in the various forms of state
assistance (loans, subsidies ete.) is likély to Be a significant

One .«
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I1f one goes by the size of operations and the affluence, a numker
of companies gualifying for official patronage as small scale units

hardly differ from the large scale sector companies.

If some of the small scale units grow beyond the permissible limit
there should be a mechanism for auvtomatic de-registration. In the
absence of a strict enforcement of :c;égistration many undertakings

continue to avail of the privileges meant for the small sector.

Even while recog-izing the fact that the “"small industries
developuent prograﬁ&e has been introduced by the Government for the

benefit of a class of people who really deserve and reguire such

‘assistance”, the ownership aspect remained unemphasised in the

definition, until 1980. As a result, a number of units belonging
to the national mcnopoly Houses and transnational corporatioms

could direectly ope.ate in the smal” Scale sector.

According to the .urrent official policy, the subsidiaries of
Indian or foreign companies and those that are controlled by other
undertakings cannot claim themselves to be constituents of the
small scale séctor. While there is no difficulty in identifying
the subsidiary ;élationship, the 'control' cannot be easily
ascertained. C§nt;61 over managémgnt.éan be exércised with much
less share in equitﬁ' than rééﬁ’fed fér being a subsidiary. The
official poliecy, jowever, doés not '/ fine ﬁbntrol. Further, since
an overwhelming number of companie?lin the small scale sector are
private limited ones,: which are generally characterised by
restrictive clausi{;”one needs- to examine and assess the nature of

control and the trie beneficiaries through  a proper probe.

Major policy changes announced by the Government may not be
followed up by requisite measures to operationalize the changes.
For instance, ‘while the change in the definition of a small scale
unit Incorpoerating the ownership aspect was announced in 1880, it
was surprising to know that ft was only in 1983 that instructions
were issued’to “derecognisé those registered small-scale units
which are subsidiaries or are controlled or owned by large or
medium scale units”. How far these decisions get actually

implemented can only be kmown after a fresh evaluation.
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Another interesting phenomenon observed is that a number of
companies though reglstered under the MRETP Act continue to lay
claim to their being part of the small scale sector. These cases
have a special significance because they were debarred from raking

advantage of .the exemptlon fFrom industrlal licensing as small scale

units as far back as 1973. The exzstence of such cases is an

—.indication-of ‘the ineffectiveness of the administrative system on

the one hand and absence of inter-departmental coordination, on the

other.

There are no restrictions on large companies in matter of taking

~gver the existing small scale units. We find that many a taken

over unit continued to be in the small scale sector even after

_becoming 'divisions' or 'subsidiaries’ of large scale companies.

The .absence of any restiictions on take over might lead to a
situation, where large scale companies could resort to taking over

existing small scale units to increase their share in the

"industrles reserved for small scale sector' or to enter these

aréas afresh thereby defeating the policy objectives.

For more thaw @ decade it has been the declared policy cf the

Government that companies in which more than 40 per cent of the
equity was held abroad cannot take advantage of licensing exemption
as small scale units. With the enactment of FERA, 1973, all such
companies would have diluted the foreign equity in them to 40 per

cent. Hence technically speaking, no foreign company would be in

:'the small scale sector. But in reality a small scale company with

upto 40 per cent foreign equity may still .be under effective

foreign control. It is indéed the case with a number of affiliates

__pﬁ_transnational-corporatidﬁs operating as small scale units.

The nature of rglationéﬁip between ancillaries and thelr
principals is a comﬁlex one. If appears that a number of ancillary
units are indeed promoted by persons closely comnnected with large
umbrella units. The-ﬁontfacts for supply of materials and
components aﬁd-other business dealiﬁgs beéﬁeen ancillary units and

the large parent units tend tozlgave.liftle scope for an ancillary
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unit to be operating as an independent small scale unit. There is
need for a proper probe into the phenomenon of ancillary

development.

There appear to be no common technological, production or market

characteristice among the groups of items reserved for exclusive

development in the small scale sector. The operationalization of

the reservation policy has been ridden with adhocism and frequent
changes in the list of reserved items without apparent

justification.

The number of items in the reserved List and the expansion of the
list does not necessarily reflect an enlarged area reserved for the
small scale sector. To a large extent the longer list of the

reseyved items is a result of 'spelling out' details of the product

- groups already reserved.

in:tﬁe recent past a number of items have been dereserved.
The reasoﬁs for the de-reservations are explained only in
étateﬁents likg fthe abovellist (of reserved items) is being
reviewed éeriﬁdicaily to ensure that production in the small scale

sector ils cconomic and of acceptable quality™.

Tﬁe practice of partial de—reservafion (through changes ino
nomenclature) has reduéed the area of protectiog in many cases.
The revislions in producté like confectionery, FRF products and
automoblle radiators, suggest the exercise of influence and

presence of strong lobbying pressure in the systen.

‘Allowing production of reserved items by the large scale

manufacturers for captive consumption defeats the very purpose of
the reservation policy. Such a policy is bound to affect the
small scale units engaged in the manufacture of such items

adversely.

oy

The reservation policy is pursued through the operation of the

indugtrial licensing system.-THe'iﬁability of the government to
implement the licensing systém effectively 1s well known. The
major problem in implementing the reservation policy is with

respect to the existing large scale/Large House maufacturers of the
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reserved items. Under the present policy the capacities of the
large sector are supposed to be frozen though there can be
exemptlons for purposes of exports. Since the reserved areas
prov1de a sheltered market for the existing large scale
manufacturers; as no new large scale manufacturer can officially
enter the reserved areas and the small scale manufacturers cannot
provide any worthwhile competition, it is quite common to observe
violations of ‘the capacity norms by the large scale manufacturers
in terms of producing far in excess of the authorizations. Not

even a single case is reported to have been penalized for the

‘violations, This fact by itself is an indication of the impunity
- with which monopoly Houses and transnational corporations cam

‘operate in the reserved areas.

A numher of corporate entities claim ‘non-applicability of the

'licensing provisions for the reserved items. It could be because

while the items have been reserved for the small sector the same
were not put on the IDRA Schedule. Garment industry provides an
example where large House companies have for long been claiming
non-applicabllity of the 11ceﬁsing obligations. Obviously, there
can be ‘no excess production' in these cases as there is no

'licensed capacity’.

A number of companies claim that since their manufacturing
undertakings were established prior to the enactment of the IDRA ot
before its provisions were made applicable to them, the licensing
system was not applicable to them. Soch companies often engage the
Government in prolonged disputes 1In matters of capacit§ figation
while continuing to producée goods without adequate authorization.
This process: is also existing conspicuously for some of the items
reserved for the small scdle sector. Transnational Corporations

like Bata, Colgate and Britanniaz are the cases in point;?

Whiié:féporting details of the products maufactured it is gquite
common to find that companies perform this obligation in such a
vague manner that'no meaningful conclusions about the adherence to
theﬁiicensing provisions can be drawn by any agency. The practice

of oultiple pro&ﬁcts'ﬁeing entered in the licences has added
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additional complications. The existing vagueness can only help the
process of violations by the large scale sector. The changes in
nomenclature that are increa51ng1y taklng place now, will only
complicate the issue further, The need to fix capacities in

precise terms and units, particularly in the case of reserved

~items, is only too ocbvicus.

The export obligations attached to industrial licences are not

' always'complied with. Such obligations are very often imposed in

the cagse of products reserved for the small sector. Accordiag to
the present policy, the STC is expected to purchase the unexported
production of such manufacturers. The 5TC, however, has not found
it possible to take over and export such production. And
consequently, the large scale sector is able to enter directly in
the home market. This has become another way of defeating the

reservation policy.

Large Youses can enter the reserved areas by employing a variety of
practices. Niky-Tasha gas stoves and cooking ranges, PHILIPS

hearing aids and iE0 toys illustrate a few methods employed by the

large scale sector for entering the rescrved areas.

The policy of allowing additional industrial capacity to large
scale manufacturers of the reserved items, if they undertake to

market equal quantities produced by the small scale units, will

'undoubtedly harm the interests of fthe small scale wvnits in the long

run.. The large scale manufacturers may eventually be able to

" squéeze out the small scale units ‘whose prdductidn they may now
‘agree to markét under their own brand names.

Marketing arrangements by large companies with small scale

manufacturers are becoming more and more prominent. While this may

solve to some extent the marketing problems of the small wvnits it
can also be a means for large units to avoid licensing provisions
and excise duties and to'avail of a host of other advantages at the

cost of the exchequer,_the small manufacturers, the consumers and

‘the workers, The implications.of this are not. being fully grasped

by the policy makers.. There is an urgent néed_of a comprehensive

review of this practice.,



136

This study indicates the distortions which have crept into the
small scale sector programmes during the process of implementation.
While there has been a freguent criticism about the registratiom of
bogus small scale units to avail of the various forms of state
patronage, the fact that Large Industrial Houses and Transnational
Corporations have been, directly and indirectly, operating in the small
scale sector is less known and much lesser discussed. Desides
providing fiscal concessions and financial accommodation, the membership
of the officially recognized small scale sector has helped many & Big
Fusiness company to aveid a variety of regulatory obligations. It nceds
no elaboration that the presence of Big Business companies in the small
scale sector is detrimental to the interests of smaller constituents of
the sectar. The operation of the reservation policy has not proved to
be much of an advantage to the small sector. The distortions are
significant and aonly too clear. But quite apart from this there have
been a variety of new trends in the Indian Corporate Sector, in general,
and the small scale sgctor, im particular. One such important
developments is the fast expanding phenomenon of sub-contracting. The
long term implications of these trends are, we are afraid, not being
appreciated by the policy makers; and indeed not even by the

associations of the small sector.

The need to intreduce clarity in the objectives of the small sector
programmes 1s only too obvious. There is also a need to question a
large many assumptions on which policy packages for the sector have been
evolved. The loopholes and other limitations of the administrative
system can, of course, only be taken care of if there was a continuing
system for monitoring and coordination of the small scale sector
pregrammes. Once the objective conditions now prevailing in the sector
have been understobd, the task of ewvolving alternative strategies would

become possible.
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This agpgndiﬁ“contains a list of selected'dompadies having at
least one small séalé~unit/division in thg:sﬁall_sqale'sector which came

to 1ighpiauring the-sggdy. _The sourcé'6f'iﬁfdiﬁdt§pn7(excépt the

Directory of Machineryféﬁpplied on Hire Purchase, 1976 which contains a

cumulative list of units availed of the scheme) :indiﬁates the period
when the company's unit was in the small:scalé”sects}. The House
association is based on the classification of the Industrial Licensing
Policy inquiry Committee (ILPIC, reference year 1966) and the

registrations under the Honopolies and Restrictive Trade Practices Act,

1965, In a few cases the classificatiéﬁ is based on the data available

wjth:the_Corporate Information System of theugoipg;ape Studies Group.
Foreign Association is based on the list of foreign branéhés and
subsidiaties contained in the Appendices to the ILPIC (reference year

1966) and initial rééisfrations under the Foreigﬁ Exchangg_Régﬁlation-

Aét! 1973. S

De;éilé regarding the sources of information . and the abbreviations

used -are as follows:

Col. 1: Name gz‘thé:Company

fub. = 3Bubsidiary

Col. 2: House/Fofeigﬁ Association
4 = Foreign Bianch-(ILPIC);
B = Foreign Subsidiary (ILPIC);

€ = Registration under'FER&;
D = Both A and C;

E = Both B and Cj;and

FE = Foreign equity. gyl

* = ILPIC classified the coﬁpény under the Housej

# = The company was classified by ILPIC as b31°n§32§?t° the House
and it later got itself registered under the MRIP Act;

$ = The company is registered under the MRTP Act; and

= Information available with the Corporate Information System
{CIs) indicates such association.
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Col.3: Source(s) of Information

T
I
11T

Vi

VII
VIII

X

XI

XIX

XILX
X1V

Col., &i

Director of Industries, Maharashtrf, Commerical Director ;%
Industries in Maharashtra, Part I: S@Eall Scale TOAUSErI
UﬁTfE*KEgTEf@?ea'ﬁﬁHETF1§ﬁ?iﬁﬁﬂﬁTF1€§‘AEET‘T9ﬁBf§3§'HEHE?EETHHET
STEEE, 1962, .

Director of Industries, Msharashtra, Commercial Director _of
Industries, Maharashtra, Part IIIl: SﬁaII‘ScEIe'Inaﬁ§f¥1§I

- THits {EXcepting O5e Reglstered UNdEr the Facrtories Aoty 1inm
Eﬁf?EESfﬁfe, ) T

Tanara

Director of Industries, Gujarat, Commerical Directory of Small
Scale Industrial Units RegisteYed with t irTectotrate 67
Ihdustfies, Anmedabad, 1963, . -

Federation of Associations of Small Industries of India,
FASII, All India Directory ‘and Hand EBook of Small Industries,
19667 T —

15637

.Covernment of Madras, Director of Industries and Commerce,

Directory of Smdll Scale Industrial Units in Madras State,
1965, s . = .

Government of Tamilnadu, Director of Industries and Commerce;

Directory ‘of Small’ Scale Industrial Units inTamiluadu:

ugg EWent fo the sefond LJITIon (From [-I=19047EC J1-12=
k] L]

Faridabad Industries Association, Directory and Who is Who of
Faridabad Industries, 1973. : - —

National §mall Industries Corpn. Ltd., Cirectory of Machinery
Supplied on Hire Purchase, 1976. -

National Small Industries Corpn. Ltd., Directory of Small
Units Enlisted for 'Government Purchases, 1I976: —

List of Small fcale Manufacturer — Members of Basic Chemicals,
Pharmacecuticals & Cosmetics Export Promotion Council as on 31~
3-1983 except the companies at 51. Nos. 1, 44, 32, 110, 134,
192, 223, and 247 which are members of the Council at an
earlier date. {Cf. The l1list of members of the Council

gublished in the TRapar's Indian Industrial Directory & Export

& Import Birectory oI the World (Tenth bdltlﬁﬁ)f'fggb:ﬁ .

Naticnal Small Industries Corpn. th.;gbirectdr? of Swall
a

Units. Enlisted {(Under Single Point Regis R S eHEmEY TOT
T e PUTCRTSOE LIRS £

National Small Industries Corporation Ltd.,IZirectory of Small

Units Enlisted for Government Purchases, I98Z. Ihis ALI80

Remarks

TEVers "Chose Tegisrefed ONItS which could hnot be included in
the Directory either due to late receival of information or
the units were register was done after the publication of the
Directory.

Annual Reports of the respective companies or thelr parent
companies. ’

Prospectuses of the rEspecrive'coﬁpanfes.

s

gy & ) i

AR
LC
MRTP

Auditor’
Report

1] "

]

li w

Annual Keport
Licensed Capacity _
Registration under the MRTP Act, 1969

Extract from the Auditor's Report
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