2

Evolution of Industrial Policy

Some Modifications

For about a decade after independence, the management of industrial policy
was comparatively free from controversy except in the political arena, mainly
because the contradictions in policy had not yet surfaced. During those years
India enjoyed a comfortable foreign exchange position, and there were many
cases where the government did not strictly adhere to its regulations over the
private sector, thus showing a less than rigid attitude toward private industry.
For example, a sugar factory was permitted to import over 90 per cent of its
equipment. In the cement industry, a turnkey project was allowed in order to
attain rapid growth in the industry.! Other examples were cited in the preced-
ing part of this paper. All indicate a flexible government approach toward pri-
vate industrial activity.

It was during the Third Five Year Plan (1961 —66) that the atmosphere start-
ed to change. During this period the economy began to experience mounting
difficulties and there was a growing realization that a policy change was need-
ed. A good deal of lively debate and discussion took place over industrial poli-
cy and the pattern of economy to be pursued. The latter issue revolved around
such problems as the role of government in economic management, relations
between the public and private sectors, and the introduction of foreign capital
and technology. A second major issue was the problem of economic concen-
tration. Since this issue was viewed as solely involving the private sector and
closely connected with the political issue of social justice, it naturally caused
much heated discussion. Several committees of inquiry were established to look
into these issues. An examination of their reports along with the changes that
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took place in industrial policy shows that toward the latter half of the 1960s,
flexibility and realism exhibited hitherto in economic management was pushed
into the background, while modifications of existing policy became the primary
approach to policy formulation.

The Swaminathan Committee

Problems began to arise with the IDRA following its introduction, and these
were seen as largely arising in the procedural area, particularly delays in issu-
ing licenses and the complicated application system. Another problem was the
country’s constantly deteriorating foreign exchange position which stimulated
debate over the effective allocation of scarce resources.

Hanson observes that licensing was of little practical importance until the
period of the Second Five Year Plan when resources for both the public and
private sectors became extremely scarce.” Marathe takes a similar view, observing
that the licensing mechanism as well as the release of foreign exchange for im-
port equipment were relatively uncomplicated during the first few years after
the IDRA came into force. During this period he says that a great deal of time
and effort had to be spent dealing with the so-called Registration Certificates
provided for under Section 10 of the IDRA which concerned the registration
of existing industrial enterprises.> The clearance of foreign exchange for the
import of raw materials and capital goods became difficult after 1958 when
foreign exchange constraints began to surface.* Table 2-1 shows the rapidly de-
teriorating trend in foreign exchange reserves from 1950/51 to 1968/69. The
government became greatly alarmed over the critical external payments posi-
tion which plagued the country from the late 1950s onward.

Delays in issuing licenses was a major difficulty. Originally licenses were sup-
posed to be issued within three months after application, but it commonly took
five months. One reason was the time needed to get clearance from the various
offices in the government. Another cause was deficiencies in the application
forms. There were also problems of companies failing to commence produc-
tion after obtaining licenses, of using licenses as *‘insurance,” or denying them
to potential competitors and of deficiencies in the criteria used for issuing
licenses.®

In an effort to deal with these problems, the government in September 1963
appointed T. Swaminathan to chairman of a committee which was to review
the procedures governing (1) the establishment of additional industrial capaci-
ty under the IDRA, (2) the import of capital goods, (3) the issue of capital,
and (4) foreign investment and collaboration. The committee was to suggest
modifications to reduce delays in these procedures.

The committee submitted its final report on March 18, 1964.° To simplify
procedures, it recommended the submission of two applications for industrial
licenses. One would be a preliminary application enabling the speedy issuance
of a ““letter of intent”’; the other would be the final application submitted at
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the time of the issuance of a formal industrial license. The consideration which
guided the committee’s suggestion for two applications was that at the time of
initial application, entrepreneurs usually did not have a clear, detailed picture
of all the items prescribed in the application form. Another recommendation
was that whenever the availability of foreign exchange was not the main limit-
ing factor, after the issuance of a letter of intent, all subsequent clearances should
be given within three months from the date of receipt of an applications.” The
committee also suggested that industries which did not import capital goods
and/or raw materials should be exempted from the licensing provisions of the
IDRA.

The government accepted these recommendations, and eleven industries were
exempt from licensing in May 1966. In November 1966, twenty-nine more in-
dustries were exempt. The main reasons behind the exemptions were the need
to create additional capacity, exploit export potential, and increase agricultur-
al production.® The government did not accept all the committee’s recommen-
dations. It rejected the two application system.

Since the review undertaken by the Swaminathan Committee was confined
to procedural matters, there naturally was a limit in the scope of its recommen-
dations. This limit was crucial especially when the role and purpose of indus-
trial licensing were being called into question in an industrial environment which
had changed considerably since the enactment of the IDRA. The change in the
industrial environment necessitated new committees and commissions to go into
the problems of the industrial licensing system from a much wider perspective.
The time coincided with a worsening of the economy as a whole, unsatisfacto-
ry industrial growth and a deterioration in the balance of payments.

The Mahalanobis Committee

In February 1964, a month before the Swaminathan Committee report, the
government received a report from a committee chaired by Mahalanobis which
since October 1960 had been studying the trends and changes in the distribu-
tion of income and wealth in the economy and the concentration of economic
power. The committee had made a study of the assets of twenty large industri-
al groups during the first decade of planning from 1950 to 1960.°

In its report the committee defined two types of concentration. One was
“product-wise’’ or localized concentration; the second was the concentration
of wealth and the means of production. The report showed that in the Indian
economy, a small number of groups which controlled only a small part of the
economic resources could exercise a disproportionately large influence over the
economy, and could exercise economic power which could not be measured by
the mere ratio of concentration.'? In other words, the committee observed that
a small number of individuals or groups who held a concentration of economic
power did not need to command individually a large share of the nation’s ag-
gregate capital, income, or employment in order to exercise economic power.
A noteworthy feature of the report was its somewhat positive attitude toward
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concentration. Taking into account the economies of scale, the scarcity of
resources, the need to achieve maximum utilization of these resources, and the
relatively small size of the market, the committee concluded that any attempt
to reduce the degree of concentration by breaking down economical large-size
production enterprises into numerous uneconomical small-size production en-
terprises only lead to economic waste.!! This positive attitude was exhibited
again in the report of the Monopolies Inquiry Commission which will be dis-
cussed in the following section, but did not show up in actual policy formula-
tion because of its politically negative implications.

The Monopolies Inquiry Commission

During the Third Five Year Plan (1961-66), the government felt compelled to
go into the issues of monopolies and restrictive trade practices as well as the
concentration of economic power. For this purpose, the Monopolies Inquiry
Commission was set up in 1964, and it presented its report in October 1965.12
The commission was set up to:

(1) examine the extent and effect of the concentration of economic power
in private hands and the prevalence of monopolistic and restrictive practices
in important sectors of economic activity other than agriculture: special refer-
ence was to be given to (a) the factors responsible for such concentration and
monopolistic and restrictive practices, (b) their social and economic conse-
quences, and the extent to which they might work to the detriment of the com-
mon good;

(2) suggest legislative and other measures that would be considered neces-
sary to protect essential public interests and the procedures and agencies for
the enforcement of such legislation.!?

The report dealt more with the matter of concentration than with monopolistic
and restrictive practices. The commission defined two types of concentration
which were different from those defined by the Mahalanobis Committee. The
first was ‘‘product-wise’” or ‘‘industry-wise’’> concentration; the second was
‘‘country-wise’’ concentration. The former type was one where the production
and distribution of any particular commodity or service was controlled by a
single concern or a limited number of concerns. The second type of concentra-
tion was one where a large number of concerns engaged in the production, or
distribution of different commodities was controlled by one individual, fami-
ly, or group of person.!*

The commission listed the following causes for concentration:

1. The tremendous growth of technology gave large producers the ability
to control large amounts of capital.

2. The tendency of industrialists to seek a commanding position and achieve
greater control over capital.

3. The possession of managerial skills was a source for concentrating eco-
nomic power.
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4. Investments by one corporation to acquire the assets, or shares of another
corporation led to concentration.

5. The Second World War and the need to produce war materials gave big
industrialist an opportunity to expand capacity, providing a chance for
concentration.

6. The planned economy itself was a major factor for increasing concen-
tration. Big business was at an advantage in securing licenses for start-
ing new industries or expanding existing capacity.'®

Monopolistic and restrictive practices were not greatly dealt with in the report,
and this part was limited to only a few important private industries. The com-
mission defined a monopolistic practice as one where a person enjoying a
monopolistic power uses that power to benefit himself. Any action, understand-
ing, or agreement tending to or calculated to preserve, increase, or consolidate
such power should be construed as a monopolistic practice. A restrictive prac-
tice was defined as one which obstructs the free play of competitive forces or
impedes the free flow of capital or resources into the production stream or the
flow of finished goods through the distribution system at any point before reach-
ing the final consumer.'®

One of the difficulties facing the commission was that the scope of study was
confined to the private sector only. Public sector enterprises which were well
positioned to exercise monopolistic and restrictive practices were excluded from
scrutiny. The commission did not comment on this exclusion, but it was appar-
ent that it had handicapped the study. By the mid-1960s the public sector had
expanded greatly under government protection which also tended to reinforce
the monopolistic and restrictive character of public sector enterprises. This was
contrary to the original idea that government policy was not ‘‘to protect’’ the
public sector, but to promote the mutual complementing of the public and pri-
vate sectors.

Compared with the limited scope given to monopolistic and restrictive prac-
tices, that dealing with concentration was much wider. The commission’s un-
derstanding of concentration was strongly preconditioned by the existing
ideology which regarded the concentration of economic power as entirely evil
to the economy and society. Nevertheless the commission rejected the idea that
big business alone was responsible for all economic problems and argued in-
stead that such concentration had promoted India’s economic development. This
was particularly true where special advantage was given to start up and main-
tain capital-intensive industries, and also to obtain foreign collaboration. In
the commission’s opinion concentrated economic power could be expected to
make an important contribution to industrial development. Thus the commis-
sion saw that there was a close relationship between rapid industrialization and
greater concentration of economic power. It therefore concluded that concen-
tration could be allowed to some extent if this helped to accelerate the pace
of industrialization.'’
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But the commission did not go beyond this evaluation of economic concen-
tration. The reason was partly because such evaluation was outside of the scope
of its study, but also because the commission was well aware of the general
dislike in India for economic concentration. This ambiguity of seeing positive
aspects in economic concentration which ran against the prevailing ideology
led the commission to make the ambivalent conclusion that the ‘“bright picture
of what concentrated economic power has achieved in the past and is fairly cer-
tain to achieve in the future must not however make us blind to certain evil
effects of such power on the country’s economy.”!®

This line of thinking was reflected in the commission’s recommendations.
These fell into two categories, non-legislative and legislative. Its non-legislative
recommendation were:

1. the establishment of a permanent body with duties and responsibilities
to watch for and guard against concentrations of economic power, and
monopolistic and restrictive practices,

2. maintaining a proper distribution in the issuance of import licenses,

3. taking appropriate measures to protect consumers against exploitation
by monopolistic enterprises,

4. using countervailing action by the public sector to prevent concentrations
of economic power on the condition that the efficiency of the public sec-
tor existed and increased, and

5. encouraging small-scale industries.!®

The commission also looked into the licensing system and concluded that
abolishing the system would not diminish the concentration of economic pow-
er by removing the main obstacle to the free entry of entrepreneurs. The com-
mission thought it impractical to abolish the system because it was already an
integral part of economic policy. Instead, it recommended that the licensing
policy be “‘liberalized”’ in order to streamline the procedures for granting
.censes. This was similar to the suggestion for ‘‘liberalization’’ proposed by
the Swaminathan Committee.?’ Based on the suggestion, the government made
some systematic effort between 1966 and 1969 to relax its licensing policy. In
May 1966 a list of industries which were exempted from industrial licensing was
announced. The list was enlarged in July 1966 and again in November 1966,
and by May 1969, forty-one industries had been exempted.

The commission made two major legislative recommendations. The first was
a proposal to set up a watchdog system centering on a permanent body which
was to guard directly against restrictive and monopolistic practices.?! The se-
cond was a proposal for legislation to be passed which would carry out the
recommendations. The commission also produced the draft of a bill known as
the Monopolies and Restrictive Trade Practices Bill, 1965 which called for the
establishment of the proposed permanent body named the Monopolies and Res-
trictive Trade Practices Commission.

Following these recommendations, the government passed the Monopolies
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and Restrictive Trade Practices Act in 1969 which introduced a new era of tighter
government control over large private enterprises.

An important feature of the Monopolies Inquiry Commission, which shows
a great deal about how the role of government in the economy was viewed,
was its restriction to examining the private sector only. This was at a time when
the public sector in the economy was growing rapidly due to national develop-
ment planning and government efforts to build up a ““mixed economy”’ in the
country. The commission made a few references to the public sector, such as
when it cited cases where the public and private sectors had to compete against
each other; here the commission noted that the government tended to give
preferential treatment to the public sector, but it made no particular recom-
mendation, only expressing the hope that the government would seriously con-
sider whether the public sector should be allowed to enjoy special immunity
or whether it should be treated in the same manner as the private sector.?? This
attitude and approach to the public sector was based on the firm ideological
assumption that ‘‘monopoly by the state’” was absolutely good for the econo-
my. This assumption had started to solidify during the preceding period and
would become one of the strongest characteristics of economic policy in the
succeeding period.

The Hazari Report

The first comprehensive study of the licensing system under the IDRA was un-
dertaken by R.K. Hazari who was appointed by the Planning Commission in
July 1966. The study had two objectives:

(1) to broadly review the operation of the licensing system under the IDRA
over the previous two five-year plans, and to examine the system more closely
during the previous six to seven years including the orderly phasing of licensing
with targeted capacity;

(2) to suggest where and in what directions modifications could be made in
the licensing policy given the existing stage of economic development.??

Hazari submitted his final report in September 1967, The report covered in-
dustrial licensing from 1959 to June 1966 with detailed breakdowns of data for
individual states, 200 industrial products, 99 categories of industrial ‘‘houses”’
or groups including co-operatives, state governments and government compa-
nies, three types of industrial licenses (new enterprises, substantial expansion,
and new articles), and varying amounts of investment. The frequency of for-
eign collaboration was estimated for 1959, 1960, and 1964.

The Hazari Report’s contribution to academics is its analysis of the data on
the licensing system at the state, industry, and industrial group level. I am not
going to deal with this data since my main purpose is to trace the trend and
change in policy. Moreover there are already a lot of contributions by quite
a few scholars who have added to Hazari’s analysis. | am going to discuss primar-
ily the policy aspect in the Hazari Report.
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One of the interesting issues of the licensing policy is the kind of role it could
play in the economy. As Hazari pointed out, the major assumption in the IDRA
was that growth and allocation of resources could be looked after wholly or
mainly by administrative guidance, promotion, and control, but the market
mechanism was hardly taken into consideration. Hazari argued that this as-
sumption was justified where the market mechanism could not deliver the goods,
especially in the absence of an adequate infrastructure, direct government par-
ticipation in industry and trade, and planned manifestation of interdependent
growth of various sectors.’*

Generally speaking, the main objectives of industrial planning was to minimize
the total cost, both internal and external, of the industrial program, and to max-
imize the total output in relation to investment and input. The industrial licensing
system was supposed to contribute to these objectives. So the inevitable ques-
tion that arose was how administrative measures, such as channeling invest-
ment and determining output, could be effective in the presence of a strong
market mechanism which determined investment and production for the most
part via its own mechanisms. This question was not seriously raised at the time
the IDRA was enacted in 1951 because, as Hazari explained, the scale and com-
plexity of the economic activities that the public and private sectors became
involved in and the acute shortage of foreign exchange that developed were prac-
tically unforeseen in the early fifties.>

As plans for industry acquired significance, the essentially negative instru-
ment of licensing assumed a positive role of being the principal administrative
instrument and sanction for projecting the installation of capacity up to or near
the targets laid down in planning. At this point Hazari brought up a serious
theoretical question on the contradiction between administrative controls and
the market mechanism over determining the share of resources and production.
He set forth his explanation clearly saying that ‘‘in a mixed economy, with a
relatively small but fast growing public sector in industrial production, and a
large but not so fast growing private sector subject to various administrative
controls, the allocation of resources is guided by a combination of market forces
and administrative directions. Since the private sector generates the bulk of
resources which are a common pool upon which both public and private sec-
tors draw and since economic activity takes place in a traditionally free environ-
ment, it is obvious that the market mechanism is in fact of greater importance
than administrative fiat.’’2®

Based on the above conclusions, Hazari examined the shortcomings and defi-
ciencies of the licensing system in relation to industrial planning in the follow-
ing manner:

1. There was no overall policy guidelines to reinforce and supplement
planned targets which indicated the capacity and output to be achieved.

2. In the absence of well ordered priorities and flexibility in interrelated pro-
grams at different levels, there was a tendency to rely on various ad hoc
criteria.
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3.

. The maintenance or reshuffling of three lists of ‘‘rejection,

INDUSTRIAL DEVELOPMENT POLICY

In attempting to cover nearly the whole range of large-scale industrial
development, licensing inevitably lost sight of the relative importance of
different projects and/or products.

>’ “‘merit,”’
and “‘relatively free,”” which euphemistically passed as an industrial licens-
ing policy, had nothing to do with priorities of their fulfillment of actu-
al fructification of licenses. These lists are based on the historical or
contrived accident of the pace of previous licensing in relation to end-

plan targets.

. The basic idea of a license was that it represented a social sanction for

drawing scarce resources from the national pool for a project of signifi-
cant size. To the extent that licenses or letters of intent had not in fact
been utilized implied that licensing had not performed this function.?’

Hazari then made a number of recommendations to overcome these deficien-
cies. These recommendations covered much more than just the licensing sys-
tem and included the planning process and fiscal policy. The following are the
recommendations Hazari made:

1.

The Planning Commission had to lay down the criteria for fixing priori-
ties and suggest the broad policies on taxation, credit, prices, and the
allocation of foreign exchange required to fulfill the targets.

. The government should preempt foreign exchange and rupee resources

after deciding priorities and selecting a few basic industries/projects; it
then had to allocate resources for these.

. The planned targets computed on a macro-economic basis had to be con-

sistent with projected capacity, output, and returns for major individual
programs and projects.

. Better and more effective use needed to be made of the technical servic-

ing capacity of the DGTD.

Industrial programs had to specify in advance the industries where the
setting up of new capacity or the substantial expansion of output from
existing capacity was amenable to regional allocation, so that more ef-
fective utilization of resources was possible.

. Large industrial groups did not need to receive assistance from financial

institutions.

. In fiscal policy, tax concessions had to be adjusted to match planned pri-

orities and profitability.

. Credit planning had to be consistent with planned priorities and the ob-

jective of reducing the concentration of economic power.

. Any project with a total fixed investment of 10 million rupees and above

or having a capital goods import component of 2.5 million rupees and
above would be considered for government approval if it was supported
by a thorough feasibility report.?®

One of the distinguished points of Hazari’s report was his attempt, especial-
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ly in his recommendations, to look at the problems of the licensing system from
the wider perspective of economic structure and to locate the problems in the
economic planning area rather than only in the licensing policy. What he envi-
sioned was the effective allocation and utilization of resources within prevail-
ing economic conditions. For this reason his recommendations centered more
on the planning system, government institutions and the fiscal system. Hazari
explained this by stating that ‘‘the policy adopted for modification of the scope
and mechanism of licensing is a relatively secondary matter because most of
the defects of licensing policy appear to have arisen from planning deficiencies
though administrative complications, too, have made their contribution.”?’

Hazari offered suggestions on the scope of licensing, but here he was careful
enough to say that they needed to be consistent with the planning approach
which he suggested in his report. Thus he raised a crucial question which con-
cerned not only the fundamental issue of the licensing system but of the whole
mechanism of economic planning. However the question he raised was not and
still has not been adequately answered, because it was too fundamental a
question.

I am not going to go into the details of Hazari’s recommendations in this
study. Instead, I am going to look at his analysis of several modifications to
the licensing system. My purpose here is to focus on problems which would
become a big burden in the later period.

Hazari took up the issue of industries and products which had been exempt
from licensing on the grounds that they required little foreign exchange. He
also took up the issue of substantial expansion which had been increased in
1966 from 10 to 25 per cent of existing licensed capacity subject to no addition-
al expenditure of foreign exchange and to some other criteria. He was critical
of these modifications to the licensing system because they were concerned
primarily with conserving foreign exchange rather than with channeling invest-
ment which was the original purpose of the IDRA.*’ For this reason he expressed
reservations about ‘liberalizing’’ the licensing system along the lines recom-
mended by the Swaminathan Committee as well as the Monopolies Inquiry Com-
mission since their recommendations had not been worked out from the wider
perspectives of economic planning. Hazari did not see any rationality in this
kind of “‘liberalization.”’ It lacked sufficient coordination with the priorities
and targets set by the planning authority whose aim was to attain efficient utili-
zation of resources and rapid economic development.

The idea that the government could assume the biggest responsibility for de-
veloping the economy through planning was based on the belief that it was feasi-
ble for the government to control the allocation of resources, the size of
production and the distribution of goods in a planned way. In a mixed econo-
my, this system is supposed to work though a network of collaboration between
the public and private sectors, but strong administrative devices are required
for the system to run smoothly. In India this was supposed to be done by the
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licensing system under the IDRA. The licensing system, when it was designed,
was seen as playing crucial role in planned economic development. This creat-
ed a situation where, if something went wrong in economic development, the
administration sought to remedy the trouble by modifying the licensing system
and resorting to other devices that increased government control over invest-
ment, production, and distribution which in turn induced more detailed and
complicated procedures. Most of the modifications to the licensing system af-
ter the enactment of the IDRA come about this way. But Hazari’s suggestions
in his report were different from these conventional modifications. He did not
confine himself to minor modifications or ‘‘liberalization’’ of the system. He
suggested a comprehensive change in the developmental planning structure and
administrative setup. It was difficult for the government to accept such sugges-
tions. Instead it continued to follow its conventional approach of resorting to
modifications, and the Hazari Report had virtually no impact on policy; however
the report’s academic value has continued to grow.

The Hazari Report did help bring about one result, although this was not
directly related to the licensing policy. Hazari proposed the nationalization of
commercial banks. He wrote that, ‘‘at the risk of overstepping my terms of
reference, [ should express my doubts about the viability of carrying through
the suggestions so long as many of the major credit institutions are under the
direct control and influence of those who might suffer under the suggested ar-
rangement. It would be difficult to undertake credit planning uniess the linked
control of industry and the banks in the same hands is snapped by nationaliza-
tion of banks.””>! When the government nationalized fourteen commercial banks
in July 1969, its explanation for nationalization was quite similar to Hazari’s
reasoning. Thus one of his suggestions was realized, but it was only a fragmen-
tary realization and not at all in accordance with Hazari’s fundamental idea
for a total revision of planned economic development.

Report of the Industrial Licensing Policy Inquiry Committee

In May 1967, the Ministry of Industrial Development made an announcement
in the Rajya Sabha (Upper House) that a committee was being appointed to
reexamine the functioning of the licensing system and the advantages some of
the ‘‘large industrial houses’’ obtained through it. The committee was set up
in July 1967 as the Expert Committee on Industrial Licensing to inquire into
the working of the industrial licensing system during the previous ten years.*?
The committee was later renamed the Industrial Licensing Policy Inquiry Com-
mittee and was under the chairmanship of Subimal Dutt. The committee was
to undertake the following tasks:
1. to inquire into the functioning of the industrial licensing system during
the previous ten years and to ascertain whether larger industrial groups
had an undue advantage over other applicants,
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2. to assess the extent that licenses issued to larger industrial groups had
actually been implemented,

3. to examine the extent that licenses issued had been in accord with govern-
ment policy as set down in the IPR of 1956, particularly regarding the
regional dispersal of industries, the growth of small-scale and medium
industries, and the policy of import substitution, and

4. to find out whether the policies followed by financial institutions had
given any undue preference to larger industrial groups.>?

The objectives of the Dutt Committee were basically the same as those given
to Hazari. The differences were that the Dutt Committee’s scope was more ex-
tensive and it put more emphasis on examining the benefits that larger indus-
trial groups were supposed to enjoy under the licensing system. This second
matter had also been taken up by Hazari in his report. In fact the Hazari Report
had devoted more attention to analyzing this matter than it had to procedural
problems in the licensing system. Looking at the objectives of the Dutt Com-
mittee, one gets the strong impression that they were exactly what Hazari had
tried to examine. This in turn makes it appear that the government had to set
up another committee on a bigger scale to examine the same matters because
it could not accept the conclusions and recommendations of the Hazari Report
which had proposed a comprehensive revision of the whole planning mechanism.

The government was also facing unfavorable economic conditions. The Se-
cond Five Year Plan (1956—61) had ended suffering from the adverse effects
of bad weather, a balance of payments crises, and rising prices. The Third Five
Year Plan (1961—66) had also suffered from poor agricultural production and
had shown signs of industrial stagnation. This deteriorating economic perfor-
mance can be seen in Tables 2-2 and 2-3. Table 2-2 shows the change in net
national income and per capita national income. The annual growth rate of
net national income is low with severe fluctuations and that for per capita in-
come is stagnant or negative in many years which indicates a deteriorating econ-
omy. Table 2-3 shows the deepening crisis in the balance of payments. The
worsening balance of payments position forced India to devaluate its currency
by 36.5 per cent in 1966. This devaluation caused further adverse effects on
the economy.

Given the worsening economic conditions, it would seem the Dutt Commit-
tee was set up as a face-saving act on the part of the government. It had reject-
ed the recommendations of the Hazari Report because they were politically and
ideologically unacceptable, so the government took another step which looked
beyond what Hazari had concluded and proposed. In other words, the conclu-
sions of the Dutt Committee could be seen as more or less predetermined be-
cause of the circumstances under which it was created. This is apparent from
the scope of the study itself. Emphasis was on preferential treatment the licens-
ing system gave to larger industrial groups and the non-implementation of is-
sued licenses on the part of larger industrial groups. Furthermore, three out
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TABLE 2-2
NATIONAL INCOME: 1948/49 1O 1966/67 (AT 1948/49 PRICES)
Net National Product Per Capita National Product
Value Annual Growth Value Annual Growth
(Rs. 1 Billion) Rate (%) (Rupees) Rate (%)

1948/49 86.5 249.6

1949/50 88.2 2.0 250.6 0.4
1950/51 88.5 0.3 247.5 -1.2
1951/52 91.0 2.8 250.3 1.1
1952/53 94.6 4.0 255.7 2.2
1953/54 100.3 6.0 266.2 4.1
1954/55 102.8 2.5 267.8 0.6
1955/56 104.8 2.0 267.8 0.0
1956/57 110.0 5.0 275.6 2.9
1957/58 108.9 -1.0 267.3 -3.0
1958/59 116.5 7.0 280.1 4.8
1959/60 118.6 1.8 279.2 -0.3
1960/61 127.3 7.3 293.2 5.0
1961/62 130.6 2.6 294.3 0.4
1962/63 133.0 1.8 293.1 -0.4
1963/64 139.5 4.9 300.6 2.6
1964/65 149.8 7.4 315.6 5.0
1965/66 147.0 -1.9 302.7 —-4.1
1966/67 149.8 1.9 301.4 -0.4

Source: Government of India, Economic Survey, 1970/71 (1971), Table 1.1, p. 77.

of the four items the committee was to look into referred to “‘larger industrial
houses’” or groups. Therefore, it is not surprising that the Dutt Committee came
out with affirmative conclusions on these issues.

The following were the main deficiencies the Dutt Committee found in the
functioning of licensing policy:

1. Licensing authorities and financial institutions lacked clear instructions
on the treatment of applications from large industrial groups to prevent
the concentration of economic power. As a result large industrial groups
were favorably treated.

2. There was a lack of clarity about the relation of the licensing system to
planned targets and to the created capacity. There were many cases of
granting licenses with more capacity than projected in the plan.

3. The licensing system was ineffective in controlling import substitution
and foreign exchange savings.

4. The licensing system played only a limited role in regional dispersa

The committee supported the continuation of the licensing system. To re-
move the defects mentioned above, it proposed a list of changes and clarifica-
tions in the function of licensing policy.

1. The licensing system was to be used to prevent economic concentration
in the hands of large industrial groups. The system had to be used for

1.34
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specific purposes, viz., granting or refusing permission to start a new
industrial enterprise or to expand existing capacity.

2. Where a very large proportion of the cost of a new project was going
to be met by public financial institutions either directly or through their
support, such projects were to be set up in the public sector. Where the
government had to permit such projects in private sector, these were to
be treated not as private sector projects, but as ‘‘joint sector’’ projects
with the state taking an active part in direction and control.

3. Licensing decisions affecting industries in the ‘‘core sector,”” which was
made up of basic, strategic, and critical industries supporting economic
development, had to be determined within the framework of the plan
for that sector.

4. The licensing system had to be used to promote regional dispersal and
to protect small industries.

5. The ““middle sector,”” made up of industries not in the core sector or
in the banned sectors including the reserved sector for small-scale indus-
try, could be left open except for larger groups with total assets exceed-
ing 350 million rupees®> and foreign concerns.>®

The committee advocated a ‘‘three sector approach” (core sector, joint sec-
tor, and middle sector) under which licensing would be used as a ‘‘positive’’
instrument for industrial planning in the core sector, but as a ‘‘negative’’ in-
strument in the other two sectors to check the entry of larger industrial groups
whose assets exceed 350 million rupees.®” This approach created some confu-
sion about the nature of the report as to whether it was pro-large industrial
groups or anti-large industrial groups. The political motivation behind the com-
mittee was certainly anti-large industrial groups and most of the studies on the
Dutt Committee report have drawn attention to this fact. However the report
can also be seen as opening up the closely guarded core sector to investment
from large industrial groups. Moreover, since the Dutt Committee’s policy em-
phasis was on stimulating the core sector, any impression of inviting invest-
ment from large industrial groups into this sector could be construed as
encouragement for large industrial groups.

The Dutt Committee had been set up in the midst of a badly deteriorating
economic situation, and because of ensuing political instability, the government
was unable to implement the Fourth Five Year Plan as scheduled. It had to
resort to annual plans for the three years from April 1966 to March 1969. In
September 1967 the Planning Commission was reorganized under its deputy
chairman, D.R. Gadgil. The Fourth Five Year Plan (1969—74) was finally in-
troduced in April 1969. The Dutt Committee submitted its report in July 1969.%8
Based on the recommendations of the committee, the government modified the
IDRA in 1970.

The government’s position on the Dutt Committee report was set forth in
the Fourth Five Year Plan. It stated that the regulation of industrial develop-
ment had to be considered primarily in relation to the allocation of foreign ex-
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change; at the same time however it was advantageous to allow the market much
fuller play within the broad framework of controls in strategic areas.>® This
statement could be viewed as a dual strategy based on the licensing system or
as a conflicting orientation in policy. Whichever view one took, they both point-
ed to a system that was bound to be plagued by inconsistencies and conflicting
problems in the years and decades to come.

There emerged during the 1960s a widespread realization brought out in the
various studies and committee reports*® that the restrictive character of licens-
ing policy to check the expansion of large industrial groups had not been effec-
tive. Despite this fact, the Dutt Committee’s proposal once again expected the
restrictive instrument of licensing policy to control large industrial groups. This
failure to present any viable proposals to cope with this crucial issue stripped
the committee of its rationale, and the essence of its recommendations could
be interpreted, at best, as a desire to promote large industrial groups in a con-
trolled way.

The proposed strategy by the Dutt Committee was, of course, meant to con-
trol the concentration of economic power, but it also consisted of steps to
strengthen the large industrial groups although in the limited field of the ‘‘core
sector.”” Such a strategy undermined the basic regulatory framework of pri-
vate investment which inevitably created contradiction and confusion. This was
reflected in the revised industrial licensing policy of 1970 and again in the re-
vised policy of 1973. The enactment of the Monopolies and Restrictive Trade
Practices Act of 1969 discussed below also necessitated the modification of licens-
ing policy. On top of these the government had to also issue a number of press
notes and notifications to cope with the growing list of deficiencies and am-
biguities created by its ideologically inspired licensing system.

The Monopolies and Restrictive Trade Practices Act

The Monopolies and Restrictive Trade Practices Act (MRTPA) was drawn up
based on the draft produced by the Monopolies Inquiry Commission (discussed
earlier). The bill*! was passed by the Rajya Sabha (Upper House) on July 22,
1969 and the Lok Sabha (Lower House) on December 18, 1969. The bill be-
came law when the president signed it on December 27, 1969, and it was enact-
ed by official notification in June 1970. Under Section 5 of the MRTPA, the
Monopolies and Restrictive Trade Practices Commission (MRTPC) was set up
in August 1970.

Though in the past there were many policy statements and regulations which
emphasized the need for restricting concentration of economic power, it was
the MRTPA that first took comprehensive steps to deal with this matter.

The MRTPA had three main objectives:

(a) to control concentrations of economic power that would be detrimental

to the public interest through the regulation of substantial expansion,
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the establishment of new industrial enterprises, mergers, takeovers, and
the appointments of directors,

(b) to control monopolistic practices of dominant or oligopolistic enterprises,

and

(c) to control restrictive trade practices carried on by two or more firms

through restrictive trading arrangements.

The MRTPA covered the following types of enterprises which were called
““MRTP undertakings’> or MRTP enterprises:

(1) Enterprises which either by themselves or along with interconnected en-
terprises controlled not less than one-third of the total goods or services of any
description, and also had assets of not less than 10 million rupees. These were
defined as ‘“‘dominant undertakings.”’

(2) Enterprises which, together with not more than two other enterprises, con-
trolled one half of the total goods or services of any description, and whose
assets exceed 200 million rupees. These were defined as ‘‘monopolistic under-
takings.”’

“‘Dominant undertakings’’ could be both ‘‘dominant’’ and ‘‘non-dominant
undertakings,”” but could have strong economic power. ‘‘Monopolistic under-
takings”’ might exercise only limited power over resources, but could be
dominant within their industries. Both types of ‘‘undertakings’’ were required
to register with the Department of Company Affairs; and along with the other
normal procedures set down in the IDRA and the Companies Act, these enter-
prises were also required to obtain government permission before they could:

1. substantially expand operations through issuance of fresh capital, through
installation of new machinery or equipment, or through an expansion
of assets,

2. expand capacity by diversifying existing operations through the produc-
tion of a new item,

3. establish interconnected enterprises which could either manufacture one
of the existing items of the enterprise or manufacture a new item,

4. merge or amalgamate with any other enterprise,

5. acquire, purchase, or take over the whole or a part of any other enterprise,

6. appoint directors from one’s own enterprise to the board of directors
of another enterprise.*?

Ahuja, who worked as a member of the MRTPC, points out that the main
emphasis of the MRTPC was to see that proposals take into consideration the
public interest. It was particularly concerned with the consequences of the con-
centration of economic power. The MRTPC looked at the following matters
when considering proposals from MRTP enterprises:

1. carrying out production by the most efficient and economical means; and
producing goods of the type, quality, volume, and price that best meet
the requirements of the home and overseas markets;

2. organizing supply in such a way that its efficiency is progressively in-
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creased, carrying out technical and technological improvements in produc-
tion, and expanding of existing markets and opening new markets;

3. ensuring the best use and distribution of men, material, and industrial
capacity in the country; and regulating the control of materials and
resources of the community to promote the common goods;

4. encouraging new enterprises as a countervailing force to the concentra-
tion of economic power, which by definition is a detriment to the com-
mon good; and

5. reducing disparities in development between different regions, particu-
larly those areas which have remained markedly backward.*

The substantial list of considerations shown above meant that the MRTPC
had to take many factors into consideration when deciding on proposals. Since
these considerations were neither clearly defined nor easy to carry out, it made
the task of the MRTPC difficult.

Soon after the enactment of the MRTPA, the government set up an inter-
ministerial Advisory Committee to lessen the burden on the MRTPC. The Ad-
visory Committee was to decide whether applications from MRTP enterprises
should be sent to the MRTPC for inquiry and report, or whether applications
should be approved or rejected without reference to the MRTPC. This seems
another typical example of the multiplication of authority as seen in the licens-
ing policy.

The MRTPA had its supporters and critics. One criticism concerned the cover-
age of the act, something Vakil saw as a major defect in the MRTPA. He pointed
out that under the act only large industrial groups in the private sector were
defined as dominant or monopolistic enterprises, while the larger enterprises
under government were excluded from the definition.** He argued that such
discriminatory treatment was against the spirit of Constitution and that all large
enterprises whether public or private should have been covered by the MRTPA.*°
Ahuja commented on the same issue, saying that the probable reason why en-
terprises under government control were exempted was because of the belief
and consensus that the development of public enterprises was decided as part
of development planning and thus for the public good. He also pointed out
that no such exemptions were in the Companies Act of 1956 or the IDRA of
1951.% What Ahuja did not mention, however, was that under the IDRA the
central government sector was exempt. But the real point here, as I noted in
Hazari’s observation and which I quoted in the section on the IDRA, there was
a tendency among state governments and public sector bodies to skip the proce-
dures of the licensing policy. Then with the enactment of the MRTPA, the public
sector was legally excluded from any scrutiny for monopolistic activities. In
later years this became a factor causing serious distortion in economic de-
velopment.

Lack of criteria and lack of definition of crucial terms were also a point of
criticism. Chaudhuri who analyzed the issue from the standpoint of being against
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concentration, basically supported the MRPTA but criticized the fact that there
had been no attempt to define the fundamentals of the concept of ‘‘concentra-
tion of economic power.”47 In a similar way, he criticized the function of the
MRTPC and the Advisory Committee also. He argued that much of the
MRTPC'’s role depended on what the government wanted it to be, and there
was nothing in the law which made it obligatory for the government to seek
the advice of the MRTPC or to accept it. Many others have expressed similar
opinions about this discretionary power on the side of the government. There
was inevitably doubt about the function of the Advisory Committee which lacked
any criterion to follow when it had to make decisions. It was quite similar to
the defect that the Licensing Committee suffered.

As required by law, by the end of 1971, 829 enterprises had registered them-
selves as ‘“large business houses’’ or ‘‘dominant undertakings,”” or as enter-
prises interconnected with these. But 85 of them applied for cancellation of their
registration; in four cases the MRTPC agreed to the request. Meanwhile show-
cause notices were sent to 188 enterprises which, in the commission’s view,
should have registered themselves.*®

The MRTPA and the revised licensing policy issued in 1970 based on the In-
dustrial Licensing Policy Inquiry Committee’s recommendations completed the
administrative and legal process of restricting the private sector, especially the
large industrial groups.

In the following sections, I am going to examine the characteristics of the
revisions and modifications of the licensing policy from the viewpoint of promo-
tional as well as protective regulatory aspects.

The Industrial Licensing Policy of 1970

On the basis of the recommendations by the Dutt Committee, the government
announced its revised industrial licensing policy in February 1970.*° Thereafter
the government selectively but gradually ceased to regulate the production ca-
pacity of the private sector.

The new policy reclassified industry into three sectors: the core sector, the
joint sector, and the middle sector, as had been suggested by the Dutt Commit-
tee. The core sector was defined as the heavy investment sector in certain in-
dustries whose projects required heavy investment exceeding 50 million rupees.
“‘Larger industrial houses’’ as defined in the report of the Dutt Committee,
and foreign enterprises and foreign companies® were allowed to enter the core
sector and heavy investment sector, except in those industries reserved for the
public sector in the IPR of 1956.

The core sector consisted of:

1. agricultural inputs: (a) fertilizers, nitrogenous and phosphatic; (b) pesti-
cides; (c) tractors and power tillers; and (d) rock phosphate and pyrites;

2. iron and steel: (a) iron ore; (b) pig iron and steel; and (¢) alloy and spe-
cial steels;
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3. nonferrous metals;

4. petroleum: (a) oil exploration and production; (b) petroleum refining;
and (c) selected petrochemicals such as integrated petrochemical com-
plexes, D.M.T. caprolactum, acrylonitrile, and synthetic rubber;
coking coal;

heavy industrial machinery (specified);

shipbuilding and dredgers;

newsprint; and

electronics: (a) selected components, (b) testing and control equipment;
and (c) wireless and microwave equipment.

The list shows the areas of industries into which the government wanted to
promote larger investment from the private sector in order to mobilize neces-
sary resources to promote those industries. The government realized that it had
to rely heavily on the private sector for the development of those industries.

The government was not in a position to take any steps which would have
meant virtually discouraging large-scale private investment. This was also seen
in the fact that the government could not flatly reject the idea proposed by the
Dutt Committee of prohibiting the entry of larger industrial groups and for-
eign companies into the sectors other than the core and heavy investment sectors.

Since one of the political purposes of the new policy was to exhibit the deter-
mination of the government to check concentrations of economic power, res-
trictive measures had to be imposed on larger industrial groups. First of all,
it was loudly reconfirmed that larger industrial groups and foreign companies
and their subsidiaries were not allowed to invest in industries reserved for the
public sector under the IPR of 1956. At the same time, the new policy advocat-
ed promoting small-scale industries against the larger industrial groups. The
list of industries reserved for the small-scale sector was expanded to include
items like steel furniture, cycle tires and tubes, mechanical toys, aluminum uten-
uils, fountain pens and ball point pens.

Under the new policy, it was decided to raise the exemption limit for licens-
ing from 2.5 million rupees to 10 million rupees,®! so that industrial projects
requiring investment up to 10 million rupees were exempt from licensing. It was
contrary to the recommendations of the Dutt Committee which suggested
industry-wise exemption for investment from license. This relaxation was not
available to certain categories of industry such as larger industrial groups, for-
eign subsidiaries whose foreign equity holdings exceeded 50 per cent of total
equity, and dominant enterprises defined under the MRTPA. The new policy
set another restriction on dominant enterprises under the MRTPA and enter-
prises with assets of over 50 million rupees. They had to acquire a license even
for starting a new project with investment less than 10 million rupees which
should come under the exempt category.

The new policy advocated special consideration for the private sector so that
licenses would be given automatically for investment ranging between 10 mil-
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lion rupees and 50 million rupees in the middle sector. But here again, larger
industrial groups, foreign subsidiaries, dominant enterprises, and also the
projects which required substantial amounts of foreign exchange for import-
ing equipment and materials were excluded from this provision.

The introduction of the joint sector concept had necessitated new arrange-
ments and facilities. The concept of a joint sector was originally advocated in
the IPR of 1956 as a means of reducing the concentration of economic power.
The central and state governments could take equity participation with private
parties either directly or through their corporations. The joint sector could also
be made a promotional instrument in cases where state governments went into
partnership with new and medium entrepreneurs in order to guide them in de-
veloping priority industry. In the policy of 1970, the importance of the joint
sector was reemphasized, but its intention and precise role was not clearly stat-
ed. To understand the vagueness regarding the joint sector in the policy of 1970,
Chaudhuri’s assessment is instructive. He says that the real intention of the
government was to lead large industries to invest in wider areas under the name
of the joint sector.*? Though the policy of 1970 does not seem to have been
clear enough to produce any substantial effect, it was different from the expla-
nation of the joint sector in the Dutt Committee’s report. In the committee’s
opinion, the joint sector would include enterprises set up through public and
private investment and the state taking an active part in direction and control.
This had to be clarified in the industrial policy issued in 1973 which put more
emphasis on the promotional aspects of this part of the policy, although Chaud-
huri’s observation was that in the policy revision in 1973, the concept of joint
sector still remained conveniently vague.>® The government seemed to have tried
arming itself with vagueness to keep its political position safe on the matter
of the joint sector. A large number of joint sector projects were begun 1970s
promoted mainly by the central government but also by the state governments.
Some of them were successful but some were not.

Another reason why the licensing policy of 1970 renewed the argument for
the joint sector might have been to tackle the criticism that institutional financ-
ing had given more preference to large industrial groups. The government felt
compelled to show its intention to check this tendency and to prove that it stood
against them. By imposing conditions on substantial institutional financing going
to joint sector projects, the government could publicly prove that it had ex-
panded its controlling power over large industrial groups.

As a whole, what seems apparent in the new industrial policy of 1970 is the
strong inclination to rely upon the conventional measures of putting more res-
trictions and regulations on large industrial groups in order to emphasize anti-
concentration. The policy of enlarging the reserved list for small-scale indus-
tries and allowing exemptions from licenses except for larger industrial groups
and foreign companies had the purpose of showing the government’s political
will to fight the concentration of economic power. Nevertheless, it failed to take
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substantial steps such as acquisition of ownership in order to check the expan-
sion of larger industrial groups or penalizing the accumulation of unused licenses
especially in the hands of larger industrial groups. No measures were tried to
overcome the problem of the private sector’s reluctance to invest in areas of
industry that the government wanted to promote with the help of the private
sector. These examples call into question the genuineness of the proclaimed in-
tention of the policy.

Not much attention in the new policy was given to such problems as the ef-
fective utilization of resources in order to raise production and productivity
in a coordinated way. Measures for this had to wait until the middle of the
1970s when a series of steps were issued. Attention was, at best, paid only to
secondary problems, since the policy was more a politico-ideological decision
than a economic one.

The unavoidable conclusion from the policy of 1970 is that it was again for-
mulated in a strong political context at the cost of efficient economic manage-
ment, but covertly with the undeniable recognition of the importance of the
contribution made by the private sector, including large private enterprises, to
economic development. It was inevitable for a policy produced under such con-
dition to produce more loopholes and distortions in the system. This trend in
policy was continued and repeated in a more intensified manner in the indus-
trial licensing policy issued in 1973.

The Industrial Licensing Policy of 1973

The Industrial Licensing Policy of 1970 was formulated in the context of the
Fourth Five Year Plan (1969—74). The enactment of the MRTPA in June 1970
increased the necessity of further policy adjustment, and thereafter there were
various revisions and modifications to the licensing policy. A major modifica-
tion was made in February 1973, in the government’s press note of February
2, and in its notification of February 16.%* The press note pointed out the need
to amend the Industrial Licensing Policy of 1970 in the context of the specific
priorities and production objectives to be laid down in the Fifth Five Year Plan
draft and the need to provide new legal and institutional arrangements necessi-
tated by the imposition of the MRTPA. The features of the licensing policy
of 1970 which showed the government’s political determination to curb the con-
centration of economic power were retained in the policy of 1973. Investment
proposals of larger industrial groups were to continue to be subject to licensing
regardless of size, and they were normally permitted to invest only in the core
sector. At the same time, the new policy removed some obstacles restricting
larger industrial groups by expanding the list of core sector industries which
were open to them. It also redefined the larger industrial groups in order to
attain conformity with the MRTPA.

Under the new policy, the core sector list was expanded from nine industries
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on the list of the policy of 1970 to nineteen industries. Below is the list of core
sector industries which was open to larger industrial groups, as well as to for-
eign concerns and subsidiaries and branches of foreign companies.>®
metallurgical industries,*

boilers and steam generating plant,

prime movers (other than electrical generation),*

electrical equipment,*

transportation, *

industrial machinery,

machine tools,

agricultural machinery (tractors and power tillers),

earth moving machines,

industrial instruments indicating, recording, and regulating devices for
pressure, temperature, rate of flow, weights, levels, and the like,

11. scientific instruments,

12. nitrogenous and phosphatic fertilizers,

13. chemicals (other than fertilizers),*

14. drugs and pharmaceuticals,

15. paper and pulp including paper products,

16. automobile tires and tubes,

17. plate glass,

18. ceramics,* and

19. cement products (portland cement and asbestos cement).>®

Larger industrial groups along with foreign concerns and subsidiaries and
branches of foreign companies could participate in the industries listed above
but were ordinarily excluded from the industries not included in the list except
where the production was predominantly for export. Those investments would
be subject as hitherto to the guidelines on the dilution of foreign equity and
would be examined with special reference to technological aspects, export pos-
sibilities, and the overall effect on the balance of payments.

The government’s explanation for the expansion of the list of core sector in-
dustries was that they were industries of basic, critical, and strategic impor-
tance for the development of the national economy in the future, and also they
had significant export potential.

The expansion of the list produced some confusion in the policy. Larger in-
dustrial groups and foreign companies could not participate in the establish-
ment of an industry included on the core sector list if that industry was also
reserved for the public sector. At the same time however, the industries reserved
for the public sector and industries which were open to the larger industrial
groups overlap to some extent. Thus, iron and steel were reserved for the pub-
lic sector (Schedule A of the IPR of 1956) while the same were open to the larg-
er industrial groups (No. 2 on the list of the core sector in 1970). The government
was far from clear about its position on iron and steel. Similarly, while indus-
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trial machinery (No. 6 on the list of 1970) was open to larger groups, heavy
plant and machinery required for iron and steel production for mining, for
machine tool manufacturing and for other such industries was reserved for the
public sector (Schedule A). Again while steel castings and forgings (No. 1 on
the list of 1973) were open to larger groups, heavy castings and forgings were
reserved for the public sector (Schedule A). It was not clear where the line of
demarcation between ‘‘heavy’ and ‘‘non-heavy’’ could be drawn. Moreover,
the open list conflicted with items reserved for the small-scale sector. While in-
dustrial instruments (No.10 on the list of 1973) were open to larger groups, water
meters and weighing machines except for sophisticated items were reserved for
the small-scale sector. There were numerous such examples.>” A further com-
plication was the inclusion of items like industrial machinery (No.6 on the list
of 1973) and machine tools (No.7 on the list of 1973) without any further elabo-
ration or specification. As Chaudhuri points out, by such blanket categoriza-
tion the big industrial groups became free to produce any item that seemed to
come under these categories. He argues that the inclusion of such non-priority
but highly profitable industries as man-made fibers and synthetic detergents
(No.13 on the list of 1973) in the core sector only suggests the government’s
anxiety to facilitate big industrial groups.*®

Another feature of the policy was the definition of larger industrial groups
for licensing purposes. The new industrial policy adopted the criteria laid down
by the MRTPA in order to remove confusion between the definition of larger
industrial groups for licensing purposes based on the report of Dutt Commit-
tee and for control of the concentration of economic power based on the
MRTPA. The new definition of larger industrial groups as was provided in the
MRTPA was industrial enterprises (monopolistic undertakings) whose assets
were not less than 200 million rupees along with assets of interconnected com-
panies. The lowest limit by this definition was lower than what was suggested
by the Dutt Committee which proposed 350 million rupees to be the lowest.>’
According to the government, the reason for this was because the new defini-
tion needed to conform in all respects with what was adopted in the MRTPA.
It was also to gain more effective control on the concentration of economic
power by lowering the limit to 200 million rupees.

A number of criticisms were voiced against the government’s explanation.
For one, it was pointed out that difficulties were created by the linkage with
the MRTPA. Because of this, the licensing authority had to apply the MRTPA
for determining whether the applicant was a larger industrial group or not. This
was apparently a difficult job in view of the fact that the criteria provided in
the MRTPA were loose and vague, and unless the fact of interconnection was
established, the question of total assets up to 200 million rupees or more could
not be raised at all. The new criteria made the identification of larger industrial
groups very complicated and in many cases led to an artificial reduction in the
size of the larger groups which were listed in the report of Dutt Committee.®°
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In the policy the government tried to clarify and ensure that the joint sector
would not be used by larger industrial groups, dominant enterprises, and for-
eign companies to enter into industries where they were otherwise precluded.
In a wide variety of joint sector enterprises, the government promised that it
would ensure for itself an effective role in guiding policies, management, and
operations. For small-scale industry, the government assured that the existing
policy of reserving industries for the small-scale sector would continue and the
government would encourage competent small and medium entrepreneurs in
all industries including those listed for reservation. They would be given preferen-
tial treatment over larger industrial groups and foreign companies in the set-
ting up of new capacity.

Below is the list of articles reserved for the small-scale sector. It is on Sched-
ule I of the Press Note issued on February 2, 1973. The list consisted of twelve
groups with 177 items of products. Figures in parentheses are the numbers of
items specified in the groups.
mechanical engineering industries (65),
electrical industries (12),
electronic industries (9),
automobile ancillary industries (28),
garage equipments (20),
chemical industries (19),
glass and ceramic industries (17),
leather based industries (2),
plastic based industries (4),

10. rubber based industries (3),

11. wood based industries (2), and

12. miscellaneous (5).

A small-scale or ancillary enterprise was defined as having fixed assets in plant
and machinery not exceeding 750,000 rupees and 1 million rupees respectively.®*

The policy especially emphasized that small-scale industries and ancillary in-
dustries were encouraged to produce mass consumption goods with the cooper-
ation of the public sector. But here, the statement showed some consideration
not to kill off economic development by citing several cases such as economies
of scale which would result in reduced prices, technological improvements, large
investment requirements, substantial export possibilities, or as part of moder-
nization, where investors other than small-scale enterprises would be allowed
to participate in the production of mass consumption goods. Unfortunately for
the industry as a whole, this careful attitude was overwhelmed by the eagerness
to protect small-scale industry at any cost. This reflected the atmosphere of po-
litical uncertainty when the government issued a rapid succession of populist
policies in order to obtain the support of the poorer strata of society. From
this period, the policy for the small-scale industries and for industries in the
rural areas began to develop in a peculiar way which I am going to analyze
in other chapter.

B N O LR W =
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The policy of 1973 maintained the ceiling for investments exempt from licens-
ing at fixed assets of less than 10 million rupees for small-scale or ancillary en-
terprises. But for other enterprises, it put more conditions to be eligible for
exemption. For existing enterprises already covered by registrations, licenses,
or permission, the total investment covered by approvals, permissions, or licenses
together with the proposed investment was not to exceed 50 million rupees to
carry out the project. Exemption was not available to larger industrial groups,
dominant enterprises, or foreign companies. Also for enterprises other than
small-scale or ancillary enterprises, the 10 million rupees exemption was not
available in respect to specified items which numbered as many as 38 (First
Schedule of the IDRA of 1951), in addition to the 177 items reserved for small-
scale and ancillary enterprises. That the proposed investment should not re-
quire foreign exchange in excess of certain limits was another requirement to
become eligible for the 10 million rupees exemption. The government explained
that the purpose of this policy was to safeguard against the entry of large en-
terprises into areas which were primarily meant for small, medium, and new
entrepreneurs.

It was inevitable for this policy which was based on vague definitions and
criteria of its fundamentals, as mentioned earlier, to produce questionable areas
where the government performed the crucial role and exercised its discretion-
ary power to make decisions on disputable cases according to the political neces-
sity or market pressure of the situation. Through the 1970s and 1980s this
tendency would be observed more as industrial policy started to convolute with
minute regulations and detailed exceptions. Another problem that arose from
the policy was the contradiction between the government’s populist appeal and
its real intentions. An example is the Foreign Exchange Regulation Act (FERA)
which was enacted in 1947 and was mainly concerned with foreign exchange
transaction. Soon after the government issued its revised Industrial Licensing
Policy of 1973 which expanded the core sector list open to large industrial groups
and foreign companies, it amended the FERA to better regulate the entry of
foreign investment into India by curtailing foreign shareholding in Indian com-
panies to not more than 40 per cent. So the government tightened regulations
on foreign investment in India with the revised FERA, but at the same time
continued to loosen controls over foreign companies by various relaxation poli-
cies. The next section will examine further contradictions that developed.

Measures for Diversification and Capacity Utilization

I have explained in the preceding sections that with the enactment of the MRTPA
the basic structure of industrial development policy, especially of a regulatory
nature, was completed. One of the important characteristics of this regulatory
policy was that it had virtually put the public sector industries out of the scope.
Crucial questions such as the interrelation of the public sector with the private
sector or the role of the public sector in economic development had not been
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taken up enthusiastically in the process of policymaking. The licensing policy
and the MRTPA were the main elements in the policy, apart from other sup-
plementary regulations concerned with protecting small-scale and rural in-
dustries.

It was only when the general economic condition greatly worsened that there
came a strong feeling for the need for a remedy. The low growth rate of indus-
trial production begun to be recognized as it remained below expectation since
the mid-1960s,%” and debate was about to start on a true model for industrial
development. Production fell short of targets in most industries. Since the be-
ginning of the 1960s underutilization of capacity had been high in the capital
goods industries, followed by the metal based industries, intermediate goods
and consumer goods industries. But the policymakers maintained their fun-
damental allegiance with the government which had a firm belief that to tight-
en state control over industry and to curtail economic activity by private sector
would be the desirable way to serve society.

In such circumstances it was not desirable to go deeply into the negative aspects
of regulatory policy, though there had been quite a few works which pointed
out the defective aspects in the policy, especially in the controls over the activi-
ty of the private sector. The method the government adopted to cope with the
deficiencies was to patch up the loopholes with supplementary regulations and
minor policy changes instead of trying to review and reform policy structure
as a whole or even in part.

From the beginning of the 1970s the government issued many regulations
without changing the basic structure of the policy, and at the same time tried
to stimulate economic activity as much as possible in order to meet the short-
ages which started to spread to various areas in the society. Because of the eco-
nomic difficulties, strong, critical feelings began to grow against the government.

In this section I am going to look into the modifications of the policy in the
1970s, which show that the government had a hard time finding a way out of
the dilemma of whether or not it could break out of economic stagnation by
conventional rectifications to the policy. At the beginning of the 1970s, politi-
cal pressure was so strong on the Indira Gandhi government to choose a more
populist policy in her struggle to consolidate her power base among the poorer
strata of society against the organized attack from the establishment groups
in the ruling party and the government. Thus being in a weak political posi-
tion, the Indira Gandhi government was in no position to take steps to give
the private sector a free hand from regulatory policy, especially large industrial
groups, at the cost of losing mass support. At the same time however, the govern-
ment had to take action to tackle the economic difficulties by stimulating in-
dustrial production. The only way for the government was to compromise and
relax controls over the economic activity of the private sector using trivial rec-
tifications. The modifications made by the government under such conditions
simply could not be consistent. The areas of uncertainty increased due to the
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contradictions created by the modifications, and problems had to be solved by
the discretionary power of the government more than by the normal procedures
of policy. I am going to take up some examples.

Before and after the Notification of February 16, 1973, several steps were
taken for better utilization of capacity and diversification in certain industries
mainly for the purpose of strengthening the production base in certain sectors
of industry. Those steps included greater freedom for diversification, recogni-
tion of additional capacity through modernization and replacement, permis-
sion for capacity expansion by 5 per cent annum or up to 25 per cent in a
five-year plan period in selected engineering industries, maximum utilization
of capacity by allowing special facilities for diversification beyond the addi-
tional 25 per cent expansion of production, and exempting certain industries
from licensing. Many of these steps were to promote growth by relaxing the
regulatory elements of the policy, but at the same time they created other com-
plicating problems in the process by placing many conditions on these facilities.

On capacity utilization there had already been a policy announcement issued
in October 1966 enabling industrial enterprises to increase the production of
articles for which they were licensed or registered up to 25 per cent of the licensed
or registered capacity without obtaining a substantial expansion license and tak-
ing into consideration foreign exchange components and scarce raw material
availability.

In 1972 the government introduced a scheme to more fully utilize installed
capacity which among other things provided for endorsement of licenses issued
on a single or double shift basis so as to allow for maximum utilization. Thus
in a number of cases industrial licenses issued earlier on a single or double shift
basis were made part of the maximum utilization of plant and machinery. Sec-
tion 10 of the IDRA was amended in December 1973 to give the central govern-
ment power to specify the productive capacities on the registration certificates
of registered enterprises.®

Through a press note issued on January 28, 1975,%¢ the government clarified
that all industrial enterprises which still held industrial licenses specifying a single
or double shift basis could apply for the endorsement of their licenses allowing
for the maximum utilization of plant and machinery and that such request would
be considered on the basis of a special procedure and allowed on the merits
of each case.

For diversification, eight press notes were issued between March 1974 and
July 1975.° Those press notes offered special facilities for diversification above
the additional 25 per cent expansion of production for achieving higher capaci-
ty utilization in such selected industries as the machinery industry, machine tool
industry, electrical equipment industry, steel casting industry, cement manufac-
turing machinery industry, and steel forging industry. As a result, the machinery
industry, for example, was able to expand production without any restriction
on any item included in the industrial machinery group listed in the First Schedule
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to the IDRA, and manufacturers of machine tools were able to diversify into
the industrial machinery sector and vice versa.

Those steps did not mean that all applications for endorsement of licenses
for higher capacity were automatically granted. The government had to con-
sider the type of enterprises (viz., whether it was a MRTP company or a for-
eign company) in terms of the licensing policy of February 1973. The availability
of imported and scarce indigenous raw materials also had to be considered, and
for capacity expansion, the actual production of the applicant during the previ-
ous three years was taken into account.

Another press note was issued on August 7, 1975°® by which the government
extended the policy to promote fuller utilization of existing capacity to registered
enterprises as well. It was decided that all the industrial enterprises registered
with the technical authorities and also with the Directorate of Small Scale In-
dustries, which had been registered specifically on a single or double shift ba-
sis, could apply to the concerned registering authority, giving details of the
particulars for items manufactured as shown in the registration letter, the ca-
pacity on maximum utilization, the details of imported and indigenous raw
materials requirements, and actual production during the previous three years.
While examining such requests, the government would take into account the
relevant priority of the industries, the availability of imported and scarce in-
digenous raw materials, and the eligibility of the party to participate in such
industries in accordance with the Industrial Licensing Policy of February 1973.

The press note issued on August 21, 1975%7 permitted higher production ca-
pacity which resulted from replacement and modernization of obsolete equip-
ment. However, it was stated that such replacement or modernization should
neither result in any encroachment on product reserved for the small-scale sec-
tor nor lead to a net increase in the outgo of foreign exchange. If imported
equipment was needed, government would further ensure that the proposed
replacement or modernization did not lead any distortion in plan priorities for
market shares. Subject to these conditions, MRTP companies and foreign com-
panies could also request permission.

[t was clarified that any increase in capacity arising out of replacement and
modernization would be granted over and above the normally permitted addi-
tional limit of 25 per cent above authorized/licensed capacity. In the case of
proposals received from foreign companies as defined under the Foreign Ex-
change Regulation Act of 1973% and enterprises coming under the purview of
the MRTPA, these would be considered by a task force.

Another press note issued on August 21, 1975% clarified the government policy
regarding the in-house R & D activities of industrial enterprises. The govern-
ment would allow industrial enterprises to set up or expand capacity based on
the results obtained by their own R & D efforts. While the enterprises would
be required to obtain industrial licenses in accordance with existing statutory
provisions, for the capacity being set up as a result of their own R & D efforts,



CHAPTER 2 55

such applications would ordinarily be allowed as a matter of course. However,
MRTP companies and foreign companies were allowed to undertake R & D
only in the core sector. If the enterprises covered by the MRTPA or the FERA
wanted to take up R & D in fields not covered by Appendix I (core sector in-
dustries) of the Industrial Licensing Policy of 1973, they had to seek prior ap-
proval. If the approval of the government was obtained for the proposed R
& D, they could then expect automatic permission to set up capacity in indus-
tries even outside the list of core sector industries.
The notification of September 5, 1975% allowed fifteen specified engineer-
ing industries to expand licensed/registered capacity by 5 per cent per annum
or 25 per cent in a five-year plan period in one or more stages subject to the
following conditions:
1. the articles of manufacture should not be an article in the core sector,
2. the investment for such expansion should be met from the industry’s own
resources,
3. the expansion scheme should be subject to export obligations, if it in-
volves import of capital equipment,
4. the industrial enterprise should not have any foreign collaboration agree-
ment, and
5. the industrial enterprise would be eligible for exemption only if the ex-
pansion was to produce goods for which it was not a dominant enter-
prise determined by the MRTPA.
The interesting point about this notification is that larger industrial enter-
prises and foreign companies were not specifically excluded. Dominant enter-
prises, however, were kept out. But even a dominant enterprise could expand
in an article in which it was not dominant. Listed below are the industries that
were eligible to expand.
1. automobile ancillaries,

casting and closed die forgings,

tractors,

commercial vehicles,

conveying equipment,

diesel engines, pumps,

cranes,

earth moving, mining, and metallurgical equipment,

9. hydraulic equipment,

10. industrial machinery, including chemical plant and machinery,

11. machine tools, ‘

12. textile machines,

13. power transmission and distribution equipment (other than cables and
wires),

14. power transformers, and

15. switch gear.
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Another notification was issued on November 1, 1975,”! permitting twenty-
nine industries to expand their capacities subject to certain conditions, namely,
1. the article should not be one reserved for the small-scale sector,
2. the industrial enterprises should not be the MRTP companies or foreign
companies, and
3. the industrial enterprise should not install additional machinery.

The list of twenty-nine industries attached to the notification was mainly based
on the list of fifteen industries attached to the notification of September 5, 1975.
Textile machines (No.12 in the notification of September 5, 1975) was dropped
and fifteen items were added: electric motors, electric furnaces, electric com-
ponents and equipment, scooters, nitrogenous and phosphatic fertilizers, inor-
ganic and organic heavy chemicals, fine chemicals, synthetic rubber and rubber
chemicals, industrial explosives, insecticides, fungicides, herbicides and the like,
paper and pulp, refractories and furnace-lining bricks, portland cement, and
basic drugs.

With another notification issued in November 1975, the industrial licensing
policy was further modified.’”” It was another major policy announcement which
exempted twenty-one industries from licensing. Exemption was subject to the
following conditions:

1. the articles of manufacture should not be those reserved for the small-
scale sector as specified in the notification of February 6, 1973,

2. the industrial enterprise should not require imported raw materials or
imported capital goods, or involve foreign collaborations, and

3. the industrial enterprise should not be an MRTP companies or foreign
companies.

Below is the list of industries which were exempted under the above conditions:

1. cotton spinning for manufacturing cotton yarn up to a capacity of 50,000
spindles,
2. solvent extraction of oil/oil cakes from minor seeds including cotton
seeds,
3. writing, printing, and wrapping paper from agriculture residue and waste,
4. rayon grade pulp from bamboo,
5. refractories,
6. water pumps beyond 10 ¢m x 10 cm in diameter,
7. cotton seed linter pulp,
8. tractor-drawn agricultural implements,
9. glass slag and mineral wood and products thereof,
10. hard board including fiber board/chip board and the like,
11. G.L.S. lamps,
12. industrial sewing machines,
13. basic drugs,
14. forged hand tools and small tools,
15. leather goods except those reserved for small-scale industries,
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16. industrial machinery,

17. surgical and medical rubber products,

18. L.T. switch gears,

19. machine tools,

20. industrial and scientific instruments, and

21. basic insecticides.

On October 31, 1975, a press note’® was issued aiming at streamlining the
procedures for pre-investment approvals such as letters of intent, industrial
licenses, foreign collaboration approval, capital goods clearance, and approval
under the MRTPA. The press note defined the time targets for the procedures.
For example, letters of intent, foreign collaboration approvals, and capital goods
clearances were to be issued within 90 days of the receipt of application. For
MRTP companies, it was to be issued within 150 days. The implementation
of the new system of industrial approvals was placed under the overall supervi-
sion and guidance of the Project Approval Board which was an Inter-Ministerial
Committee of Secretaries. Existing approval committees such as the Licensing
Committee, the Foreign Investment Board, and the Capital Goods Committee
would function as committees of the Project Approval Board. In order to facili-
tate the coordinated and timely issuance of licenses and MRTP clearances, a
joint licensing cum MRTP Advisory Committee was formed.

The press note of October 31, 1975, implied that, while the process of relax-
ation, modification, reclassification, and reservation was being advanced, more
complicated and strenuous effort was required despite claims of streamlining
procedures.

What these modifications imply was that the government’s main effort dur-
ing this period was firstly to reduce negative elements in the licensing policy
in an effort to promote production without changing the basic structure of the
policy. It is clear from the notes and notifications issued during this time that
a number of industries were permitted to ‘‘fully utilize their installed capacity’’
and to expand production well beyond licensed capacity. But important ques-
tions were raised about these changes. The most essential question was the one
raised by Shetty and others. Shetty wanted to know what was left of the licens-
ing system after so many of its regulatory elements had been taken away. He
summed up the following detrimental effects on industrial development caused
by the relaxation of regulations since the mid-1960s:

1. the building up of illegal capacity,

2. diversification and expansion which created possibilities for additional
capacities, thus reducing the whole system of licensing to a farce,

3. investment decisions left to the private industries without any considera-
tion for priorities, thus accentuating the distortions in capacities, and

4. the encouragement of the concentration of economic power.’

With the enactment of the MRTPA and the revised FERA, the government
was forced to take up the tedious work of reclassifying industries which had
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developed intertwining networks according to their own convenience and ra-
tionality even under the regulatory policy of the government. Over the years
there had been some relaxation of controls such as expansion of the core sec-
tor, exemptions from licensing, diversification, recognition of additional ca-
pacity, and so on, but these steps were basically limited to the sphere of
readjustments or modifications in order to undo some of the overkill effects
of industrial policy.

Almost all the documents dealing with industrial policy during this period
used the term *‘liberalization’’ to describe the nature of the policy. Liberaliza-
tion in an industrial economy has to mean: (a) liberalization of investment in-
cluding foreign capital investment, (b) liberalization of trade, especially import
trade, (c) liberalization of technology usage, including foreign technology, and
(d) especially in the Indian context, liberalization of the production system. From
this point of view, the nature of the policy steps taken during this period could
not be termed liberalization in the strict sense. They were basically readjust-
ment policies necessitated by the introduction of the MRTPA and the FERA
into the areas of the IDRA, and also by the overall economic policy direction
which aimed at raising production.

Further Modification in 1978

In October 1977, the government under the Janata Party appointed a study
group to review the working of the IDRA, to look into changes if these were
necessary, to identify bottlenecks, and to look for ways to simplify regulations
and procedures related to the licensing system. The study group was called the
Ramakrishna Study Group after the name of its chairman. The study group’s
main aim was to simplify the licensing system, but this was a complicated task
because the Janata government’s industrial policy issued in December 1977
pledged to protect and promote tiny, village, and small-scale industries, and
the recommendations by the study group were expected to conform to this policy.
The Statement on Industrial Policy of 1977 (SIP of 1977) issued by the Janata
government will be discussed in detail in the following chapter.

Due to the absence of clear and strong political direction under the Janata
government, the prevailing unstable political situation, and the rigidity of the
SIP of 1977, it is not surprising that the Ramakrishna Study Group avoided
any radical departure from the past toward simplifying the system by remov-
ing the regulatory mechanism and choosing a more selective licensing system.

At the time of the publication of the group’s report,”” industrial license was
not required in the following cases:

1. if the items of manufacture relate to an industry which is not included
in the IDRA;

2. small-scale and ancillary enterprises;

3. investment up to 10 million rupees, subject to: (a) overall limit of invest-
ment not exceeding 50 million rupees; (b) import of raw materials not
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exceeding 500,000 rupees or 5 per cent of the value of annual produc-
tion, whichever is lower; and (c) import components not exceeding 10
per cent of ex-factory value of annual production three years after the
commencement of production or 500,000 rupees, whichever is less;

4. industries which have been specifically exempt from licensing, subject
to conditions for exemption.”®

The study group made the following recommendations:

1. The exemption limit for industrial licensing should be raised from the
present level of 10 million rupees to 30 million rupees;

2. The existing stipulation regarding the overall limit of investment of 50
million rupees should be deleted;

3. The existing stipulations regarding the limit on imports of raw materials
and components should also be deleted. Such imports would be governed
by the import trade policy in force at the time;

4. Other existing stipulations, i.e., the items of manufacture, should not
relate to industries reserved for the public sector and the small-scale sector;

5. The exemption of specified industries from licensing, announced in 1975,
should be withdrawn, in view of the fact that the exemption limit for
investment was raised to 30 million rupees without the present stipula-
tion regarding foreign exchange.

Of the above recommendations, the ones which were liberalizing in nature
were numbers 1, 2, and 3. But these could not be called positive recommenda-
tions for liberalization in the real sense, because they were more or less facili-
tated by the favorably changing economic climate such as the decline in the
real value of rupee in the 1970s and the improved foreign exchange position.
As for simplifying procedures, the study group failed to produce any effective
recommendation, although it suggested several modifications.

On March 31, 1978, a decision to amend the licensing policy was taken based
on the recommendations of the study group. The major change made to licens-
ing policy was to raise the exemption limit of fixed assets from 10 million rupees
to 30 million rupees where substantial expansion or the manufacture of new
products was concerned.”” The 30 million rupees limits was to be applicable
to one or more activities whether single or taken together or whether in one
or more stages. The existing stipulation regarding the overall limit of invest-
ment of 50 million rupees was deleted. However, the new policy stipulated that
the foreign exchange requirement of such industrial enterprises for import of
raw materials (other than steel and aluminum) and components should not ex-
ceed 2.5 million rupees or 10 per cent of the ex-factory value of annual produc-
tion, whichever was less per year. The exemption from industrial licensing would
remain subject to conditions that commodities proposed for production would
not relate to industries reserved for the public and small-scale sectors. The MRTP
companies and the companies with foreign equity exceeding 40 per cent would
not be exempted from the licensing provision.

On the whole, the new licensing policy of 1978 was tilted more toward promot-
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ing economic growth than toward the aim of curbing the concentration of eco-
nomic power, although it called for preferential treatment for tiny, cottage,
and small-scale industries.

Restrictive Aspects of Industrial Policy

Industrial policy redirection throughout the 1970s had a good reason. It was
not a mere coincidence that, in the mid-1970s, various relaxation measures were
taken in order to accelerate industrial production in the organized sector without
changing the basic regulatory system on the one hand, while the government
started to stress the importance of developing rural, cottage, and small-scale
industries on the other.

During the 1970s India’s economic policy and industrial development policy
went through a change not only for economic reasons but also for political rea-
sons. The change in policy was apparent in the shift of policy emphasis. The
government started to emphasize equal distribution. The new policy was ex-
plicitly represented at this time in the government and ruling party slogan of
“removal of poverty.”’

During the shift, what did not change was the basic recognition and belief
that industries should be controlled and promoted by the government for the
common good. In the new policy direction, the rural, cottage, and small-scale
industries sector was regarded as one of the important sectors which could serve
the policy purpose of achieving such goals as alleviating poverty, attaining fair
distribution of income, and providing job opportunities for the more disad-
vantaged sections of society and the nation.

In order to pursue the new policy direction of the 1970s, rural, cottage, and
small-scale industries were encouraged, in many cases at the cost of quality,
efficiency, and public expenditure. It may be fair to point out that the govern-
ment also made efforts to mobilize household savings in rural areas for indus-
trial development by offering incentives and assistance during this period. This
could be one of the main reasons why the government made some readjust-
ments and relaxed regulations during mid-seventies. These steps continued and
were intensified as the execution of special policies for rural, cottage, and small-
scale industries was carried out.

The policy of 1973 maintained the licensing exemption ceiling on investment
in fixed assets of land, buildings, and machinery at not more than 10 million
rupees for small-scale or ancillary enterprises if they were not owned or con-
trolled by any other enterprises. But for other enterprises, it put more condi-
tions on eligibility for exemption. For existing enterprises already covered by
registrations, licenses, or permits, the total investment proposed was not to ex-
ceed 10 million rupees to qualify of this exemption. For existing enterprises al-
ready covered by registrations, licenses, or permits, the total investment covered
by approvals, permits, or licenses and the proposed investment was not to ex-
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ceed 50 million rupees. Exemption was not available to larger industrial groups,
dominant enterprises, and foreign companies. Also for enterprises other than
small-scale and ancillary enterprises, the 10 million rupees exemption was not
available for as many as 38 specified items’® in addition to the 177 items reserved
for the small-scale and ancillary enterprises.’® That the proposed investment
should not require foreign exchange in excess of certain limits was another re-
quirement to become eligible for 10 million rupees exemption. The government
explained that the purpose of this policy was to safeguard against the entry of
large enterprises into areas which were primarily meant for small, medium, and
new entrepreneurs.
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