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FOREWOED

This report is the first in the Series® Studles in National

Development. The Corporate Studies Group plamns to bring out

research reports dealing with various aspects cof regulatory

policies of the state for national development.

These reports would he based mainly on data collected and
compiled at the Corporate Information System for which the
financial grant and support has been provided by the Indian
Council of Social Science Research. We are thankful te Mr. P.R
Dukhashi, Director, and other colleagues at the Institute for the
interest and continued support te the Programme. While several
other friends and institutions also have extended their kind
cooperation in conducting the study, the responsibility for the
views and interpretation is that of the members of the Group

alone.

5.K. Goyal
Programme Director

New Delhi-2
Janvary 20, 1983
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INTRODUCTION







The Industrial Licensing System (ILS) is an important
instrument for determining the direction and size of industrial
;

investments in the country. The System owes its legal authority

to the Industries (Development and Regulation) Act, 1951 (IDRA)]

which was enacted to provide for arn orderly and regulated
development of the specified industries.2 Though the precise
objectives of the licensing svstem have never been clearly stated
at any one place, the operation of the ILS has often been
justified on the groumd that it seeks to ensure that new

industrial investments in the economy are in accordance with the:
(i) ©Plan priorities:

(ii) Allocation of industries under the industrial pelicy

between public, private and cooperative sectors:
(iii} Reservations for the small scale industries;

(iv) Directive Frinciples of 3tate Policy in general, and
particularly the recuirement that the State must ensure
that the operation of the economic system does not lead
to concentration of wealth and means of production in a

few hands to the common detriment; and

{(v) The national objectives of pursuing the path of an

independent and self-~reliant economy.

1. The IDRA has a2 number of objectives. The more important of
thesé 3are to ensure: (i) adherence of new industrial
capacities to the national pattern of priorities, within the
overall limits set; (ii) that the industrial capacities are
utilized in an optimal manner; (iii) that quality,
distribution and pricing is fair; and (iv) that managements
do not work against public interest. The Iadustrial
Licensing System has been the main instrument of the IDRA
See: INDIA, Industries (Development and Regulation) ACE,

1851,

2. The list of the IDRA covered industries, generally known as
Scheduled Indust¥iés, has undergone a number of changes over
time. There have been re-groupings and additions. However,
the changes do not appear to have made much difference to
the coverage of industrial activity by the ILS.




Provisions of IDRA

In order effectively to pursue these objectives, and to
ensure compliance by the public and private sector industrial
enterpises, the INZA provided for two sets of action. One, to
record and registar the industrial capacities existing at the
time of its enactment as a one tinme operation. And two, to make
it a statutory obligation on all new investors, after the
enactment, te ohtain frior permission of the Central Governnent
for undertaking any fresh investment above a given investment

| limit in the Scheduled Industries. The industrial capacities
existing at the time of enactment were approved without any sort
of questioning.3 MNew industrial investments under the IDRA could
_be in the form of: {a) establishment of 2 new undertaking (NU);
(h) undertaking of production of an article not previously
produced {WA): or (¢} substantial expansion of the already

licensed capacities (8F).4

Scope of Licensing

Gemerally speaking, the scope of the ILS is restricted to
the regulation of large-sized investments in the Scheduled
industries, and a few industries in respect of which it was
considered necessary to extend the IL3 not nearly for reasons of
size of investment bhut also for reasons of consumer protection

and to safeguard the interests of the small scale, household and

3. The then existing units in the Scheduled Industries were
directed to register themselves, for the capacities already
installed, with the Central Government. A& similar. procedure
has been followed for undertakings which come under the ILS
as a_ result of the inclusion of new industries in the
Schedule, This is generally known as a ‘Carrying on
Rusiness” (COR) licence. -

4, Apart from M, NA, SE and COR categories of licences, the
undertakings desirous of shifting their location of
production have also to obtain the necessary permission in
the form of a “shifting” licence.



tiny sectors. As a general rule, all small scale units are
exempted from the provisions of the ILS.5 Under the }iberalized
proccedures, starting with 1973, the scope of the ILS has been
considerably narrowed down by the raising of erxemption limits,
The present exemption is "s.3.00 crores for new investment,
provided this does not invelve foreign exchange exceeding 15 per
cent of the ex-factory value of annual production, or beyond a
ceiling of Rs.40.00 lakhe for raw materials and parts and
components.d The above liberalization, officially speaking, is
not availahle te companies belonging to Larger Industrial Houses
{as registered under the MPIP Act) or to those undertakings which

are registered under the Foreign Exchange Regulation Act, 1573

(FERA). The FERA companies include: branches or subgidiaries of
foreign companies and Indian companies in respect of which more

than 40 per cent of paid-dp equity share capital is held abroad.

To put the coverage of the ILS in posgitive terms, it is

obligatory for (i) companies registered under the Monopolies and

Restrictive Trade Practices Act, 1869 (MRTPA), (ii) branches and

subsidiaries of foreign companies and Indian companies having
foreign equity holdings of more than 40 per éent, (iii)
undertakings seeking investments of more than Rs. 3.00 creres in
Scheduled Industries, and (iv) units, irrespective of their size,

in the specially regulated industries and areas reserved for the
public sector, to obtain prior permissicn of the Central

Government, i.e. an industrial licence under the IDRA, for

5. The industries in which even small scale units have to
obtain a licence are listed in Schedule III and IV to the
Notification dated February 16, 1773, Schedule IIT lists
industries exclusively reserved for the Public Sector as per
the Industrial Policy Resolution of 1%56. Schedule IV lists
industries reguiring special regulations like milk-food,
1e§fhera matches and alcoholic beverages, vanaspati and
coal.

6. The exemption limit was Rs. 10.0 lakhs in 1980 and in
April,i?78 it reached the level of Reg. 3.00 crores through
successive upward revisions. INDIA, Ministry of Industry,
Notifjcation dated February 16, 1973, (.egroduced in
Guidelines for Industries, (1282), p. Sec. III-6R).




undertaking any substantial expansion or starting a new

undertaking or preducing a new article.

To ensure that the provisions of.the IDNRA, 1631 are
respected by all concerned, there are statutory previsions for
imposing penalties on the defaulters. The assessment whether an
undertaking has violated the 1aw.by effecting substantial
expansion, or has undertaken un-licensed items for productiomn, is
left entirely to Ythe decision of the Central Goverument” and
Section 23 of the IDRA, 1951 makes it clear that the Government's
decision in this regard "shall be final”. The IDEA also provides
that if any person or an undertaking (themn existing) does not
register himself or itself and get the made endorscment on the
registration certificate for “productive capacity of the
industrial undertaking and other prescribed particﬁlars;, or (ii)

viclates the IDRA by establishing a new undertaking or effecting

substantial  ewpansion: that person ghall he:

'ﬂupuﬁishable with imprisonment which may extend to six

-months, or with fine which may extend to five thousand rupees,
or with both, and, in the case of a continuing contravention,
with an additicnal fine which may extend to five hundred
rupees for every day during which such contravention continues
after conviction for the Ffirst such contraventien." (Section
23{1) of the IDRA, 19531).
huring the past three decades, therc has hardly been any
session of Parliament when the Government was not guestioned
about the propriety, or otherwise, of the granting of particular
industrial licences., After an uproar in Parliament on the

guestion of favours to some Rig RPusiness Houses, the fovernment

was obliged to appoint a committee in July 1967 under the

Commissions of Inquiry Act 1952, to review and assess the overall

working of the ILS, and.to repert on the favours obtained by

Larger Industrial Aouses.?7 Tn 1964, the Monopolies and

Restrictive Trade Practices (MRTP) RBill was adopted by

rarliament. Under this Act all applications for licences from

7. The Committce was called the Industrial Licensing Policy
Inquiry Committee (ILPIC); it was headed by Subimal Dutt.



the associates of monopoly houses and product monopoly companies
are expected to he reviewad'by the Central Government from the
viewpoint of concentration of economic power and product-
menopoly. The latter may refer these cases to the MRETP
Commission for detailed study,8 Fach year a report on the
working of the ILS is presented to Parliament, and information
on the extent o¢f capacity utilization Ir major industries is

compiled by the DGTIL.

Simpiication of Licensing Procedures

Whether the ILE has been an effective instrument for
ensuring regulated 1adustrial development in India may be
debatable. But the frecuent protests of the Indian and foreign
industrialists and chambers of commarce and business
associations, have tended to create an impression that the ILS is
an important but negative instrument which restricts investments
and growth and discourages mnew entrepreneurship and
1ndustrializétion. In a poor and relatively less industrialized
country, which has inadequate resources (particularly in respect
of entrepreneurship and capital), the Government’s role should
be, it is often argued, that of a promotor and not of a damwper.
Instead of having the ILS, the Government should on this view,
encourage, assist, prvotect and promote private sector industry.
These arguments would hold good against all forms of economic

iatervention by the state. That is to say, such arguments are

8. The Imion Government refers only a few cases of the MRTP Act
registered companies to the MRTP Commission. In moBST Ca%ss
the Covernment invokes the d1scretionary powers eujoved by
it under the MRTPA, The Sachar Committec observed that out
of the 618 eff®eTive applications raceived by the Central
Government from June 1, 1970 to NDecember 31, 1977 under
Sectiomns 21, 22 and 23, only 39 cases were referred by the
Government to the Commission. INDIA, Ministry of Law
Justice and Company Affairs, High Powered Expert Committee
on Companies and MRTP Acts: Re—‘&l"tpo S New DellRi, 1978, p.2a0.
Alst 5ee: KhuT¥ana, RAkESH, Growth of Large Business: Impact
of Monopolies Legislation, FeW D€lhi, “Wiley Eastern, I98I.
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based on the norm that in the state should have a minimum role to
play in economic affairs. According to this line of thinking the
entrepreneurs alone should decide what to producc, where to
locate industries and at what prices to sell. These arguments
would be substantially valid in the overall framework of a
country which has mo pretensions to national planning, ne social
or political commitments of a socialistic or socialist nature to
honour and which does mot have to protect or promote certain
categoriszs of economic activities, (e.g. Khadi, Village and
Small-Scale Industries), or which has no Directive Principles of
ftate Policy that must be complied with as a Constitutiomal

stipulation.

In India, the mneed for planning was indeed argued by

Captains of private industry in the document, A Plan of Economic

Nevelopment for India, generally known as the Rombay Plan, in

1844, The Indien industrialists had not taken the view (at least
in the pre-independence era) that the state should not intervene
in the economic life of the country. COCuite contrary to the
position many in the private sector may take now, the Rombay Plan
suggested astahligshment of a Supremz Fconomic Council under the
Central Government. Indian industrialists, therefore, cannot be
said to be wholly opposed to an active and direct role of state
in planning or to the philesophy of industrial licensing. The
eriticism of the ILE from the private sector has, however, heen
on the guestion of (i) long delays in granting approvals; (ii)
avoldable, cumbersome and time-consuming procedures; (iii) large
amdunts of unnecessary information being asked for; and (iv)
excessive bureaucratic discretion against which no appeal could
be made.? The criticism has not remained without any impact.

The Government has responded to it by constitufing official

a. Agart from the numerous Memoranda by the FICCI, ASSOCHAM,
AIMO and other private sector associations, this criticism
has very often been voiced by leéading industrialists of the
country through their public statements, direct
communications to the Prime Minister and through com¥any
chairmen’s spéeches published every year in most of the
national dailies.



commmittees to recommend measures to simplify procedures and
streamline the processing of applications for licences. The first
such Committee was appointed as early as in 1263. A number of
important changes in the licensing system, on the plea of
simplication have been adopted as a result of the recommedations

of these Committees.lO

In practice, the efforts at streamlining of procedures bave
invariably ended in making the scope of the ILS narrower.
Vhenever the exercises for streamlining of procedures were
initiated the standard argument has been that since the number of
applications for grant of industrial licences was far larger than
what the administrative system could handle, iﬁ was advisable to
cut down the gumber of applications by raising the exempticn
limit or by delicensing a few industries. The exemption limit
from the licensing system, which stood at Rs. 10 lakhs in
February, 1960, was raised to Rs. 25 lakhs in January, 1964 and
to Rs.l.00 crore in February, 1570, The present limit of Rs.3.00
crores, suggested by the Ramakrishna Study Group, came into
operation from April 28, 1978, A further raising of the

exenption limit to Rs.5 crores is being contemplated.ll

10. In 1963, the Swaminathan Commitree was constituted by the
Central Government with a number of industrialists as
members, to suggest simplication of procedures and
regulations on industrial licensing and other related
matters. The Committee submitted its final report in 1964.
See India, Ministry of Industries, the Final Report of the
Industries Development Procedures Committee, 1904. ITHC
Commitftes was re-constituted In 1965 End dnother Keport was
-submitted by this reconstituted committée in 1966, Another
Study Group on Industrial Regulations and Procedures was
appointed under the chdairmanship of G.V. Bamakrishna, to
review licensing and other procedures in order to remove
impediments in the acceleration of industrizal production.
This Croup submitted its report in February 1978. The Group
recommended, inter aliathe raising of the exemption limit
for industrial™Ii¢enting from Rs. crore to Rs. 3 crores.

11, Cf. The Business Standard, Calcutta, December 25, 1982.




Adwministration of the ILS

At one level, it would be relevant to ask for inforwation on
the number of cases in which the Government has taken punitive
action against those who violated the provisions of the EE§é° To
the best of our knowledge, no one has so far been imprisoned nor
has any company been fined for viclations of the ILS.
Considering the absence of any significant instances of this
kind, one could, academically speaking, take a view that the
absence of éuch cases only indicates that the ILS instils so much
fear in the minds of the industrialists, that no one has ever
dared to violate it. Such a view cannot be sustained because for
more than ten years, cases of violations of the ILS have been
brought to public notice time and again. Apart from individual
press.reports, the Industrial Licensing Policy Inquiry Committee
(ILPIC).had cited at least 45 important cases where actual
production was far in excess of the licensed capacity.l12 The
Hathi Committee on the Drugs -and Pharmaceutical Industry had also
brought cut a large number of specific cases of viclations.l3
That violations of ILS have been quite fregquent is evident from
the fact that within a short span of two vears the Government was
obliged to make two successive pelicy declarations to "regularise
the installation of excess capacities’l4 It seems that the real
reason for the absence of known cases where punitive action has
been taken by Gbﬁernment does not lie in the absence of

vioclations. The explanation for this failure lies somewhere

12. INDIA, Ministry of Industrial Development, Internal Trade
- and Company Affairs, Report of the Industrial Licensing
Policy Inguiry Committéd, 1969 (FETeafTter raferred to as the
TLPIC REporty, Appenaices, Vol.ITI, pp.57~62. The Committee
Tarthetr reported that, in many cases excess installed
capacities were later regularised by Covernment, and
recoguised through allocation of raw materials on the basis

of the actual capacities. (Main Report, p.95).

13. INDIA (Ministry of Petroleum &% Chemicals) Committee on Drugs

and Pharmaceuticals; Report, 1975.

14. Vide Notifications No. 5.0. 703 {(F) dated September 4, 1980
and No. 5.0. 529 (F) dated July 26, 1982 of the Ministry of
Industry {Department of Indusfria) Development).

a7



else. The explanation by the Ministry of Industry in its Annual

Peport for 19R1-82 reads as follows:

"e.. the pDenal action for the violations of the provisions
of the IDP Act which so far generally went unpunished
because of the limitation of one year laid down_ under
Section 4458 of the Criminal Procedurzl Code as the offences
usually came to light after the one year time limit.™!
This may be a genuine reason: however, the question needing an
answer is! why did the Covernment take more than three decades to
realize that the IDRA couldnot be legally enforced? Further, can
it be the case that the violations cf the IDRA have been made
without the explicit support of the other government departments?
Let us assume, for the sake of argument, that some undertakings
were able to establish new undertakings or excess capacities
through new investments without prior approval. Was the enhanced
production undertaken without obtaining enhanced quantities of
raw materials, {many of which are state contrelled and imported),
and additional power? And supposing the violating undertaking
did not require any permission for enhanced inputs, was it not
open to the fGovernment under the IDPA itself to insist on a price
reduction to enable the consumers to have a share in the
economies of scale harnessed by the undertaking? To argue that
since the necessary penzl action could not be initiated within
one year the Covernment had no option but to ignore or to
regnlarize the excesses does not appear very convincing. For,
there is a variety of actions that can be taken to ensure that

industrial enterprises respoect the spirit of the industrial

regulations.

Production in excess of licensed capacity is only one kind
of violation of the licensing system. An undertaking would be
violating the spirit of the regulations if it resorts to non-

implementation or gross under-utilisation of the licensed

15, IMDIA, Ministry of Industry,Annual Report 1981-82, p. 0.
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capacities as this could be aimed at pre-empting entry of others
with the desire to maintain & monopolistic or dominant position
in the industry. If production is undertaken without a licence
on the false plea of ‘non-applicability” of the licensing
provisions it could amount to deliberate flouting of the ILS,
Similarly, if the licensee does not honour the conditions
attached to the licence this could have serious consequences on
other economic and plan objectives. Such conditions could he with
respect to location, supply of a minimum proportion of ouiput ta

other manufacturers, pricing, or export commitments.

Definitions and Concepts

Prior possession by the industrial undertaking of an
Industrial licence,lf issued by the Central CGovernment, is a
legal requirement to "manufacture specific articles" included in

the Schedule to IDRA. FEach licence contains information on the:

1) Name and address of the undertaking, its owner and the

location of the manufacturing activity;
1i)  Scheduled Industry:
iii)  Articles produced or to be produced;
iv) Annual production capacity for each item; énd

During the administration of the ILS owver the past three
decades z number of questions have been raised with regard to
the precise and operational meaning of: an undertaking, (should

it be a factory unit or an ownership unit?):;17 the concept of

16, Industrial Licences and Registration Certificates are
treated as the same because the latter were issued as part
of a one time operation to deal witrh the jindustrial.
capacities of undertakings existing at the time of enactment.
v) - Conditioms attached. _ T :

17. 1ILPIC Report (Main), p.28.
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capacity, (is it rated technical capacity, economically viable,
operational, or the cost efficient capacity, on single or
multiple shift basis, or does it mean the maximum permissible
limit for production);18 and the legal basis of imposing
conditions attached to the licences issued.l19 A good deal of -
ambiguity on the above issues has continued to exist from the

very inception of the IDRA.

The entire guestion of capacities as endorsed on the
licences was reviewed by the Government in 1975. It was decided
to bring the capacity endorsements under the ILS on a uniform
basis. The undertakings which held industrial licences specifying
single or double shift basis, were directed to obtain fresh
endorsements on their licences for capacities, on the basis of
maximum wvtilization of plant and machinery.2ll The Government
notification on the subject, however, did not make it clear if
the endorsements were obligatory or merely desirable. 1In any
base, one should assume that in their own interest, the
industfial anits would have taken advantage of this opportunity,
to obtain .enhanced capacity endorsement for the excess capacities
established in the previcus period, The process of endorsements

was required to be completed within six months.

It is somewhat difficult to keep track of the latest
position with regard to the rules and procedures applicable at a
point of time under the Indian ILS. The changes are made very
frequently. And these very often involve not only revisions with
respect to exemptions and reservations, but also regularizations,
ban lists, special concessions, preferential treatment in

administrative processing as also a number of “ifs”, “buts’ and

18. ¢f. Ibid, pp.37-38.
13. Cf. Ibid, pp.72-73.

20. See Press Motes of January 28, 1975 and August 7, 1975 ag
regroduced in INDIA, Ministry of Industry, Department of
Industrial Development, Guidelines for Tndustries (1979),
Part-I, p. Sec.v-1 and F=IZ. (BEefeaiLef relerted to as
Guidelines for Industries)




‘provideds’. It is, therefore, no surprise that to a large many

the ILS remzins something of a mystery.

Government regulations in India are known to be invariably
so framed that considerable discretion is left with the dealing
civil servants. This discretion is frequently exercised under the
general plea of safeguarding of “public interest”. Similarly,
official announcements generally leave considerable scope for
multiple interpretations. The frequency of policy and procedural
changes and the resulting uncertainty about the validity of a
licensing pelicy for any minimum period of time and the
amhiguities make the TLS a complex_sﬁstem. To illustrate, thé

GCuidelines for Industries, an official publication of the

Ministry of Industry, explains the current provisions for an
aspect of the ILS, i.e., the exemptions from the ILS, in the
following words:
The current provisions for exemption from licensing are
%overned by a Notification issued by Government on February
6, 1973 as amended by Notifications issued on 18th June
19?3, 3lst QOctober 1973 26th Febhruary 1974 (two
notifications), 2%th August 19?4, 12th February 1975, 1%th
Hay 1975, 2lst Jul; 1975, 13th November 1975, 19th HNovember
1976, -4th April 1972, and 26th April 197R7.21
Till Cctober 1982, the Notification of 1973 was amended 43
times, with as many as 1l amendments in 1580 alone! There have,
of course, heen a number of importaut changes in the industrial
policies between 107% and 1982, The two important ones were in
the form of pelicy statements by the concerned Ministers: first,
by Mr. Charanijit Chanana on July 23, 1980, and the second by Mr.

Narain Dutt Tiwari on April 21, 1782.22

21. 1Ibid., p. Sec. I-8

22. Tor an assessmenf_ of the consequences of the two Statements,

*

see: S8.K, Goyal, "A Preliminary Survey of Excess Industria
Capacities with the Indian Corporate Sector =-- Some
Implications of Industrial Policy Statement of July 23,
1980", Working Paper No.5, Corporate Studies, Indian
Institute of Public Administration (IIPA), July §8, 14980:
K.S. Chalapati Rac and K.V.K. Ranganathan, "Industrywise

"List of  Companies Having Excess Capacity/Production”,

~ Corporate_Studies, IIPA, (Mimec):; and S.¥X. Goyal, "New
Industrial Licensing Policy - An Empirical Assessment",
Wgrking Paper No.ll, Corporate Studies, IIPA, April 23,
1982,

P
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The ILS has been assignéd an importznt position and status,
in the overall governmental system of economic regulations. FEven
though the IiS has been an important instrument, there have been
very few empirical studies of its actual werking. Two important
investigations were those of Hazari (1967723 and the Industrial
Licensing Peolicy Inquiry Committee {186%9)24. These studies
pointed out a number of defects in the working of the ILB. It is
helieved that Government took note of these studies and announced
policy changes in February 1970.25 The specific iustances of
favour brought out by ILPIC, were referred to a Commission of
Inquiry. The Commission, however, was dissolved by the Janata
Government in 1979 as it could not complete its inquiries even

after eight yvears of its working.26

Present Study

The thrust of the ILPIC, as specified by the Terms of
Reference, was to inquire into the ILS from the viewpoint of
probable favours obtained by the Larger Houses and the
consequential furtherance of concentration of economic power in
the economy. While there have been a2 number of industfy studies,
the first study on the extent of capacity utilization in the

Indian industrial sector was attempted by the USAID in 1964, The

23. Hazari, R.X. Industrial Planning and Licensing Policy: Final
Report, PlanﬁTﬁE‘CﬁﬁﬁT@§Tﬁﬁ?“?§%??’“

24, TINDIA, Ministry of Industrial Development, Internal Trade
and Company Affairs, Industrial Licensing Policy Inquiry
Committee: Report, 166‘-}, el h, '

25. After considering these reports a nupber of decisions were
announced in February 1%970. See: INDIA, Guidelines for
Industries, 1979, op. cit., Part I, p. Sec. IT—6,

26, The commission of inquify was headed by Justice Sarkar and

wag known as the "Commission on Large Industrial Houﬁeéﬁ

(1970). No report of the Commission has been published.

was wound up on the plea that the Commission could not serve
any useful purpose as even after eight years of its
functioning, it was unable to come to any final conclusion
on its terms of reference. The Lommission is reported to
have experienced non—~cooperation from the official and other
agencies apart frow judicial stay orders.
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USAID study underlined the existence of large under—utilized
capacities and identified the main reasons for it in the lack of
demand, shortage of critical raw materials and labour trouble.
The policy conclusions of the USATD study were conveyed

sepavately.?7 A recent study in the area of capacity utilisation

has come from_the-Tata Fconomiec Consultancy Services (TECS).28

TECS study argues that for the morve efficient use of the
industrial capacities, "conditions will have to be created
whereby they are stimulated to achieve this efficiency as a means
not only of survival but also of expansion, growth and greater

profitability™,2®

The objective of the present study is not to cover the
ground already covered by previous studies or inquiries or raise
similar questionms once again. This exercise has been undertaken
to make an empirical assessment of the degree of effectiveness of
the Industrial Licensing System. Has the growth of the Indian
industrial sector, particularly the large corporate sector, been
regulated de facto to ensure that Indian fndustrial development
iz in accordance with national priorities? O, conversely, does
the regulatory legislation exist primarily as a result of a
historical accident and less as a purposeful instrument of
development and regulations? The intenticn is to cxamine whether
the ILS has the teeth, and the requiéite strength in its jaws, to
bite; and to assess the administrative and political will on the
pari of the policy makers in making the system a mezaningful

apparatus for planned development of the country.

27. The USAID studies are believed to have comtributed to the
decision to devalue the Indian rupee in June 19€46. See V.K,
Pamaswami and D.G, Pfoutz, ¥Htilization of Industrial
Capacity, Government of India AT tha United st
Tor International Development, 19%965; and Nancy Slocum
"Underutilized Industrial Capacity in India: Exploratiom of
Measures and Causeg" Final Report submitted to Economic
Affairs Division, USAID, New Delhi, under contract No.AID-
368=1440 (Mimeograph) (d’ate not indicated). .

28. . Tata Economic Cousultancy Services, "Capacity Utilization in
Indian Industry"” (Mimeographed aund sponsored by the
Agggciated Chambers of Commerce ‘and Industry of India), May
1982.

29, Ihid., p. 219A.

-t
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The study, we hope, will proviﬁe an empirical basis for an
ohjective discussion and to examine the extent to which the
industrial licences once granted, get implemeﬁted, ;;g., to
compare the licensed and installed éapacities with the actual
level of production reached by the licensees. The reference year
for this capacity Survey is 1979. Chapter~II .presents the
overall coverage and methodology of the Survey. Chapter-III-
outlines the pattern of capacity utilization and production based
on the Survey, covering 76% selected companies. Chapter-IV
consists of a Review based on nearlyv 2,000 company Annual
Reports30. This Chapter highlights various aspects of the
functioning of thé céuﬁtry's Industrial Licensing System as
revealed in the coﬁpany Annual Reports. Chapter-V provides a

summary of the main findings and conclusions.

The ILS has heen viewed from two angles., One, througﬁ a
Survey of the licensed and installed capacities and actual
production, of the stock-exchange~listed compahies in India. The
Survey may be of interest te the Planning Commission and the
Ministry of Industries and the Department of Company Affairs in
exploring policy alternatives to deal with the situation

prevalent in the organized sector of the Indian econonmy.

Two, taking advantage of the leads provided in the Survey,
an extensive Review of Company.ﬁﬁnual Reports was undertaken. Im
India, company Annual Reports are, among other things, an
important source of information and data, .as-reported by the
individual compahies themselves on the question ‘of the level of
licensed and installed capacities:an& the 1ével of actual

production. The Review of Annual Reports provides an insight

30. - The Corporate Information System (CI3) of the Indian
Institute of Public Administration has a library of Company
Annual Feports. Speclal emphasis is placed on covering
stock-eéxcharges~listed companies, companies registered under
the MRT? Act, all foreign branches and subhsidiaries and
cgmpanies having a Paid-up~Capital of Rs. 50 lakhs and
apove. - : .
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into the actual working of the TLS and highlights some of the
prevailing practices in the Indian cbrporate sector. The Review
shows how individual companics treat or'interpret'the_liceﬁces
and licensed capacities held by them. Illustrative lists on each
aspect of the fupctioning of the ILS, &as reported by the
companies, have been presented to provide a basis for policy
discussions. Our purpese is to present an overview backed by
specific illustrations so . .that one can have .a better
understanding of the functioning of the ILS. It is not our
contention that the Survey and the Review would show up all the
limications of the ILS. There are many other aspects which
require further investigation. - For instance, it is necessary to
assess the extent to which the specific conditions laid down, at
the time of initial issue of licences, have been adhered to by
the licensees. This may be with regarxd to technology claims,
export cbligations, pricing structure, dependence on imports,
obligation té-share'é'minimum of the prdduction‘with others or
with reference to the claims made by the applicants, The
conditions attached to the licenceslare not published in the
company Annual Reports. Hence, cur inability to pursue inguiries

. : L 3
of this nature in a comprehensive way.“l

31. For instance, the MRT? Commissién in its Report (1973} on
‘Hindustan Lever’s aPplitation for manufacture of Sodium Tri
?oly Phosphate (STPP), suggested that the company should
earmark a certain percentage of its STPP production for sale
to outside parties. It was also suggested that from the
production at Haldia, the company should meet the
reiuirements of STPP for 1its Garden Reach Factory at
Calcutta only. The company’s Annual Report for the year
1981, however, shows that captive consumption accounts for
91.9 per cent of total sales of 20,431 tonnes of STPP during
the year. In the absence of information whether any
condition regarding supply of STPP to other producers was
actually attached to the licence issued to the company, it
would not be possible to conclude whether the company had
bee vio%ating any, of the conditions attached. Siwmilarly, a
number of export obligations are imposed on lLicenseas at the
time of Jssue of licences. This is particularly true with
regard to items reserved for the small scale sector, when
produced by MRTP and FERA companics. It may be noted that
the Secretdry (I d“ﬁtﬁ?) during_ evidence before the

Jdust
_Estimates Committee stated that complaints bad been recelved
in connection with the export obligation imposed on large
‘companies in tHe case of tissue paper, hydraulic jacks
~bolts, screws .and duplicators, all reserved for the small
scale sectoy. Sée INDIA, Estimates Committee (1980-81),
Fourteenth Report, Small Scale Industries - Raw Materials

and Marketing, p.1215
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We do, however, hope that this study would contribute to a
wider appreciation of the significance, relevance and limitations
of the Industrial Licensing System in India. Additionally, the
study could serve as a basis for discussion tc consider

alternative vregulatory ©policies for planned nationazl

developuent.
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CHAPTER-TI

DATA AND COVERAGE
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According to the Company Affairs Department, there were
54,955 non~Covernment companies in the country as on March 31,
IP80, The estimated paid—up-capital {PUC) of these companies was
placed at Rs.3,658.3 croras.d 0f these, 8,225 companies were
‘public limited’ while the rest were registered as “private
limited” companies. Though the public limited companies were
only 15 per cent in number, their share in the total PUC of all
the non-Government companies, was nearly 75 per cent. Since the
licensing system is essentially applicable to large sized
companies, one can reasongbly assume that the ILS would apply in
the main te public limited companies. For, on an average the PUC
of a private limited company is much smaller (Ts. 1.%4 lakhs)

than that of a public limited one (Rs. 33.45 lakhs).

The public limited companies in India have access to the
Stock Exchange Markets and are permitted to invite puhlic
subscriptioﬁ of shares. Private limited companies are, generally
speaking, closely held companies with restrictions on the right
to transfer shares. Though it is not obligatory for a public
limited company to get itself registered with Stock Exchanges,
the 1afger companies, however, do register themselves at one or
more of the Indiam Stock Exchanges. The total number of
companies registered with atleast one of the nine stock exchanges
of India was 2,133 only, out of the total of 8,225 public limited

companies.?

Selection of Companies

Qut of the 2,133 cdmpanies registered on the Stock Exchanges

in 1979% a considerable number of companies have been dormant or

1. £, INRIA, Ministry of Law, Justice & Companz Affairs,
Titectory of Joint Stock Companies in Iadia 1980 (Volume
oNey, ToR2  Stareme T VIl p- Xts -

2. .f. Bombhay Stéck Exchange 0fficial Director Veekly
TEpl ATEWEnT NO.KIV/ thbmﬁ%, 0,

Ei - A ‘p.3.
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have merged, or have been nationalized or closed down for various

reasons. The Rombay Stock Ewxchange Official Rirectoryd

(hereafter referred to as the Official Directory) reports oun

companies listed on Tndian stock exchanges and a few others even
though these were not listed on any Stock Exchange. The

companies covered in the 0fficinal Directory have been taken as

the ‘universe’ of the prasenmt Survey of industrial cepacities.

Qut of the companisg covered in the Gffiecial Niractory, the

companies which did not report helding of any industrial licence,
or d4id not undertake manufacturing activity, were excluded for
obvicus reasons. Also, 2 number of companies were excluded
hecause of problems arising out of non-comparability of data.
These cases were mainly in textiles, jute and sugar industries,
& few companies also got excluded because they did not report on
their production and capacity data as they ¢laim to have obtained
exemption from the Company Law BRoard from disclesing the
information4d As the objective of the Survey wa2s to assess the
degree of adherence, by the undertakings, to the licensed
capacities, such single product companies as obtained a licence
only during the previous year, (for a2 new article, substantial
expansion or for carrying-on-business) were also kept out of the
Survey. This exclusion was necessary, as we believe that one
cannot always expect n company te start production and to reach a
meaningful capacity utilization within the short period of a
vear. This exclusion may nrot be always justified; hut this would
help aveid overstatement of the idle industrial capacities in the
economy. Similarly, cases where a2 reduction of licensed capacity
took place during the vear, either due to revocation or surreﬁ.ﬁer
of licences, were excluded to avoid wrong identification of

violations of licensed capacities.

3. Bombavy Stock Exchange O0fficial Directory is brought out in
Iﬁﬁgﬁgléﬁf‘fﬁfﬁ‘ﬁﬁﬁ“ﬁﬁe’?ﬁplacemﬁﬁf@ are issued periodically
on the basis of broad industry groups. For each comfan¥
reported the Official Directory provides =2 good deal o
information ardi—dara rmmem‘f‘. {performance.

4, Gujarat Steel Tubes Ltd. and Khandelwal Ferro Alloys Ltd,
aré cases in peoint. Tt may be mnoted that a number of

contd. -

A
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sfter excluding the companies which: (a) have net been

reported on by the Official Directory;5 (b) obtained new licences

or held licences which were revoked during the year: (¢) were not

engaged in manufacturing activity; and (d) were engaged

exclusively in textiles, jute and sugar (where units of reporting

of licensed capaticy and producfion_are generally not directly

comparable) we were left with 76% industrial companies (of which

732 were non-Government public limited ones) which held 3,219

indugtrial licences.6 In terms of number of companies covered in

the Survey, out of the total number of public limited companies

operating in India, our sample covers only 9,15 per cent, i.e.

tompanies approach the Company Law Roard expressing
inability to provide data on turmnover, licensed capacity,
installed capacity, production, raw material consumption,
stock position, ete. and seeking exemption under Section
211{4) of the Companies Act, 19%5. During the period April
1, 1279 to March™ 3@, [OURUD, T17 applications were considared
by the Company Law Reoard out of which 100 were given
exemption from nroviding the above information in their
Profit and Loss Accounts. Cf. (Twentyfourth Anmual Report on
the Working and Administration ¥ The Compdnies AEE, ~1956=
AT T PUBITEhEE In Company Newsd & NOtes, VOl.X1x, Fo.1,
March 1981, Sectivn ZTI(Z%Y of‘TﬂﬁF“éompanies Act
provides...that the "Central Covernment Way, on TtHE
application or with the consent of the Roard of Directors of
the company, by order, modifvy in relation to that company
any of the requirements of this Act as to the matters to he
stated in the company’s balance sheet or profit and loss
account. fer the purpose of ado%ting them tn the
circumstances of the company." Cf. INDIA, Ministry of Law,
Justice and: Cempany Affairs, The Companies Act, 1956 (As
modified up to the lst July, 1973}, P.ldib.

There could be various reasons for it, e.p., non-receipt of
the Company Reports, the companies having .got merged,
nationalized or lying dormant because of legal or other
protlems. There may also be companies which had. not started
their manufacturing cperations and therefore did not report
on their production structure. : - . :

Whenever more than one product was licensed:through a single
licence, we have treated those products as bein

manufactured under separate licences. The term ‘licence

therefore refers to a product licence” in the study. If a
company held five licences for the: same product, for
purpeses of this study it has been treated as one licence of
the combined capacity of the five. A company having a
number of wnits in different parts of the country,
manufacturing a single product, will be holding separate
licences for each one of thase units., But, the companies
report only aggregate fipures of the licensed and installed
capacities and of actual production. Some of the
implications of this practice are dealt with in detail in
the Review chapter of the study.
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752 out of the 8,225, These companies, however, account for more
than two~thirds of the total paid-up capital of all non-
Government'public limited companies in India, Becazuse of the non-
availability of size-wise distribution of the companies listed
with the Stock Exchanges in India,.it is difficult to compare the
Survey coverage in terms of the assets or turnover of the stock ~
exchange-quoted companies. One can, however, have a reasonsbly
good idea of the character and coverage of the Survey, if one
compares the size of paid-up~capital (PUC) of companies in the
Survey with that of_the size—wisé distribution of all noﬁ~

Government public limited companies, as on March 31, 1980,

Coverage of the Survey

Tahle~II.] shows that the Survey covers only one company out
of the 4,078 each having PUC of less than Rs. 5.0 lakhs. In
terms of numbers, as well as the size of PUC, the coverage of the
‘smallest size grbup of companies is negligible. This is guite
reasonable as smali companies even thoﬁgh they are public
limited, do not usually register themselves with the Stock
Exchanges and even if some do these would bte normally exempted
from the scope of the ILS. On the other haﬁd,_ﬁh& Surveyfcovers
375 companies, out of the total of S&é 1arge'companies, each with

.PUC of Rs.,1.0 crore and more.. The-coverage of the large
companies in terms of PUC is 93.4 per cent. This, however, may
not represent the precise proportion of the companies covered in'

 this range, siﬁce the reference yeér for the Survey is 12876
whereas the size~wise diétributidn of non-Government companies is
as on March 31, 1980. Besides, there iz a possibility for some
degree of understatement in the PUC. calculations for non-
Government éompanies. The comparison is also'suﬁject to changes
resulting ffomjcgnversibn of non-Government companies into
Government_éompénies, from public limited to private limited and
XiEE.ESZEEi regiatﬁa;ibn_of'neﬁrcdmpanies and liquidation of

existing ones and raising of capifal through bonus shares and
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public issues.?7 The precise assessment of the representative
character of the Survey is also difficult because of the absence
of a break~up of companies under manufacturing and non-
manufacturing categories. Tahle-I17.1, therefore, provides a
basis for & general view that the present Survey does cover a
very large part of the organized private sector of the Indian

economy.

The extent of the coverage of the present Survey with
reference to the top~20 RBusiness Houses is given in Table-IX.2.
The assets of each House for the vear 1979 are compared with the
assets of the companies covered under the Survey. In terms of
assets the coverage of the RBirla House is nearly three-fourths
and for the Tatas the coverage is 70 per cent. Tor two Houses,
namely, Scindia and Modi, the asset figures collected by us
happen to be higher than those reported to Parliament for the
year 1979, This difference could be because of a few companies
of the Houses having been either excluded, or because at the time

of reporting to Parliament the asset figures were not available.8

7. A certain degree of confusion is evident in the fact that
while the Cfficial Nirectory (Ne.XIV/37(2/2) dated 15th
September "T9BU) places unon-Government public limited
companies at 8,900 as on December 31, 1979 with a PUC of Rs.
3,120 crores, the Company Affairs Degartment placed the
number of such corpanies at #,225 with a PUC of Rs.2,751.5
crores at the end of March 1930.

8. The 0fficial Directory reported that the assets of Scindia
SteaﬁrﬂmfﬁIgﬁthﬁ“Tkﬁ"%td. stood at Rs. 21R.35 crores on June
30, 1979, which is higher than the assets reported by the
Covernment for the Scindia House for the year 197%.
S8imilariy, we find that the reported assets of companies
belonging to the Modi House were: Modi Industrieg Ltd.-
Rs.30.63 Erores (as at March 31, 1980%.The company did not
close its financial year during 19/9: Modipon Ltd.~ Rs.
43.62 crores (as on February 28 1979?- Modi Carpets Ltd.-
Rs.12.25 crores {as on December 31, 1979); Modi Rubber Ltd.-
Rs. 55,96 crores (as on Cctober 31, 1979): and Modi Spg. &
Wvg. Mills Co. Ltd.~ Rs. 39.01 crores (as on April 30,
197M), The total assets of these five companies turn out to
be Bs. 181,77 crores which is higher than the reported total
assets of Modi House at Rs. 177.08 crores. We believe there
may be similar problems in the case of other Houses ag well,
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Data Collection

Under the provisions of Paragraphs 3 and 4 of Part II of

Schedule VI to the Zompanies Act 1956 {as modified), each company

is under obligation to furnish information regarding the licensed
and installed capacities, and the actual production of the goods
manufactured by the company duric;, the reporting yvear. In most

of the cases, the QOfficial Directory gave company-wise

information on this aspect. Fowever, since we have built up a
Library of Balance Sheets covering more than 2,000 companies, it
was possible for us to double check the capacity data from the
company Annual Reports iIn all important cases. There were a few

cases where the information given in the Official Directory was

different from that of the Company Annual Reports. The
differences arose both because of problems of interpretation as
well as typographical errors. We have, for purposes df the
Survey, gone by the Arnual Reports which are the primary source

for the Official Directory as well.

The primary question under examination is with regard to the
‘follow~up’ action taken by the licensees. With this objective,
for purposes of the Survey, information and data were collected
with regard to: (a) the product produced and the unit of
measurement; {(h) capacity as licensed; {(c) capacity as installed;
and {d) actual production.% The data refer te the financial year

of the companies ending any time in 1979, 1If, for any company,

9. The licensed and installed capacities are taken as reported
' by the licensee companies. No adjustments for shifts have
been made since it was up to the companies, and in their own
interests, to get their licences endorsed on maximum
utilisation basis as against-per shift basis as per the
Ministry of Industry’s Press note dated January 28, 1875,
If any company fails to get its licences endorsed in the
said manner, it can only be surmised that it may have faced
problems due either to the non-priority character of the
industry or due to inadequate avallability of raw materials
or that the company was unwilling to accept any conditions
refardin exports or distribution. The fimancial year of
guite a few companics extended bheyond twelve months and in
some cases it was less than one year. In such cases the
level of production, for furpose of analysis, has been
taken for a twelve month period on a pro-rata basis.
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the financial vear did not end in 1979, data was collected for
128C. Since in a number of cases the capacities and production
data were not reported in comparable terms, a general rule for
inclusion of a licence in the Survey that comparison of either
installed capacity or production with licensed capacity should be
possible was followed. Thus, out of the 3,219 licences studied
we find that the ratio of installed capacity te licensed capacity
could be calculated in the case of 3,105 licemces. Thus, out of
the 3,219 licences for which data was collected, we could
calculate installed to licensed capacity ratio in the case of
3,105 licences; production to installed capacity ratio in the
case of 2,751 licences; and production te licensed capacity in

the case of 3,078 licences.

The present study is based on the information and data as
disclosed by the companies themselves and publications of non-
government and government organizations. No private ot
confidential information has been included in the study. Tt is
because of this that the Survey could not be extended to most of
the private limited companies, partnership and proprietory
undertakings, and factories which are operated as Rranches of
foreign companies, or companies which have not published their
Annnal Reports. While the coverage of the Survey was not
affected significantly by the non—availability of company Anaual
Reports with us, the Review section, however, would have been
richer if we could have had access toe the Annual Reports of

private limited companies as well.

A major shortcoming of the Survey is that it depends wholly
on the'company Aﬁnual Reﬁérts. It is well known that the Annuail
Reports are presented after a considerable degree of ‘window
dressing’. The companies would, in case of any doubt, also
consult their legal experts. It is not certain if the
information and data made afailable by the companies is in full
conformity with reality. The_Survef reéults are, therefore,
wholly based on the version 6f the private sector company

managements.
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The capacity Survey covers 767 companies and except for 14
of them, each one is listed on one or more of the Indian Stock
Exchanges. While 752 of the 769 companies were under private
managements, 17 companies included in the Survey are such whevre
control and management has been takern over by Government.l The
total number of industrial licences held by the 769 companies
were 3,219. The licences are only in numbers and onre should
draw ne conclusion on the pattern of capacity sharing by
different groups or categories of companies. To illustrate,
since the public sector-held licences number only 74 out of the
3,219, it does not follow that the public sector share in the
country’s industrial capacities was only 2.3 per cent. The
significance of an industrial licence lies in the size of the
capacity endorsed and not in the fact that it was one industrizl
licence. One licence of tem million units capacity would be ten
times as significant as a licence for only ome million units

capacity of the same product.

After obtaining an industrial licence, the licensee has to
procure and .install plant and machinery, which would be of the
permitted capacity. Once the capacities have been installed, oune
would expect the undertaking to hegin production. Under the
1DRA, the licensee is authorised to install capacities only
within the l1imits prescribed by the licence. 1f a licensee is
unable to install the capacities iicensed ﬁithin a reasonable
period of time, the Govepnment can revoke the licence. Under

the present laws, a unit, once having installed the capacities,

1. It is not Ver% frequent to find Covernment companies listed
on the Steeck Fxchanges, However, if the management of a
private sector company had been taken over by Covernment the

comEany may come into the public sector and yet continue to

be listed on the Stock Exchanges. It is because of this
that companies l1ike Riecco Lawrie; Cochin Refineries and

Indo-Rurmah have been included in the present Survey, and

are treated as belonging to the public sector. 56me others

included were originally supposed to be in the Joint Sector
but are now under public sector management. :
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is ordinarily under no obligation to actually produce or utilize

the installed capacities upto any minimum level. The IDRA does

provide the Government with some authority in this regard but the
procedure is very cumbersome and time consuming.2 Also, it must
be recognized that therc could bhe any number of reasons for a low

level or cven zero level of production by a licensese.

Implementation of Licences

Tahle-ITI.1 shows the "Installed to Licensed” ratio of the
capacities for 3,i05 licences.3 It appears that 7.0 per cent of
the licences were such where the licensees had not installed
any production capacity against the authorizations held by thenm.
On the other hand, one finds that in the case of 619 licences
{(approximately 20 per cent of the total), the licensees had
already instaljed higher capacities than those licensed.4 In 140
cases, the installed capacity was twice or more than that
licensed. WNearly sixty per cent of the licences were reported te

have been utilized to the extent of 7353-100 per cent.

2. Cf. IDRA, Sections 13, 16 & 17.

3. The number of licences covered is 3,219 but because of
differing units of measurement for ‘capacity licensed” and
the ’“capacity installed” as alse the inability of the
companies to report their installed capatcities, 114 cases
had to bhe excluded., For instance, Kirloskar 01l Engines
reports, '"Most of the Plant and Machinery being common for
different products manufactured by the company and Installed
Capacity being dapendent on Product Mix, which in turn is
decided by the actual demand for variocus products frem time
to time, and also on availing of sub-contracting facilities,
it is not feasible for the company to indicate the exact
installed capacity”. (See the Company’s Annual Report,
1979, p. 31 : ' . :

4, While reporting the licensed capacities, most of the
companies did not make it clear whether the capacity as
reported by them  includes the effert of wvariocous
liberalisaticns like automatic growth and facility to exceed
the licensed capacity., A  few companins like Escorts Ltd.
Annual Report, 1979, p. 37) and Duphar Interfran Ltd.
Aot REPeErT,; 1880, p. 13), however do state that the
I'Tggnsed capacities as reported include the impact of
liberalisations wherever applicable,




30

TARLE~TITI.]

Showing the Distribution of Licences According to
Varying Levels of Utilisation (Installed to Licensed)

. FRange of Utilisation  Number of Percentage of Cumulative
No. (Percentage) Licences Total Licences Percentages
1 2 3 4
. Zero 217 6.98 6.98
2. 1 te 25 70 2.25 9.23
3. 25 to 60 221 7.12 16.35
4, &N to 75 151 4.87 21.22
5. 75 to 100 1,827 58.84 80.06
6. 100 to 125 275 8.8 858,92
7. 125 to 130 113 3.64 §2.56
a. 156 to 200 91 2.93 95.49
9. 200 & ahove 140 4051 100.00
Total 3,105 100.00 T

Note: 114 licences had to be left out because of problems of
comparability.



S




31

A basic question that one needs to ask is: For whom is it,
under the existing laws, to certify the fact of installation and
the extent and level of industrial capacities actually
astablished? Has this matter to bé certified by a2 technical
agency, a government department or a team of consultants? An
answer to this question is provided by a “footnore” which is
often inserted in company Annual Reports where the utilization
status of the licensed capacities is reported. 4 typical
footnote runs as fallows: "The installed capacities are as per
the certificate given by the Managing Director on which the

Auditers have relied, being a techniecal matter”.”

It is quite natural to expect that the maragements would lay
claim to have installed capacitias at the earliest possiBle
juncture, In order to aveid any likely threat of revocation.
Given the methodology of reporting, and the absence of any
technical verification of the actual capacities, one can only say
that the licences do appear to get implemented fast -- at least
so far as the claimg made by managements are concerned. The
crucial question ist could this be otherwise? TIf an industrial
1icencé has any significance for a licensee, would he not claim
to have utilized 1t at the sarliest? The manageménts would
generally like to ciaim that they have'impleménted their licences

fully -~ and particularly so in the minimum possible time.

5. A few examples of the installed capacities being certified
by the managements themselves are as follows: : :

Hindustan Lever (Annual Report, 197%) exwplains that "The
installed capacitfiTE And permitted liheralisation of
‘licensed capacities are as per certificate given by a
Director, on which the auvditors have relied”. Centux
Spinning and Manaufacturing Company (Annual Report, 198}
states that installed capacities are "Certified by the
Management''. Greaves Cotton & Co. {Annual Report, 1878-75)
states that the installed capacities are "certified by the
Management on which the auditors have placed reliance.
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Utilisation of Installed Capacities

The installed to licensed capacity ratio could be fictional:
firstly, because the fact of installation is éertified by the
managements and, secondly, because managements may not like to be
known for a lack of capacity to implement licences. Therefore we
feel that a better test of the degree of uvutilization of
industrial licences would be provided by a comparison of the
level of actual production with the reported level of capacities
installed by the licensees covered in the Survey. The
distribution of licences according to ‘production to installed
capacity’ ratio is given in Table~I11I.2. Under this ratio, one
finds 407 {i.e. 14.79 per cent) licences having a zero level of
utilization. Apart from the more than one-seventh of the total
licences having zero level of capacity utilization, (i.e. ratio
of production to installed éapacity), in another 24.14 per cent
of the licences, the rate of capaecity utilization was merely
between 1~25 per cent. If we take 60 per cent capacity
utilization to be the minimum that should he expected from
private sector industries, it is found that in a little less than
65 per cent of the total cases, the Indian industrial sector is
gsuffering from gross gnﬁer-utilizatiou of the installed
capacities. It ﬁas onlf for around one-foufth of the cases that
the capacities established were being utiliéea at levels of more

than 75 per cent.

Private and Public Sector: Comparative Performance

The pattern and extent of c¢apacity utilization in the
private sector needs to be compared with the degree of capacity
utilization in the public sector {See Table-I11.3). According to
the Bureau of Public Enterprises, out of the 131 central public
sector units 62, (i.eQ_&? per cent), had a utilization rate of
move than 75 per cenf...In respect of.the private sector, only
24.54 per cent of the pri#ate—sector—held licences were being

utilized at a rate of 75 per cent and more.

»
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TARLE-LIT.2

Showing the Distribution of Licences According to the Extent
of Production in Terms of the Installed Capacity

8. Ranpge of Wtilisation Mo. of Licences Percentage of Cumulative
N, {Percentage) Total Licenses FPercentages
1 2 3 4
i. Zero 407 14,79 14.7¢9
2. 1 to 25 At 26,14 38.93
3. 23 to &0 695 25,25 64.17
4, 60 to 75 316 11.27 75.46
5. 75 to 100 453 16.47 91.93
s ind to 125 136 £.73 96.66
i. 123 to 150 40 1.45 MR 11
8. 150 to 200 32 1.16 99,27
=, 2000 &  above 20 0.73 106.0C
Total 2,731 100.00 -

Notes: 1. 251 cases had to be left out because of problems of
comparability.

2. Additiomally, in 217 other cases, both installed
capacity and production were zero.






34

TABLE-ITI.3

Showing the Distribution of Public Sector
Industrial Units According to the Range of
Capacity Utilization (1978~7%)

A A R Mk ek A e e e TER WE VBN A N A S M A de e Bk e e v e R P AR M TER W R WE BN MR S M R W e e i S A SRR B mm v

5. ¥o. Range of Utilization Number of Percentage of
(%) Tnits Total Units
H 2 a
I, More than 75 452 &7
2. 50 -~ 75 42 3z
3. Lesg than 350 27 21
Total 131 1C0

T A WL ML S e gy vl i ol o T R W MWW M M RN M A e M R M S A R AS L M M A R M b e s ke

Source: IMDIA, RBRureau o¢f FTublic Enterprises, Public
Enterprises Survey, 1378-77%, Vol.I, p. 1l64.
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These Tacts cannot enable anyone to say, as indeed appears
to be a widely~-held belief, that the level of capacity
utilisation in the private sector is in any way better than, or
even favourably comparable with, that of the Central Government
public sector undcrtakings, The efficiency of the private sector
companies in terms of capacity utilization is extremeiv low. The
private managements could, of c¢ourse, argus that the rate of
capacity vwtilizatioson was low because of insuificient supply of
raw materials and other essential inputs to be provided by the
public sector and other constraints imposed by Government through
controls and regulations. Put it is odd that tha problem of
under—utilization in the public sector shoula be attributed to
poer management while in the case of the private sector the poor
level of capacity utiiization should be claimed to be a result of
the failure of the public sector to previde the necessary

infrastructural support!é

Implications of fress Underutilizatiom

It is necessary to enquire into the hasic causes of the
disturbingly underutilized industrial capacities in the country’s
large-scale manufacturing sector. Continual under~utilization of
capacity is uneconomic. It results in higher costs and
ultimatelw higher prices. Also, the present state of affairs
would suggest that excessive investments have already been made

in most parts of the Indian industrial sector. Sharp increases in

6. The validity of such a claim on the part of the private
sector would imply that the public sector is in effect a
support sector for the former. To improve the level of
cauacitg utilization in the public sector there is
undoobtedliy a nesed te take all necessary measurses. But, why
should not the same be expected of the private sector?
Secondly, if the private sector, with grogs underutilization
of its dndustrial capacities can make profits, what
explaing the losses of the pubiic sector which has hetter
capacity utilization? These and other related guestions
neig toe be discussed, but are ocutside the scope of this
studv. . :
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Capital Output ratios for the Indian economy as a whole might be
a reflection of this phenomenon.?7 The immediate remedial actiom
required would, therefore, be to regulate new investments in a
far striecter manner than what has been the case so far. It is,
however, assumed thst with further restrictions imposed on the
creation of additional capacities, the existing units would have
to be bhrought under meaningful controls of production,
distribution and prices. This is necessary to aveoid a situation
in which the state connives at existing undertakings exploiting
consumers by indulging in monopolistic practices. It would follow
also that units which have not established the licensed
capacities, or have failed to take adequate advantage of licences
issued te them, should be made to explain the causes for this

and, where appropriate, surrender their licences.

Excess Capacitiesg

Table-I11.2 also shows that in about three per cent of the
cases, the licensees were already producing far in excess of the
installed capatitieé. It can he argued tﬁat this should be
considered as an iondication of their efficiency. But, given the
character of the scrutiny and the fact that “installed
capacities’ tend to be defined Ly the licemsees themselves, one
cannot draw very meaningful conclusions, It is equally possible
that the installed capacities and the reported maximum level of
production are both ‘fictional’ and bear no relationship with the

licensed capacities.

Relation Between Production and Licensed Capacities

The third significant ratio is between the size of actual

production and the capacity licensed. One can assume that this

7. Cf. INDIA, Planning Commission, Sixth Five Year Plan, [3%80~
83, New Delbi: Manager of PublicatTons, 198, p.l.
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ratio provides a measure of the respect and consideration that
the large organized corporate sector in India attaches to the
ILs.8 Table-III.4 provides the distribution of surveyed
licences, according to the range of actual production vig—a-vis

the capacities licensed.

The conclusions emerging from Table-I1T11.4 are somewhat
similar to that of the Table~TII.2. In more than two-thirds of
the cases, the level of actual production was less than 60 per
cent of the capacities licensed., The production level was in the
range of 75-125 per cent of the capacities licensed only in
respect of around seventeen per cent of the cases. An
interesting feature of Tablie~III.4, however, is that the number
of cases where production was in excess by more than 25 per cent
of the capacities licensed, was 171 as compared to 92 licences
where preduction was higher by more than 25 per cent of the
installed capacities. 1In 344 cases, the installed capacity was
higher than the licensed capacity by more than 25 per cent. (See
Table=TTI.1).

Licensing and Under-utilisation

It is clear that whatever ratio one may take, the industrial
secfor presents a picture of gross under~utilization of
capacities, =and that the 1licensed capacities are not any
indicator of the level of production that the industrial sector
has acquired the capabilities for, or the level at which goods
can be produced in an coptimum manner. The licensing system has

been liberal in allowing capacities to be established, without

8. While interpreting the results of the Survey it may he kept
in mind that the facilities for diversifTEEgion are allowed
in machine building industries which, for instance, permits
production of machine tools against licensed capacity for
machines.,
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TARLE=-ITI.4

Showing the Distribution of Licences According to the
Extent of Production Against the Licensed Capacities

S.No, FPRanpge of Utilization Number of Percentage of Cumulative
(%) Licences Total Licences Percentages
1 2 3 4
1. Zero 648 21.06 21.06
2. 1 to 25 762 24,76 £5.82
3. 25 to 6O 674 21.90 67.72
4, 60 to 75 289 2.39 77.11
5. 75 to 100 352 11.44 88.55
Ba 100 to 125 182 5.¢1 94.46
7. 125 to 150 65 2.11 96.57
R. 150 to 200 42 1.36 47.33
a9, 200 & above 64 2.07 100.00
Total 3,078 1060.00

Note: 141 cases had te be left out because of problems of
comparability
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ever ensuring that the licensees discharge their obligations to

produce at a level which might reasonably be expected of them.

While on the one hand the ILS has been of little consequence
in curbing the build-up of excessive installed capacities which
remain grossly under-utilized it has a2lgso not been able to
prevent its violations. The casces of capacity installation in
excess of those licensed, or where production is in excess of the
licensed capacity, are all indicators of the ineffectiveness of

the ILS.

Industry-wise Utilisation of Licences

It may be useful to study the ‘industry~wise” distribution
of licences and to see if there are some industries wherein the
level of actual utilization is better than in others. For this
purpose each licence in the Survey was clagsified as per the CSO
classification of certain economic activities.9 Since the
assessments are only in terms of percentages, the distribution,
as before, does not take note of the size and importance of the
licences. Table~I11.5 provides a2 distribution of the licences,
according to the range of utilization (production to licensed)
for wvarious industry groups, and Table III.5(A) their percentage

distribution.

Out of the 3,078 licences studied with regard toe the ratio
of production to licensed capacity, 806, (26.2 per cent),
licences were in the ‘chemicals and pharmaceuticals’ industry,
followed by the industry group ‘machinery, machine tocls and
parts except electrical machinery’, which had 715 (23.2 pex

cent) licences. On the other hand, "leather’ and ‘wood preduct’

i M el P A i B g s g s

3, INDIA, Central Statistical Organisation, Common Product
Nomenclature for Agriculture, Miuning and MANAULACLUTIRE
Tectors, I978. ;
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Showing the Distribution of Licences According to Industry
and Range of Utilization (Productionto Licensed)

(*umbers)
8. Name of the Industry Total No. of Iicemes in Ttilization Range
Licences
No. Zero 1~25 2560 60-75 75125 125200 200 & above
& G & & & {7y %)
1 _ 2 3 4 5 6 7 8 9
1. Food Products 91 18 24 19 19 11 4 5
2. Peverages and Tobacco Products - k.2 1 3 10 L 14 1 1
3. Textiles: Cotton, Jute, WoOllen 54 3 7 12 10 17 4 1
and Synthetics
4, Vood and Yool Products 13 0 2 8 3 0 0 0
5. Paper and Paper Products 78 11 12 23 v 19 4 ¢
6. Tleathter and leather Products 6 1 2 2 0 H 0 0
7. Puhber, Plastic and Petroleum 116 13 22 30 12 21 11 1
Praducts :
R. (hemicals and Fherwacenticals 806 126 149 191 95 175 33 37
(Except Products of Petroleum & coal)
9. MorrMetallic Mineral Products 93 12 19 19 15 2 6 1
10, Rasic Metals and Allays 277 3 65 86 32 51 5 2
11. Metal Products and Parts, Txcept 178 40 5h 39 10 17 5 2

Machinery & Transport Fouipment

&)ntd. [ X
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S. Name of the Industry Total No. of Licences in iftilization Range
Licences
o. Zera 1-25 25-60 60-75 75123 125200 200 & above
&) %) (%) (%) 8
1 2 3 4 5 6 7 2 9

12. Machinery, Machinc Tools & Parts 715 245 214 120 34 74 15 £
Fxcept Electrical itachinery

13, Electrical Machinery, Apparatus 383 64 123 g0 3t 69 1 5
and Appliances

14, Transport Fouipment 161 39 45 27 13 31 5 1

15. Other Marufacturing Industries 67 29 17 tl 5 3 3 2
ALl Industries 3,078 648 T&2 674 2% 534 107 &4

Note: The industry classification is based on Common Product Momenclature for Agriculture,
Mining and Mamifacturing Sectors, publisted by the Central Statistical ( Organisation,
Department of Statistics, Mmistry of Planning, 1978.
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industries vere poorly represented, with only 6 (0.2 per cent),
and 13 licences (C.4 per cent), respectively. Whether one takes

‘60 per cent or 75 per cent, as the minimum desirable level of
utilization, one finds that in “wood products’, ‘leather
products’, ‘metal products’, ‘industrial machinervy” and “other
industrics’, the percentage of licences utilized beleow these
desired levels were considerably higher than the corresponding
all-industry percentages. The phenomznon of underutilization of
licences was less widespread in industries like “beverages and
tobacco products’, ‘textiles’, ‘paper’, ‘rubber, plastic &
petroleum products’, ‘chemicals & pharmaceuticals’ and ‘non-
metallic mineral products’ industries., On the other hand, the
proportion of licences in an industry’s total against which the
level of production was more than double of the licensed capacity
was higher in the case of like ‘food products’ (5.5 per cent),
‘chemicals and pharmaceuticals’ (4.6 per cent)’ beverages and
tobacce products’ (2.5 per cent), and “textiles’ (1.8 per cent)

in compariseon to the other industries.

Small Scale Reserved Iltems and Specizlly Regulated Industries

To know the real significance of excess production or causes
of under-~utilization, It would be necessary to go to a very
disaggregated level, and one would have to relate the results
with the sectoral policies followed and a variety of business
trends. A number of relaxations to the ILS, have been intreduced
from time to time in the past. Leaving aside the cases where
complete delicensing has taken place, one finds that the
liheralizations have taken the form of (i) allowing automatic
growth of capacity, (ii) diversification, (iil) permitting of
excess capacity over those licensed instead of encouraging new
entrants and {(div) regularisation of already built up excess
capacities without taking any punitive action. Scme of these
concessions were simultanecusly applicable to a number of

industries., For instance, since 19275 automatic growth of
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capacity, as well as excess capacity over licensed capacity were
allowed in machine tools, switchgears, industrial machinery,
power transformers, tractors, commercial vehicles ete.l10 1In
addition to this, diversification was allowed to machinery and
machine tool manufacturers and vice versa.ll While
libteralization has been the general trend, one finds that the
list of the "Industries Requiring Special Regulation’ has bewn
expanding. Textiles, milk foods, malted foods, roller flour
milling, il seed crushing, leather, watches and distillation and
brewing of alcoholic drinks, are now designated as "Industries
Requiring Special Regulation’.12 It is provided vide the
Notification of February 1972 that the general exemptions from
the ILS will not be applicable to these industriess. The reasons
for special regulation are stated to be Yshortage of raw
materials as also structural.policies of Government”.l3 There
are a number of cases. even in these industries {(that is
"Industries Requiring Special Fegulationg™) where the licensing
system has been openly flouted. Appendix-I brings out some cases
wherein the production level of the units was twice the licensed

capacities.

Another important category of industries, from the point of
view of the ILS, are those reserved for the small-scals sector.
The liberalisations of the IL5, as per Government policy, are not

available to. constituents of the Large Houses or foreign

s e . e s s s e

10. See schedules to the Notiflcatlons Q.&?é(E;/ Af28R/T5
dated September 5, 1975 and S.0. 638(E)/IDRA/20E/75 dated
November 1, 1975 "of the Ministry of Industry and Civil

Supplies (Departn;nt of Industrial Development).

11. See Press Note of the Ministry of Industry and Civil
© Supplies (De%artment of Industrial Development) dated
January 5,

12. The list has been substantially expanded vide the Press MNote
of the Ministry of Industry, (Pepartment of Industrial
Development), dated April 2, 1982

13. TIbid.
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companies, unless accompanied by export obligations or eother
conditions stipulated by the governmment. The cases presented in
Appendix-II illustrate the practice of substantial excess
production by Large House companies in the areas reserved for
swmall-scale industries. The products in which significant excess
production was being undertaken include soap (Tzta Oil Mills,
Hindustan Lever, and Modi Industries), biscuits (Britannia) and
safety pine (GKW). Our exercise forlthe identification of the
items reserved for the small scale sector, from the information
given in company Annual Reports, presented a few unavoideble

problems. These are discussed in Chapter—-IV of this study.

Case Study of Alcoholic RBeverages Industyy

To gain a better insight intc the cperation of the ILS it is
worthwhile to study at least one industry which is classified as
an ‘Industry Requiring Special Regulation’, and in which
additionsl capacity creation has been banned since November 1875
and which, moreover, forms part of the category “Beverages and
Tobacco Products” in Tables-IIL.5 & I1X1.5(A). The Ministry of
Industry, vide its Press Note dated November 19, 1975, announced
that it had been decided to ban creation of additicnal capacity
or expansion of existing capacity, for distillation or brewing of
alcoholic dripnks, except in 100 per cent export-oriented cases,
with a view to introducing prohibition. All industrial
undertakings in this field which had already come into existence
without having obtained an industrial licence under the
provisions of IDPA, 1951, were required to obtain COB licences
within a period of three months. The industry was also included
in the list of ‘Industries Requiring Special Regulation’ as
reported earlier. The'industry continued to be in the list of
specially regulated industries till as late as April, 1982.14

o s e g A

14, Spe Press Note dated April 21, 1982 of the Ministry of
Industry (Department of Industrial Development). TIn the
absence of withdrawal notifications after April 1932, it may
be presumed that the industry continues to be specially
regulated even now.
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The Government had re~affirmed the continuation of the poliecy of
ban in April 1981,15 '

For a détailed study of this industry in relation to the
TLS, data on the majer companies in this field, (selected on the
basis of the Review of Annual Reports), including the ones
covaered in the Survey, was collected for the period of 1975 to
1992, The results of this exercise are presented in Table-T11.5.
The Annual Reports of the 19 companies in the industry reveal
different facets of the implementation of the Govermment’s policy
with regard to alcoholic beverages. As many as twelvé cut of the
nineteen companies had a much higher level of production than
their licensed capacities. The most interesting cases were of
Falyani Rreweries (83.2 per cent excess production), Hindustan
Rreweries (52.0 per cent excess), Mysore Breweries (48.% per cent
excess), Kesarval Beverages (44.2 per cent excess), Kay
Distillery_(ﬁE.B per cent excess) and Skol Rreweries (30,6 per

cent excess).lé

While in the .case of United BRreéweriss the licensed capacity
has been fixed at 1,16,000 hecto litres against its unlimited
capacity, as reported by the company itself till 19773 in the
case of Mohan Meakin, a dominant producer of beer registered
under the MPTP Act, no specific capacity was reported by the
company till 19881. Even in 1982, the company reported = licensed
capacity of 10,591 hecto litres with a qualification “as per

avallable licenses’. Similarly, Shaw Wallace and its subsidiary

15. See,Presé Note dated April 1, 198] of the Ministry of
Industry, (Department of Industrial Pevelopment).

16. It may not be out of place to quote ILPIC's findings in the
case 0f becr. The Committee observed "In the case of Reer,
the policy of the Government was not to approve any
additional capacities, and the product continued to be on
the ‘Ranned List’ from December 1961 till December, 1966,
Yet, M/s. Mohan Meakin Breweries who were licensed for 4091

.E.Litres actually produced 9180, 8718, and 8391 K, Litres
?ﬁrgn 1965541966 and 1967 respectively”. See ILPIC Report
ain), p.3d. C .

-ﬁ_’:’
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company, Maharashtra Distilleries, have been reporting merely
that they had applied for COR licences, thereby implying that
their cases were still peading with the Government. Shaw Wallace
further confuses the issue by reporting ‘Not Applicable’ in the
place specified for reporting the licensed capacity, while adding
a foot~note regarding its COB application. This means that the
company is remaining non~committal and thereby keeping its legal
options, on the gquestion of capacity, open. While Carew & Co.,
whichk produces potable alcohol and country liquor from purchased
rectified spirit, claims that licéhsing is not applicable to it
McDowell & Co., explains that production inciudes alcohol
produced and bottled out of rectified spirit, which it claims Was

not considered as ‘manufacturing’ under the IDRA !

—

Expansion Despite Ban

Another point that comes out of the industry details, is
that companies like Skol Breweries, Sica Preweries and Hysore
Breweries reported an increase in their installed capacity while
the official policy has been to allow no further expansion of the
capacities, The case of Kay Distilleries is somewhat unique
because it reported that it received sanctions to exceed licensed
capacity, which would be contrary to the proncunced ﬁdlicy of the
Government. It would have heen rossible to expect that the
company might have been exporting ‘Indian Made Foredign Liquor” on
account of which it might have got the reported permission. RBut
the company’s Annual Reports for the years 1979, 1980 and 1981 do

not show any export earnings.

It is evident from the above that the ‘ban’ only helped the
existing companies to retain their hold on a protected market.
The situation appears to have worsened because the already
entrenched companies were expanding their capacities with little

regard to the ‘ban’. These companies had a fast expanding market

25 the declared national policy on prohibition was wuoct
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~implemented. It appears, from what the companies claim, that in
this industry licensed capacities had not been determined earlier
in a number of cases. The manufacturers enjoyad virtually full
freedom from the licensing provisions; the more notable cases in
this regard were of Mohan Meakin, McDowell and Shaw Wallace.
Could this have happened without the knowledge of the Central and
State Governments? The fact cannot be overlooked that this
industry attracts a high rate of excise duty. It is a legitimate
expectation that the companies would have paid excise duty on the
reported level of production. It is also generally believed that
because of hiegh rates of excise duty there 1s an unaveidable
temptation to evade the duties, whieh in turn can provide
substantial amounts of un-accouﬁted money. Does this have some
bearing on the fact that open viclations of the policy can
continue without attracting penal action? These issues are

important and relevant but fall ocutside the scope of this study.

Industry-wise Utilization of Installed Capacities

Tables-II11.7 and IIL.7(4) present the utilization pattern of
instalied capacities in various industries, Table-III.7 shows the
number of licences in each utilization range. Table-—IIt?(A)
shows the .percentage distribution according to these ranges. It
may be observed that out of the 2,968 liceeces studlied, there
were 217 cases (7.3 per cent), where no capacity had been
installed and hence there had beén ne production. If one goes by
numbers the largest number of whelly un~implemented licences was
in the ‘chemical industry” (62 licences) followed by ‘machinery
and machine topl industry’ (49). However, the proﬁosition of
unimplemenped_licences to the total of the industry was not very
different from the.overall pattern. In the case of 'bheverages and
tobacco ﬁroducts','plastic, rubker and petroleum products’ the
proportion of un~implemented licences was distinctly lower, i.c.

2.7 per cent as against 7.3 per cent for the Survey.

51
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In the industry category ‘machinery and machine tool
industry’, ne production data was reported in nearly 30 per cent
of the licences, even though the companies had reported installed
capaclties. FExcluding Ehe ’Dther industries’ category, non-
utilization of installed capacities was also significent in the
case of "metal products’ (22,2 per cent}, ‘transport equipment’
(15.8 per cent), 'food products” {14.1 per cent), and "electrical
machinery’ (12.7 per cent), industries. More than 75 per cent
utilizaticon of the installed capacities was reported in the case
of 45.1 per cent of licences in textiles, 39.8 per cent of the
licences in ‘paper and paper products’, 38.1 per cent of the
licences in ‘nom-metallic mineral products’ and 34,3 per cent of
the licences in the case of “beverages and tobacco products’, the

corresponding all—-industry figure being 24.5 per cent.

Licensee Category and Utilization of Licences

On the qguestion of capacity uwtilizatiom, it is often
believed that since large companies have easy access to a wide
range of resources (in terms of capital, manpower, technologiés
and information), these are the ones which would be able to
install the licensed capacities In a2 shorter period vis-a-vis the
small-sized companies., In a similar manner, it hés been very
often argued in the past that Large Industrial Houses and fereign
companies with resource capabilities of a2 mueh higher level than
of any relatively small compaﬂy, are able to_utilizé'their
licences.1? One of the main.fadtors in'édmiﬁistefing the ILS has
generally been the Government’s keenness to.grant licences after
assessing the applicant’s capabilities to utilizé the same. In
viewjbf this a hypothesis needing to be taste&'would be: that
’Lafge House and foreign~controlled companics’ pefform better in
utiiization of licences as compared with non-large House and
smaller companies. '

17. See for instance, INDIA, Report of the Mbﬁopolies Inquiry
Commission New Delhi: Managséy of PublIcafion, LJbD, D- /.
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To test the ahove hypothesis, the 736 companies in the
Survey were grouped according to their ownership and control
characteristics.l® The share of companies thus grouped in the
mumber of licences held hy them and the exteunt of utilization
(i.e. the ratic of production to the licensed capacity in terms
nf porcentages) is given in Table~TIT.8. Firstly, companies
registered under the MRTP Act were grouped as one category.
Their total numher was 269; of these, 60 companies were eiﬁher
dominant by themselves or were assessed as dominant =along with
their inter-conmected undertakings.l9 The 269 companies,

repistered uvnder the MRTP Act, held 1;401 licences. GCut of

these, 234 licences remained wholly un-utilized since the
companies do not report any production aﬁhinst these licences,
Non-dominant but QEEE‘éggfregistéréd companies {belonging te
Large Industrial Bouses) held 920 licences out of which 18.5 per
cent (183 in number) were at zere level of preoduction. Cne
could, perhaps, exclude the “zero level utilization’ licences on
the assumption that these licences, as & category, were non-
starters, or that these were in the pipelipe and production might

not have started because of one or another reasen.20 0Out of the

18, Excluding the 33 companies where production and licensed
capacity could not be compared even for a single product.

19, Sub~Section 20a(i) applies to large undasrtakings which
independently control assets of not less than Rs.20 crores;
C20a(ii} applies to undertakings which alcong with other
undertakings of the same group (GICU) contrel assets of not
less than Rs. 20 crores: 20b{i) and 20b{ii) applz to
undertakings which are domimant in some product line either
independently or as GICU respectively, é}company, however,
night be attracting more than one sub-section. :

20. For_instance, Fscorts has been reporting since 1975 (the
earliest year for which we could get informaticn) that the
products (1) petrél graders (2} hydraulic digger
excavators,(3) hydraulic pumps, 4y hydraulic control vaives
and (5) hydraulic cylinders were "Under Develoment". The
regorting has not changed even in 1981, (See Annual Report
1921, p. 67 of Escorts Ltd.}). Similarly, National Radio &
Electronics Co. (NELCO) has not been reporting any production
or installed capacity a§ainst its licences for manufacturing
(1) curve tracers, (2} multirange DVMS, (3) multirange
analyse analogue voltmeters, (4) sine wave generators,(%)
sweep generators, (6) square wave and pulse generators and
{(7) digital telemetering and telecontrol systems at least
since 1977. The company reported in 1981, that "the schemes
for which these licences have been received are under
img?ganentatioﬂ‘(See the company’s Annual Report, 1980-81,
pﬁ -



TABLE~ITIT.E

Showing the Distribution of Licences According to the Licensee

Category and the Range of Utilization {Production to Licensed)

{Numbers)
B Licensee Category Wo. of Licences in Ttilization Range Total
No. : Licences
Studied of
Zero 1-28 25-60 2C=-10C the Croup
(%) (%) (%) (%3
i 7 3 4 5 6
1, MRT? Companies 234 212 zan 3532 1,401
(16.7)  (22.3)  (20.%) (25.2)  (100.0)
?. Pominant Undertakings 51 104 25 101 411
(12.4) {25.8) (20073 (24.6) (106.0)

3, Large Houses 370 435 404 444 1,911
{CIS clasgsification) {(19.4) (22.8) (21.1) (23.2) {106.0)

4. Other Groups 100 107 26 58 379
(CIS classification) {26.4) {28.2) (22.7) (15.3} (100.0)

5. Companies at present 13 20 20 15 74
Under Public Management{17.8) (27.0) (27.0) {25.7) (100.0)

. 6. Former Branches & Sub- = 105 146 i23 16 663
g sidiaries (ILPIC) and (15.0) {22.0) (18.47) (24.9) (100.0)
FERA Companies (1974)

7. Other Companies with 44 59 57 54 244
Foreign Bauity of {18.0) (24.2) (23.4) (22.1) {100.0)
25% and more (excl. A)

R. Other Companies with 45 55 58 36 208
Foreign Equitg (21.6)  (26.4) (27.9) (17.3) (100.0)
between 10 & 25%

(excl. 6 & 7)
2, Joint Sector Companies 16 16 22 20 85
8.8) (18.8) (25.9) (23.3) (100.0)
1¢. Other companies 145 200 164 119 714
(23.1) (28.0) (23.0) (16.7) {1380.0)
All Companies L 762 674 641 3,078
21.1)  (24.8) (21.9) (20.8) (100.0)
Notes: 1. The column totals will not add up to the ‘All companies”
total since there is naturally considerable overlapping
between the groups. Therefore, each Group of Companies has
» P to be treated as such.
2. Number of licences reported exclude 141 non-comparable ones.
3. VFigures in brackets are percentages calculated with respect to
the G&roup tqtals.
4, See Appendix-TII1 for the (IS classification of companies.
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total licences held by the MPYP Ac. companies, 22.3 and 20.5 per
cert respectively were “n the 1-"5 and 25~60 per cent (production
tr licensed capz2city) ranges nf under=utilization. For the
Survey as a whole, the corresponding percentages were 24.8 and
21.9. TPry the non—Large-House compsnies »nd companies asscociated
vith foreign crmpanies, the porcentage of gross under-utilized (1
- 25 per cent wtilizaticn) licencas wrs Sigher, i.c. 28.0 per
caent comnared to the 22,3 per cent for MRTE Act companies and
24,8 per cent for all companies included in the Survey. The
difference is, c¢hviously, a marginal one. The empirical
evidence to sustain the view that large House and foreign-

controlled companies perform better at utilization of the

industrial licences, is thus rather thin.

Dominant Undertakings and Under-utilization of Licences

The results nf the Survey also show that many of the

dominant undertakings, accounting far more than one~third of the
national producticn were not utilizing their licensed capacities
t> the fvll., It may be interesting and uvseful to inguire into
the reasons for low production in the units enjoying a dominant
position in the product market. If an undertaking is dominant
in a particular product and controls substantial output, the
company may deliberately resort te under-utilization of the
capacities, and the company decision may result in creation of an
artificial scarcity of the product. Anocother way of examining
excess ot lower production would be to study all the cases of
deminant undertakings. A limited investigation has been

attempted in this regard.

A dominant undertaking may not be dominant in all the
products manufactured by it. We have attempted to 1dentify the
dominant line of @roductimn. A list of companies producing less
than 60 per cent of the licensed capacities of products inm which

they were dominant is given in Table~I1II.9. The list includes
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companias like Alkali and Chemical Corperation (ACCI), Moter
Industries Co. (MICO) and WIMCO. Another list of dominant
undertakings, registered under the MRTP Act, and which are
producing at less than 60 per cent sf their licensed capacities
is given in Table-ITI.9(4). Chloride (I) presents an example cf
deliberate under-utilizaticn. It may be seen that the company’'s
production of containers dnd separaters for sale accounts for
cnly 1.7 and 0.2 pear cent respectively of the correspconding
licensed capacities. An enquiry under Section 10(a) (iv) of the

METP Act was conducted for alleged "restricting of producticn of

containers and separatoers withholding the essential components
frem the small scale units” by the company.2l The caommission
passed a ‘cease and desist’ order on December 5, 1980.22 This is

an area for a therough empirical investigation.

Utilization of Licences by Larpge Houses

Tahle- {11.10 nrovides a2 distribution of licences according
to the extent of utilization, {preduction to licensed
capacities), by the top twenty Industrial Houses, (identified on
the basis nf the assets for the vear 1979 as estimated by
Grvernment). The names of companies belonging tc the Houses and

covered in the Survey :sre given in Appendix-IYT1.

It will be noticed from Table~ITI,10 that zero level of
producticn was noticed in 22.8 per cent 0of the licences held by
the Tatas, and in 22.7 per cent of the licences held by the
Rirlas. Production was not reported by Naticonal Radio &
Electronics Co., a Tata Rouse company f£or as many as 16 licences

in the year 127%  Other companies belonging te Tatas and which

S S S ——

21. INDIA, Ministry of Law, Justice & Company Affairs, The Ninth
Annual Feport, pertaining toe the execution of the provisitng
oY the MRTP Acf, 199 for Thé period irom IstJantary, 1979
EG st December, 1979, p. 125,

22, 1%id., Tenth Annual Report, p. 122,
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TABLE~TII.10

Showing the Distribution of Licences Held by the Top 20

Industrial Houses According to the Extent of Utilization

(Production to Licensed)
(Numbers)
5. Industrial No. of-E;;;;;;s_in Ttilization Total
No."~ House Range Licences
zere I3 T S50 Teooiog o orudied
_________________ R ¢ M 5 U ¢ SO 3 A
1 2 3 4 5 6
i.  Birls 50 38 39 52 220
(22.7)Y (17.3) (17.7% (23.6) (100.0)
2. Tata 57 40 51 31 198
(28.8)  (20.1) (25.8) (15.7) (100.0)
3. Mafatlal 5 1] 3 8 35
(14.3 (31.4) (22.8) (22.8) (100.0)
4. J«.X. Singhania iQ 6 7 35
(20.0)  (28.6) (17.1) (20.0) (100.0)
v+ Thapar 23 9) {1% 1) (23 9) (5% 6) (133 0)
6. Sarabhai 2" 0 1° Z . 7"
(28.6) (6.0 (14.3) (57.1) (100.0)
7. Bangur 7 4 10 5 29
(24.1)  (13.8) {(34.5) (17.2) €100.0)
. L.c.L. (i 23 (12 7) (12 7) (i? 7) (1%3 0)
a. A.C.C. 4" 3’ 17 2" 10
(46.0)  (30.0) (10.0) (20.0) (100.0)
L0- Shri Ram Gtoy dloy G.ey sy i0.m
B dhe Gha anny GSko
12, Hindustan Levery 0. 4. O. 1. 13.
(0,0) (30.8) (0.0) (7.7) (100.0)
13.  Larsem & Toubro 8.6y 3%.y b 35 (28.9) (168.0)
4.  Modi 3" 1’ " 10 22
(13.6) (4.6) (18.2) (45.5) {100.0)
t3. Chowgule (33.3) (3.3 (.0 (33.3)  (108.0)
16.  Bajaj 6 11’ 2" il” 32
(18.8)  (34.4)  (6.3) (34.4) (100.0)
17. Laibhai 6 3 7 4 22
(27.3) (13.6) (31.8) (18.2) (100.0)
Notes: 1., For the list of companies included under each of the above

Houses see Appendix III.

Tin Plate Co. of (I) Ltd. which is inter-connected with companies
bath of 0il1 India and Tata Houses is included in the House of
Tata. No compang belonging to Scindiaz and Bhiwandiwala Houses is
represented in the Survey.

- Figures in brackets are percentages calculated with respect teo

the House totals.
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did net report production against a number of licences, were
Veltas (11 licences), TILGO (7 licences), Tata Chemicals (5
licences) and Tata-Robins~Fraser (5 licences). The relative
performance of the two top Houses, in the matter of utilization
of licences,(i;g:actual production to the licensed capacity),
was better for the %irlas in each range of utilization., Of the
Birla-House~held licences, 17.3 per cent were in the 1-25 per
cent range, as against 20.1 per cent for the Tatas. Nearly
three~fourths of the licences held by the Tatas were being
utilized at less than #0 per cent level of the licensed
capacities; the corresponding percentage for the BRirlas was 57.7
per cent. Among the Large Houses an interesting case appears to
be that of the Yirloskars, who were totally unable to use 22.6
per cent of their licences,; and in another 42.9 per cent of the
licences held by them, the utilirzation rate was less than 25 per
cent. Tt was only in 1fh7 per cent of the licences that the
Kirloskars were utilizing between £3~100 per cent of the licensed

capacities.

What could this level of gross under-utilization of the
capacities with the Indian Big Business suggest? Firstly, it
seems that there was hardly any reason to believe that Rig
Business in India has ever been put under any real constraint by
the ILS. Secondly, the ease and comfort with which they hold on
to the licences is alse indicative of the practice of pre-emption
as well as their desire to bite off far more than what they can
chew., Thirdly, the Large Houses have invested huge capital
resources of the nation which remain very inefficiently utilized.
From the viewpoint of administrative discipline one would need to
ask : why has not the Goverument revoked the licences since these
were not being utilized for years? - There is need for a more
elaborate and detailed analysis of the impact of the ILS imn
creation of private monopolies, and diversion of national capital
in areas where 1t is scantily ﬁtilized. & number of'specific
research studies cén be undertaken for consideration of the

pelicy makers.
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Cases of Production in Excess of Licensed Capacitiles

0f the total of 3,078 licences covered in the Survey,
belonging to 736 companies, there were 353 cases in which the
level of production was in excess of the licensed capacities.

Table-II7.11 shows the distribution of such cases according to
different groups of companies, and in Jdifferent ranges of
excesses. In 1975, there was a general policy announcement under
which automatic growth of capacity was permitted to selected
engineering industries.23 The plea for ‘automatic growth’ to
permit normal expansion to the companies has been discussed for a
long time. In five years, the maximum escalation in cavpacity
can, according to the licensing regulations, be 25 per cent.
Though the facility for automatic growth of capacity was allewed
to selected industries only, it appears that a number of
companies take this concession to be available to all industries.
It is perhans because of this that many & company repoerts the
installed caracities for various articles as exactly 25 per cent
higher than the size of capacities endorsed on the licences.24
Dut of the total excess capacity cases, 182 were such in which
the excess production over the licensed capacity was not more
than 25 per cent. In 65 cases excess production was in the range
of 25=50 per cent. The next range (50-100 per cent excess) had 42
cases. It was only in 64 cases that productilon was more than
double of the licensed capacity. The practice of attaining
production far in excess of the licensed capacity is more wmarked
in the case of MRTP Act companies and foreign controlled
companies. (See Table-~III.1l1, Column 5). These cases are listed

in Appendices I, IT and IV.

23, Guidelines for Industries (1979), part I, p. Sec. 1~7. Also
SEE PTEES Note dated August 21, 1975 (p. Sec. V-15).

24, A tygical case in this respect is that of Hindustan Lever.
See Report and Accounts, 1979 (p.15) of the Company wherein
it ¢hows Install®d tapacity to be exactly 25 more than the
licensed capacity for milk powder, synthetic detergents,
glycerine, fine chemicals, ossein, di-calcium phosphate,
sulphuric acid, phosphoric acid, sodium tripolyphosphate,
0il milling, oil seceds and industrial machinery.,
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TARLE~III.11

Showing the Distribution of Licences Utilized in

Excess of Licensed Capacity According to the
Licensee Category and Level of Utilization

{Nusibers)
5. Licensee Category No. of Licences in Excess Utili- Ezxcess
No. zation Range Utilized
Licences
Into 25-50  50~100 100 zad Total
25 (%) %) (72 above(%)
1 2 3 4 5 6
1. MRTP Companies 112 44 21 36 213
{61.5) {(67.7y (50.0) {56.3) (60.3)
2. Dominant Undertakings 45 11 6 6 68
{24.7) (16.2) (14.3) (9.4 (19.3)
3. lLarge Houses 134 56 28 46 258
(C18 Classification) (73.6) {76.9) (65.7) (71.9)  {73.1)
4. Other Groups 16 4 6 2 28
{CI5 Classification) {8.8) (6.2 (14.3) (3.1) 7.9
4 5. Companies presently under 1 0 1 0 2
publie management (0.5) (0.0) (2.4} (0.0) (0.6)
6. Former Branches, Subsida- 55 23 15 31 i24
ries (ILPIC) and FERA (36.2)  (35.4) (35.7) (48.4) (35.1)
companies (1974)
7. Others with Foreign Equity 16 8 3 3 130
above 25% (8.8) (12.3) (7.1) (4.7) (8.5)
8, Others with Foreign Equity 10 2 1 1 14
between 10 to 25% {5.%) (3.1) (2.4) {(1.6) (3.9
9., Joint Sector Cowpanies 7 1 0 3 11

(§;8) {1.5) (0.0} (4.7)  (3.1)

10. Other Companies a2 - 11 7 16 .66
(17.6)  (16.9) (16.7) (25.0) {18.7)

All Companies 182 65 42 64 353
(100.0) (100.0) (100.0) (100.0) (100.0)

Notes: 1. The column totals will not add up to the “All compani@s’total
since there is counsiderable overlapping hetween the groups.
FEach group of companies has to be treated as such.

2. TFigures in brackets are percentages calculated with respect to
the total number of licences in each utilization range.

3. B8ee Appendix~III for the CIS classification of companies;
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Impilications for Small Scale Units

The materizl issue involved in the phenomenon of production
in excess of the authorized capacities, is whether this led to
any direct or indirect adverse consequences for other units.
To examine this one would need to inguire about the precise items
in which excess production was reported, especially if the
production unit concerned was a constituent of a Large Industrial
louse or was under the control of foreigm companies. If the
products in which excess capacities were installed {or higher
production undertaken) happened to be reserved for the public
sector or for the small scale sector, 1t would suggest that the
purpose of the policy of reservation was being defeated. In an
earlier study, it had been shown that there were cases where the
production was more than twice the authorized caﬁacities and that
the items produced happened to have been reserved for.the small
scale sector.25 For ready reference, a revised version of this

is being reproduced in Appeundix~IL tc this study.

In cases of “excess productien’, an economic justification
could perhaps bo found in the fact that the industry 1is a
‘priovity’ one, or one where higher production is considered
essential, and the sales, distribution and pricing are controlled
by the Coverament under the IDRA. A list of products other than
those reserved for the small scale sector, and these covered
under special regulations, in which more than LGO per ceut excess

production is taking place is given in Appendix-IV.

Simultaneous Excess and Under-utilization

An industrial licence is something more than a mere

permission to undertake production in the specifiéd industry.

25. Goyal, S.X. "New Industrial Licensing Policg";"Workin qﬁfer
Ne.ll, Corporate Studies, Indian Institute of Public
Administration, April 23, 1982, Annexure-II showing 'List of

Rig Pusiness and Foreign Controlled Companies Producing Items
Reserved for the Small Scale Sector",
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With the grant of a licence, the licensee gets entitled to a
variety of preferences. These can be (i) in allotment of
controlled and scarce raw materials, (ii) an easy access to
financial accommodation (from term lending and promotional
institutions and commercial banks), and (iii) for acguiring land.
An industrial licence also helps to obtain a variety of
concessions in the import of machinery and raw materials. To
illustrate, we reproduce here two paragraphs from the
Registiration and Licensing of Industrial Undertakings Rules, 1952
{as modified upto the 3lst August, 1976):

Allotment of Controlled Commodities to Licensed
Undertakings: The owner of an industrial undertaking in
respact of which a licence or a permission has been granted
shall be eligitle to the allotment of controlled commodities
required by him for the counstruction or operation oxr for
both construction and operation of his undertakings on such
preferential basis as the Central Government may determine
from time to time. In determining such preféfeﬁce the
Central Government shall have due regard to the requirements

of existing industrial undertakings.

- Concessions in the Grant of Import Licences to Undertakings:

The Owner of an industrial undertaking in respect of which a

licence or permission has been granted shall be eligible for
the issue of licences for the import of goods required by
him for the construction or operation or for both
construction and operation of his undertaking on such
preferential basis as the Central Government may determine
from time to time. In determining this preference which may
include such concession as the submission of.one
consolidated application in respect of the requirements from
each currency area for all items shown as licenseable to
actual users, submission of separate applicationm for highly

specialised items even though such items may not be shown as

+r
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licenseable to actual users and priority in the matter of
import from different currency arcas, the (entral Government
shall have due regard to the requirements of existing

industrial undertakings.26

Ry its very character, a raw material c¢an be used for
production of a variety of goods. An undertaking which is
holding a number of licences, caun conveniently keep the level of
capacity uvtilization low for certain products and much higher for
others, by diverting the usc of raw materials and facilities
created under other licences. Are these practices being adopted
by the coerporate sector? The magnitude of such operations can
only be assessed through appropriate case studies by the official
agencies. Prima facie, however, there does appear to be a ground

to believe in the existence of such practices.

Tahle~111.12 shows the distribution of 153 companies which
held multiple.licences and had underutilization of some licences,
while simul:taneously reporting high:r levels of production, than
the licensed capacity, for other items, in the same vear. A list
of 3% companies, where one finds 3 and wmore casas of excass
production, {(exceeding the licensed capacity), and at least one
licence having utilization lower than 75 per cent of the capacity

licensed, is given in Table-T1I1.13.

An interesting featere of the list is that the companies
figuring in it are overwhelwingly those which are foreign
controiled or are asscciated with the influential and Larger
Industrial Houses of the country. OQOut of the 39 companies, as
many as 19 were transnationals and 15 were Large House Companies.
The case of Dunlop (I) Ltd., is illustrative of the phenomenon of
simultaneous excess and under-utilizatioun. Out of the 13
products reported by the company feor the year 1979, the licensed
capacities in the case of automebile tyres and tubes increased

during the year. The percentages of production to the

26. Guidelines for Industries {1982), Part-I, pp. Sec. III-44 and
Sgc. TIL=45.
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TARLE-ITI.12

Showing the Distribution of Companies According to the
Over-vtilized and Under-utilized Licences Held by Them.

A A A A G L A AL L WL S et S WE S A W M LN M ML B WA e S st Wt et e far e i e b i e e e ol B e ik e e i B Vel S

Humber of licences Numbter of licences uvtilised in excess of
utilised less than licensed capacity
75 pay cent = S e e e e e s e e e e e e E S ————
H 2 3 4 5 5 & above Total
I 2 3 4 5 & 7 8
1 21 2 3 0 1 o 27
2 14 & 3 1 1 0 23
3 il 4 4 H 2 0 22
4 2 1 1 i G 2 7
5 5 ] 0 1 4 2 14
6 & above 31 17 £ 5 1 a 50
Total £5 29 17 9 9 4 153
Note: Over utilization: Production exceeding the licensed

capacity.

Under utilization: Production being less than 75% of the
licensed capacity.






TABLE-T1T.13

Showing Companies which had 3 or More Over Utilized
Licences alsc Having dnder~Utilized Licence

(Mumbers)

S. Mame of the Company Association/ Dtilization® Total
No. Foreign Company Licences
Status {(No. of Licences) Studied

Myer lUnder Full

1 2 3 4 5 6
1. Hindustan Lever Pind. Lever/FERA 8 5 0 13
2. Philips(I) FEPA & 4 5 17
3, Sandoz (1) FERA 6 5 2 13
4, Dunlep(I) FERA 6 & 1 11
5. Voltas Tata 5 26 2 33
A, Roehringer Fnoll Rallis#/FERA 5 5 2 12
7. Union Carbide (I} FERA 5 5 2 12
8. Metal Box FERA 5 5 1 11
9. Claxo Laboratories {I) FERA 5 5 0 10
10. Raver (I) FERA 3 3 0 8
11. Gwalior Rayon Rirla 5 3 0 8
12. Indian Rayon Corpn. Rirla 3 2 1 8
13. Century Spg. & Mfg. Birla 5 1 1 7
14, Delhi Cloth&Ceneral Mills Shriram 4 14 4 22
15. Fxeel Inds. Tataf 4 13 5 22
16. Guest Keen Williams (G} FFRA 4 1% 1 21
17. Travancore Chemical & Mfg ... 4 7 4 15
18. Pfizer FERA 4 B 2 14
19. Motor Inds. Co. (MICO) FERA 4 5 4 13
20. Tata 0il Mills Co. Tata 4 4 4] 8
21. Capribans (1) .1l 4 3 i 8
22. Vesoram Inds. Birla &4 2 3 g
23. Elgi Fouipment L.G. Balakrishna# 3 15 1 19
24, Rest & Crompton + 3 11 3 17
25. Andhra Sugars Andhra Sugar 3 12 0 15
26. English Electric Co. CEC/FERA 3 9 2 14
27. Electronics Ltd. Spencer# 3 11 0 14

Contd....



4T
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Mmhers)

S. MName of the Company Association/ Utilization* Total
o, Foreign Company Licences
Status (Mo. of Licences) Studied

Over Under Full

1 2 3 4 5 6
2%. Bestobell (I) FERA 3 7 1 11
22, L.6. Ralakriszhna & Bros. L.2. Baelakristna# 3 4 i 8
30. National Engg. Inds. Firla 3 3 2 8
3i. Thrangadhra Chml Works 5.7, Jain 3 3 3 7
32. Macneill & Magor Macneill Magor/FERA 3 3 0 h
33. Assam Carbon Products India Carbond 3 3 Q 6
34, Mahindra Spicer Mahindra 3 2 0 5
35. Straw Products J.¥. Singhenia 3 2 1 6
36. Crompton Greaves Thapar 3 2 4 9
37. Indian Fxplosives ICI/FERA 3 1 3 7
38. Rindustan Aluminium Corpn.Birla 3 1 0 4
39, May & Raker {I) FFRA 3 1 0 4

FFRAstatus is shown as in 1974 when the Act came into force.
# C.1.8. classification.

@ Tata~Second Tier Co. (ILPIC); DU: Dominant Undertaking (MRTPA 1969).

+ It was formed through the amalgamatlon of two FERA companies,
namely Best & Co. Ltd. and Crompton Engg. (Madras) Ltd.

* Quer utilization - production exceeding licensed capacity; under-
utilization - production less than 75% of licensed capacity; and full
utilization — production between 75 to 100X of the licensed capacity.
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corresponding licensed capacities for the rest of the eleven
products are given in Table=TIL.14. 1Tt is evident that the
utilization varied from 158.8 per cent in the case of ‘fan & vee

belts’ to just 25.4 per cent in the case of PVC belting.

Similarly, as against an excess production by 263.3 per cent
in case of synthetic detmrgents, (21,5 ner cent in case of scaps,
125.1 per cent in respect of milk powder and 127.1 per cent iIn
case of hyvdrogenated oils and vanaspati, Hindustan Lever’s
production accounted for just 3.0, 5.0 and 15.4 per cent of the
licensed capacities of phosphoric scid, sodium tripolyphosphate
(STPP) and sulphuric acid respectively during the year 1979.
Similarly, we find that Motor Industries Company’'s (MICO's)
utilization of licences during 1979 varied from 136.8 per cent in
the case of multi cylinder pumps, to just 0.3 per cent in the

case of glow resistors.

The limited point that is sought to be made here concerns
not the violation of licensing provisions by the manufacturing
companies, but their ability to exceed certain licensed
capacities by, however small an amount it may be (leaving aside
the liheralisations and permissions under the ILS3,) while
utilizing other licences at a low level. It naturally appears
difficult to accept, in the circumstances, that this under-
utilization is because of any raw material shoxtages or
infrastructural bottlenecks. It is more likely to be & result of
a conscious decision of the enterprises which essentially respond
to market forces by diverting resources and raw materilals meant
for, and ohtained in the name of, particular industrial licences,
te other products which the companies concerned find more

profitable.

This Chapter has brought out the main results of the Survey
of capacities and production in the organised sector of the
Indian economy. A fact that emerges very sharply is that the
industrial sector suffers from gross over-capitalization. The

capacities built over the past three decadecs are far in excess
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Showing the Utilisation Pattern of Licences
ty Dunlop (L) Ltd. (1979)

L L W by e i i o i o ki e My ekl . e W e ey i B B ki i . oy b ey o e ek Mk e e B M ik W AR M eyl e e PN A M e e L e e

Utilization (Produc-
tion/Licensed)

g i R i e ek ML S P G AN M ML M AN U el M Syl v e U Wk i A el dmn 1 A e A iy e ke e e e A A A A e -

dame of the P . oduct

(%

a ma - —aam e e -

- e . —

L L T L M T TR W T TIY E MW TTE W W ML A L M e e e W A Uk A A A e UL e e AR ek M et e e AN M TE P B R M M L A TR e P W et e

6.

?.
.

-

B

10.
1.

Fan ¢ Vee belts
Conveyor belting
Transmission belting

Punloflex hose
Cycle tvyres
Braided & hydraulic brake hose

Cycle rims
Cvcle tubes
Fepair materizls

Matalistik
PVC belting

113.8
169.1
104.5

88.2
64.6
54.3

———— A S S SR ke A e S — ) e b i v ek bk e vy e mr ot W P mr S ik e el v Hi Ak e A wie A A A A A

Source:

Based on Notes to the Accounts,
Dunlop(I) Ltd.,p.31.

Annual Report,

1979 of
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of the present level of production. This has happened in spite
of the existence of the IL3 which was supposed to regulate and
coordinate investments in order to achieve an optimal zllocation
of the limited capital resources. It seems evident also that
excessive capitalization would have implied a considerable
deployment of foreilgn exchange rescurces as zalso a diversion of
scarce national resources. The economic cost of building up
large industrial cepabilities, far bevyond the national
requirements, would be high for the économy. But in the
protected Indian market and with the variety and nature of
fiscal and monetary concessions and subsidies, the large scale
organized sector is still able nevertheless to flourish
regardless of this vast squandering of resources. If the sector
can flourish in this manner, implying much private gain and much
social loss, in spite of such gross inefficiencies, it calls for
a deeper inquiry. This must involve an examination of the wvery
rationale of policies being pursued and the structure that today

exists for planned national development.

On the other hand, the Survey brings into the limelight
violations of the ILS are more prominent in the case of
Transnationals and Indian Monmopoly Houses. The viclations are of
various kinds. If the ILS is operationally ineffective it is
time that one considers the available poliey alternatives and a

coordinated action plan to remedy the situation.






CHAPTER-TV

REPORTING OR INDUSTRIAL, CAPACITIES -~— A REVIEW

OF COMPANY ANNUAL REPORTS
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For unearly a decade it has been a legal obligation on
corporate entities to disclose a good deal of additional
information on different aspects of the working of the
enterprizes. The information has to be a part of the Annual
Peport on Profit & Loss Account. Inclusion of information on the
inustrial licences held, capacities installed and actual
production of the goods wmanufactured hy the company is a part of
this obligation.l While reporting data on capacities and
production the companies very often provide explanatory notes and
the views they hold with regard to the size of the suthorized
industrial capacities and production as also the applicability or
otherwise of the IDRA. This Chapter presents the main findings

of a scrutiny of nearly 2,000 Annual Reports.2

In assessing the degree of effectiveness of the Industrial
Licensing System (ILS) on the hasis of information disclosed in
the Company Annual Reports it is of importance to keep in mind
that the primary decision whether a product is under the
Scheduled Industry list, to attract the provisions of the IDRA,
or not is that of the cowmpany managements. The responsibility to
ensure that false claims are not made by the reporting companies

would rest with the Ministry or Department of Company Affairs.

1. The Covernment of TIndia vide the NWotification No. G.8.R. 404
(F) dated Qctober 30, 1973 8ffected a number of changes in
the items on which information has be disclosed in the
‘Balance Sheets’ and ‘Profit and Loss Accounts’ of corporate
bodies. This called for more information to be made public.
Inter alia, the Notification requires to companies to
TuTHisH d€tails regarding their licensed and installed
capacities, the actual production made during a financial
year, and earnings and expenditure of forein currency as
part of the ‘Notes” to the "Profit and Loss Accont’. For
ﬁurposes of disclosure, the items for which the company is

olding separate industrial licences shall be treated as
separate classes of goods but where a company has more than
one industrial licence for 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 & Company
Affairs, Companies Act, 1956 (As modified upto the lst July,
1973), 197687 3417

2. The 2,000 companies are the ones for which the Corporate
Studies Group could obtain the Annual Reports.






The administration of the IDRA, however, 1is the primary
responsibility of the Ministry of Industry (Department of
Industrial Tevelopment}. If a unit undertakes manufacturing of
products falling under a Scheduled Industry but does not apply
to the Central fovernment for grant of an appropriate industrial
licence, or if an undertaking does not possess an industrial
licence for the goods manufactured on the plea that the item was
not a Scheduled Industry, who would be the arbitrator?3 It is
not very clear. Similarly, the nature of action that can be
taken against these who give false information under the

Companies Act regarding the oblifations of another statute {i.e.

INPPA)Y is a matter which can be decided by legal experts alone.
This Chapter only points out the contradictions in the
information and the reporting practices in the organized
corporate sector. The main thrust of this Review is to highlight
rarious shortcomings of the ILS -~ as these get disclosed from

the information provided by the companies themselves.

Claim of No.—Applicability

Whileﬂundeftaking the Review we came across a large number
of cases in which the companies have stated that they did not
require industrial licence for marv of the goods manufactured by
them. Against the column in the Company Anpual Reports, where
the company hag specifically to state the precise licensed
capacity, the comment made is: "Not Applicable” or a mere dash.
An illustrative list of companies claiming non-applicability of
INRA, at one time or the other during the last few years, is

shown in Appendix-V.4 This being & technical matter the

3. The fact that the government does not have a policy to deal
with such cases is evident from the statement of the Union
Minister for Petroleum, Chemicals in the Rajya Sabha
rggarding the action that can be taken aﬁainst companies
like PfizZer (31 drugs), Claxo (26 drugs), Parner-Hindustan
{23 drugs) which were found to be producing items without
proper authorizations. The Minister stated that a decision
on such unauthorized production could he taken only after a
%8E%ral policy was formulated. Cf. Times of India, July 20,

4, fome companies, including Searsole Chemicals, Mahindra
Sintered Preducts, and furi 4 Nayar, however, reported
licensed/registered capacities in sabsequent vears.
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correctness or otherwise of the company’s claim can only be
serutinized by the DGTD or other competent agencies. It is,
however, strange that one comes across, on the one hand,
companies claiming that the licensing system was "not
applicable”, for production of a product while there are others
holding Ilicences for the production of the same product. For
instance, while Fastern Abrasives Ltd. (See Appendix~V) claims
that for maﬁufacturing Ycoated abrasives' the licensing
provisions were "not applicable", its parent company, Carborundum
Universal Ltd., held a licence for the same very product for a

quantitvy of 1,50,000 reams.5 Few more examples of this type are:

(i} Hindustan Lever claims that licensed capacity is not
applicable for ghee because it was a non-Scheduled
industry, but Sabarkartha District Co-operative Milk
Producers” Union Ltd. held a Substantial Expansion
licence containing a sub-limit of 4,000 tonnes capacity

of ghee vide CIL:95/81 dt: 6.5.81 (798/79);

(ii) While Bharat Bijlee claimed that licence is not
required for manufacturing "l1ifts’, the Otis Ltd. inm
its Annual Report for the year 1979 reported a licensed

capacity of 75% "lifts’ per annum:

(iii} While Carew & Co. stated that distilling of ‘spirit’
does not come under licensing, New Swadeshi Sugar Mills
in its Annual Report for the year 1980 reported a
licensed capacity of 22,700 litres of ’spirit’ per day:

(iv) While Coromandel Garments claimed that for ‘garments’
licensing is not applicable, Rallis India in its
Annual Report for the year 1979 reported a licensed

capacity of 8.40 lakh numbers of the same item;

5. Carborandum Universal Ltd, Annual Report, 1979, p. 24.




§2

{v) While Rallis India claimed that licensing is not
appiicable for mixed fertilizers, Adarsb Chemicals &
Fertilizers Ltd. reported a licensed capacity of 25,000
tonnes of the same product in its Annual Repert for the

year 1879. (p. 22).

{vi) Yoth East India Carpet Co. Ltd., a2 subsidiary of the
Oriental Carpet Mfrs. Co. Ltd. and Modi Carpets Ltd.
report preduction of carpets. While the former clalms
that "licensing is not applicable to this industry",
the latter reports a licensed capacity of 25 lakh
pounds of "Tufted Carpet/Yarn” in its Amnual Report for

the year 1980, {p. 29).

The companies reporting "non-applicability” of the I1S could
be doing so either because they claim to be constituents of the
small scale sector or because according to them the product did
not fall under the Scheduled Industries category of the IDRA or
that the company enjoys a special exemption from the IDRA. Since
Imost of the companies do not give the precise reason for non-
applicability, it is not possible to say how many cases coul