Managing Agency Sysem Far From Dead

The menaging agency system is far from dead or dying.

industrial companies.

R K Hazari

It &ill thrives in large non-government public

. The powers and remuneration of managing agents have been statutorily restricted but law and policy have
still to make a significant impact on the area of corporate activity under their management.

The rate at which this system of management is declining in importance is far too dow and graduat. A
Quiet and easy killing of rentier management is now necessary in the interest of developing a rational managerial
set-up for large public industrial companies.

[This article supplements the authors earlier article on the sme subject in the Annua Number, February
1964, in which he mede out a cage for the abolition of the managing agency sydem on the beds of his own re-
search” The present article is written with a historica perspective and brings together available facts and opinions

exresed over the lagt few decades]

THE managing agency system grew
out of the enterprise of European
individuals who came to Calcutta as
representatives of trading companies.
They found the country lacking in in-
dustrial leaders, since imports from
Britain had crippled the master crafts-
men, and traders, moneylenders and
big landowners had neither the incli-
nation nor the experience to go into
modern industry. The prospects of
local processing and rudimentary manu-
facture for export were attractive be
cause of the availability of raw mate-
rials and cheap labour. With the open-
ing of the Suez Canal and the laying
of railways, the Indian market aso
appeared on the business horizon. Ex-
ploitation of the prospects required
capital, contacts with suppliers of
equipment and buyers of produce, and
skilled labour; these the European re-
presentatives were well-qualified to
supply or procure. Their mercantile ex-
perience and connections proved in-
valuable; the deficiency of technical
expertise was made up by hiring it
from Britain. The field open to each
enterpreneur was wide; mistakes could
be made without burning of fingers.
Enterpreneurs moved from jute into
coal, from tea into steamers, from
these into some kind of engineering, to
find a market for one in the other. The
Industrial Commission of 1916-18 not-
ed that:

"A characteristic feature of orga-
nised mdustr?/ and commerce in
all the chief Indian centres is the
?_r@ence of the large agency
irms, which, except in the cee
of Bombay, are mainly European.
In addition to participating in the
export and import trade, they
finance and manage industrial
ventures all over the country and
often have severa branches in
the large towns. The importance
of these agency houses may be
gauged from the fact that they
control the majority of the cot-
ton, #ute and other mills, as well
as of the tea gardens and the
coal mines. This system originat-

ed and has still continued owing
to the ability of these housss to
furnish financial help to indus-
tries; it also owes its existence to
ome extent to the difficulty, in
the cae of companies under
European control, of finding
among the relatively small class
of leading men of business avail-
able in India directors, especidly
managing directors, who will re-
main in the country long enough
to guarantee continuous  super-
vision. . . An agency firm as arule
comprises several partners, some
of whom are in India, while the
others attend to the firm's affairs
in London or elsewhere. There is
'no doubt but that the system is
in many ways well adapted to
Eresent conditions in India, and
s a far greater list of successes
to its credit than can be shown
by ordinary company management
under individual managing direc-
lors."

In Calcutta, the system, thus, com-
bined ownership mainly by residents in
Britain with management by partners
and assistants in India. Although family
influences predominated and the part-
nership was carried on from genera
tion to generation, the more enterpris-
ing and ambitious of the junior assist-
ants could look forward to becoming
partners ultimately. Managing agents
did the preliminary work of starting
new concerns, promoted joint  stock
companies, employed their own funds
or arranged for finance by acting as
guarantors, and also managed the con-
cerns. Besides these promotional, financ-
ing and managerial functions, they
acted as agents for sdes and purchase?.
The more important managing agencies
dso carried on export and import
trade, insurance, banking and various
kinds of agency business.

On the West Coast, the managing
agents were, with some  exceptions,
Indian, The first written managing
agency agreement was between the
Bombay Spinning and Weaving Com-
pany and Cowasee Nanabhoy Davar
concluded in or about 1854; the agree-

ment provided for his remuneration
on the bass of yarn produced (see
S D Mehta "The Indian Cotton Mill
Industry 1854 to 1954"). It can be
safely  presumed that the managing
agency arrangements in Calcutta were
imitated in Bombay by Indian mer.
chants, who made fortunes from the
opium trade with China and later, dur-
ing the American Civil War, from the
export of raw cotton to Lancashire;
the latter alone was said to have earn-
ed Rs 51 crores worth of gold and
silver. Cowagee Davar and Manockjee
Petit in Bombay and Ranchhod Chho.
tala in Ahmedabad, and those who
followed them raised most of the capi-
tal from their own resources but aso
secured substantial monetary and other
assistance from agents of British machi-
nery suppliers and friends. Though
the mill companies were public, they
had very few shareholders. In Ahmeda-
bad, where, unlike Bombay, most of
the bigger managing agents were by
tradition bankers rather than traders,
funds were raised in the form of depo-
sits, too; the larger suppliers of capi.
tal got a share in the managing agency,
contingent upon talcing up a specified
part of the share capital of the manag-
ed company — a rudimentary form of
underwriting.

In both these centres, capital was
aso raised from potential selling agents,
etc, in consideration of future contracts.
Commission to agents of machinery
suppliers was often paid for in shares.
The managers and  technicians were
generally British till the twenties. The
privilege of sharing the fruits of manag-
ing agency was, however, normally res-
tricted to members of the founding
family with financiers as the only co-
sharers, if any. From the thirties and
forties onwards, however, some Indian
managing agents in these centres and
in Delhi, Kanpur, etc, began to give
a share in the managing agency com-
mission to senior employees aso.
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The common practice with managing
agents (leaving aside the fly-by-night
variety found in al countries) was to
promote and set up a concern and
when it was reasonably well establish,
ed to either make it a public company
and throw open its share capital to the
public or otherwise dispose off their
holdings. Care was taken at all limes
to. retain permanent management
rights; in most ceses, adequate share
capital was aso retained in order to
frustrate any move to oust them.
What little evidence there is of share-
holdings by managing agents in the
first half of this century indicates that,
whatever the position might have been
in the 19th century, the well known
managing agents held only i small
part of the share capital of the com.
panics under their management, and
the proportion tended to decline even
before 1939. Both Lokanathan and
Basu, (whose works are the principal
'sources of information for the early
history of the system) observed that
the holdings of leading managing
agents in the companies under their
management were tending to shrink
in cotton and jute companies, at any
rate.

Lokanathan found ("Industrial Orga.
nisation in India", pp 11-43) that, in
the twenties, the holdings of managing
agents in managed companies  were
smal and in many cees the
holdings belonged to the partners/
directors of the managing agents. The
Bombay Shareholders Association testi-
fied on the basis of shareholding data
before the Tariff Board in 1932 that
managing agents had ceased to be the
principal  shareholders in  Bombay
cotton mills. A representative of
Martin and Co stated that his firm did
not hold even 20 per cent of the
shares of the companies under their
managing agency because they prided
themselves on the fact that they were
successful agents.  Obviously, therefore.
managing agents were not, in genera
inclined to lock up their resources but
took the earliest opportunity to free
their funds for investment in other
directions. The Tariff Board of 1932
observed that ;

"Where the managing agent re-
presents a high standard of
ability and sense of responsibility,
it may make little difference to
the company to what extent the
managing agent is interested in
the share capital of the company.
The better class of managing
agent works partI?/ for the re-
muneration fixed for him under
his agreement but partly aso
out of regard for his reputation
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and out of a snse of pride in
the tradition of management
associated with his concern.”.

As the direct contribution of
managing agents to share capital
declined, they sought security in

permanent and comprehensive rights
of management. These rights were
assured through agreements in which
managing agents acted in a dual capa
city, as managers and as shareholders.
Until 1913, the law did not require
an elected board of directors. When
the law made elections mandatory, the
outside directors depended for their
continuance upon the loyalty they
showed to the managing agents. Thus,
although the managed companies were
joint stock concerns with boards of
directors. they were more akin to
partnerships with outside shareholders
as deeping partners.  As the holders
of considerable shares (either in their
own names or through partners and
associsted companies), it was in the
managing agents interest that the
companies be managed efficiently and
fair dividends be paid. But managing
agents were paid in a number of other
ways, too: commissions on profits,
purchases, sdles, and insurance, re-
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muneration to relatives, etc.

Managing agency by itself secured
a certain vaue because of its 'rights
and privileges apart from its ability to
show profit in the concerns nonaged;
the dividend earnings of agents were
subordinate to their earnings in other
forms. As the managers-cum-key
owners were not chiefly interested in
returns on investment, the genera
inducement to invest and public con-
fidence in investment was adversely
affected. Managing agency rights be-
came a negotiable ass; in every
boom period, the rights in many com-
panies were transferred a fabulous

prices and capitalised at inflated
values;, during dumps, transfers
took place because the managing

agents as distinct from the managed
companies were in trouble and could
no more raise finances on their guar-
antees. Even the Tatas handed over
the majority control in the managing
agency of their electric companies to
an American syndicate without the
prior sanction of the shareholders of
the companies.

Originally, the common method of
remuneration to managing agents was
a commission on output. When ring

Table 1: Conmission Paid to Managing Agents, 1927-30

Profit + or Loss —

Year No of Mills Before Depre.
ciation.
1927 75 +157.00
1928 73 —~126.46
1929 76 —~ 71.85
1930 71 -~ 94.23
Source: Lokan " “Industrial

(Rs lukhs)

After Depre.
ciation.

Total Allowance

and Commission

to Mg Agents
(Rs lakhs)

- 7.36 30.87
—298.78 18.32
—230.67 20.26
—236.99 13.45

Lokanathan: *Industrial O rganisation in India”, p 345 n.

Table 2: Coverage of Joint Stock Companies by Managing Agents in
1954-55 and 1962-63.

Number of Companies

1962-63 *

1954-55
Public  Private (Total Public  Private Total
1. Companics managed by manag-
ing agencies 4,091 964 5,055 1,217 22} 1,440
2. Total Cos. at work 10,056 19,569 29,625 6,022 19,407 25,429
3. Total Cos. excluding banking,
insurance and Govt, companies 9,126 19,442 28,568 5,380 19,218 24,598
1as % of 3 40.7 49 177 202 1.2 5.7
1as 9% of 3 4.8 5.0 17.7 22.6 1.2

5.9

.sEu'ce: hCompany News and Notes, Scptember 2, 1963.
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spindles replaced mules in cotton mills,
this system led to abuses. | N Tata
was the first in 1886 to change over
to a commission on profits. Till 1956,
however, Ahmedabad cotton mills and
Calcutta jute mills generaly gave a
commission on output, in addition to
an office allowance. The tea industry
paid 2% per cent on sdes and a further
2Y per cent on profits. Coal and
cement companies paid on the basis of
profits while in sugar, both the systems
existed side by side. In 1916. Tata
Iron and Steel adopted a sliding scade
of remuneration, rising from 5 per
cent to 9 per cent of profits according
to various slabs of dividends declared.
With the notable exception of lata
companies, profits were defined for this
purpose as profits before interest and
depreciation.

Many reputable managing agents
surrendered  their commission when
the managed companies were in diffi-
culties, and even gave up the interest
due on debenture holdings, beside
providing or securing large finances.
In 1928, managing agents of 73 cotton
mills in Bombay surrendered Rs 191
lakhs of managing agency commission
and Rs 740 lakhs of interest on loans
and debentures. From 1922 to 1927,
Ahmedabad mill agents surrendeitd
Rs 1331 lakhs of managing agency
commission. The surrender in Bom-
bay was not exactly munificent (see
Table 1),

Mixed Blessing

That the managing agency system
was a mixed blessing was being recog-
nised even before 1920, The Industrial
Commission was impressed by the high
financial prestige of "the better-class
agency firms and the readiness of the
investing public to follow their lead"
but was not altogether complacent
about their performance.

" . they (the better-class agency
firms) have not escaped criticism
as being unduly conservative in
their methods of business and as
exhibiting undue reluctance to
embark on new ventures. They
have been charged with lack of
enterPrlse and an unwillingness
to follow up lines of development
naturally proceeding from the
expansion of operations in their
own speciadised industries. In
other words, th have been
inclined to develop commerce
rather than industries, and have
thus been at times less helpful
than might have been the case
in clearing the way for continu-
ous industrial progress." (Report,
pp. 89). .

The Central Banking Enquiry Com-
mittee 1931 had the benefit of con.

siderable evidence on the working of
the system during the twenties, egpe
cially in the western region. Appraisal
of this evidence induced the Commit-

tee to recommend lesser dependance
on the managing agency system for
industrial development:
"Although the Managing
Agency system is reported to
have done a great dea for the

industrial development of Bom-
bay, it is admitted that it is not
by ang means a perfect arrange-
ment but has many serious draw-
backs. There have been
where the Managing Agents
have, besides managing their
own mills, traded and speculated
and the resulting weakness in
their position has reacted on the
financial  position of the mills
themselves and led to banks
withdrawing their cash credits
even when the mills were in.

Cases
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trinsically sound, merely because
the Managing Agents had be-
come weak. Further, although
it is true that in times of crisis
such as Bombay has been going
through, Managing Agents have
incurred extensive loses as a
direct result of financing the
mills under their control, there
have been a few cases in which
these Agents have turned their
loans to the mills into deben-
tures, with the result that the
concerns have into their
hands and the shareholders have
lost all their capital. . . This
szjstem works well when every-
thing goes on smoothly and
when the industries are pros-
perous ... when conditions alter
and the industry or the particular
concern comeS up against bad
times and the Man |ng Agents
find themselves compelled to find
more money to support the
industry, it "is found that they

Table 3: Constitution of Managing Agencies.

1954-55 1962-63
© Number  %jof  Number % of
Total Total
Unincorporated firms 2,522 64.0 548 52.5
Private companics 1,238 31.3 402 8.5
Public companics 184 4.7 94 9.0
T 39M 1000 1044 100.0
Source: Company News and Notes, Sep;;{ber 2, 1963, T
Table 4: Frequency Distribution of Managing Agencics
Frequency Distribution No or] 95455 Total No of No otl‘gsz"fcbiil No of
(No of cos Managed) Managing Companies Managing  Companies
Agents Managed Agents Mapaged
1 3526 3526 799 899
2 250 500 67 134
3 64 192 24 n
4 37 148 16 4
5 14 70 10 50
6 12 72 10 T60
7 9 63 3 2
t 10 80 2 16
9 5 45 6 54
10 1 10 7 70
More than 10 16 349
Total 394 5055 104 1440

Sounrce: Company News and Notes, September 2, 1963,
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are not able in all ceses to cope
with the requirements.

We suggest therefore  that
attempts should be made to make
industrial enterprise in India
less dependant on this system for
future development. The esta
blishment of direct financial
relations  between  industrial
companies and commercial banks
is desirable...." (Report, Vol. I,

p 279-80.).
Lokanathan (in 1935) aso expressed
dissatisfaction with the working of the
system in all its three main aspects,

namely, promotion,  finance
management :
"There have

been casss

and

of

waste . . . ill-conceived and frau-

dulent promotion. They

(the

managing agents) have been un-
willing to pioneer and risk in

new enterprises, where the profits

have been neither large nor
certain.  However,  successful
the managing agency system of

promotion might have been in
the padt, it cannot be concluded
that it is 0 at present, or will
continue to do so in the future.

Since most Indian_ concerns
have been under-capitalised, with
share capital barely sufficient for
block expenditure, the balance
has to be raised from various
short term or undefendable or
expensive sources.  With deben-
tures and  preference unpopular
funds had to be raised by or
through managing agents which
ht?d the r}gsug]t of further streng-
thening of the managing agency
system. Had the share and
permanent ca?nal raised at the
start been sufficient to cover the

THE
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needs of working expenses, there
would not havegbeen the same
need for the continuance of an

institution  like the managing
agent to finance industrial con-
cerns.

While its (the system's) power
for doing injury may be great,
its caacny to do good is ITmit-
ed. far as the Indian section
of the managing agency system
is concerned, its continuance can
be explained and justified pol
because of the concentration o
ability, experience and capital in

the hands of a few persons who
have done great service to indus-

trial development.

If it became

possible to persuade them to do

so for

industry

in an altered

status what they have been doing
ency firms, the
result would perhaps be wholly

as members of

Table 5:Companies Managed by Managing Agents Industry—wise

Total
No of
Companics
Industry
I Agriculture (excl 290
plantations)
2 Tea plantations 583
3 Other plantations 129
4 Coal mining 436
5 Other mining 338
6 Grains & pulses 230
7 Vegetable oil and dairy 361
products
8 Sugar 203
9 Tobacco 58
10 Textiles 1,012
11 Beverages 128
12 leather 148
13 Basic ferrous metal 505
14 Transport equipment 423
IS Electrical engincering 61
16 Machinery & workshops 834
17 Metal products 585
18 Chemicals & pharma 1,145
19 Perfumes & toilet 76
20 Paint & varnish 137
21 Matches 31
22 Cement 33
23 Clay & glass 400
24 Rubbor 113
25 Paper & stationery 247
26 Power 257
27 Other manufacturing 1,478
28 Transport 1,404
29 Commerce, finance,
storage & real estate 8,347
30 Other services 1,142
Total *

Sources: 1960-61 : Company

Total
Paid-up
Capital

2.49

32.30
8.14
03.42
14.95
6.09
13.19

44.08
19.73
212.36
4.79
3.96
379.15
49.77
2.25
60.09
31.20
99,22
0.74
3.65
3.38
41.52
13.30
10.48
33.99
39.19
46.02
52.90

238.25

i4.16

(Paid up Capital in Rscrores)

1960-61*
No ot Paidup (4 as % Total
Cos Capital ot (2) No of
Managed  of (3) Com-
by Mg panies
Ags
7 0.23 9.2 854
130 12.34 38.2 591
39 4.27 52.5 234
62 9.91 10,6 495
16 5.21 4.8 421
15 1.21 19.9 263
24 11,31 85.7 436
62 28.21 64.0 216
2 1.4l 7.1 68
313 122.67 57.8 1678
7 0.79 16.5 328
11 0.87 22.0 178
23 57.91 15.13 318
22 21.09 42 .4 435
4 1.03 45 8 400
54 14.25 23.7 640
30 6.25 20.0 507
62 16.2 16.4
4 0.29 39.2 1,858
5 0.62 17.01
3 0.33 9.8
12 34.01 8.9 30
30 4.64 34.9 440
10 3.56 34.0 90
30 15.89 46.7 201
85 33.59 85.7 3154
35 2.14 4.7 2,174
30 8.43 15.9 1,550
87 6.86 2.9 13,504
20 1.76 12.4 2,457
29,625

News & Notes, December 16, 1964

1954-55: Nigam: "Managing Agencies in India" (First Round), 19%57. ) )
* The data for 1960-61 are not comprehensive. Hence the totals are not given in the Table. The totals of figuresincols 1 to 5

ae as follows:

1954-55

Total Nool Paid-up (9)as ¥

Paid-up Cos Capital of (7)
Capital  Managed  of (8)
by My
Ags
4.43 190 1.29 29.1
27.86 266 16.09 57.7
7.90 75 4.09 51.8
22.73 204 18.31 80.6
14.55 90 5.86 40.3
5.11 52 1.04 59 .4
15.02 139 7.83 52.2
30.23 108 22.84 75.5
19.2 12 1.77 9.2
184 .52 724 147.00 79.7
9.0l 84 2.85 3.6
3.61 45 1.12 32.0
34.22 BS 29.97 87.6
35.60 81 18.77 54.5
18,18 93 6.30 3.9
26.67 148 12.50 46.9
16.25 9 5.71 35.1
60.44 495 21.49 35.6
23.98 13 21.23 8R.6
12.38 126 7.40 59.8
4.37 22 1.07 24.4
15.98" 60 12.72 79.3
34.48 209 30.53 88.1
19.35 368 4.51 23.9
42.15 120 28.27 67.9
291.94 799 51.32 17.6
18,79 443 5.75 30.9
970 .82 5,055 465.44 47.9

Col I: 21,194 Col 2: Rs 1,574.86 or Col 3: 1234 Col 4. Rs420.37cr Col 5: 26.7%.
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good. There are no benefits
which would be lost by such a
change, for those benefits are not
the result of the system but. of
the ability and resources of the
persons who run the system ".
Statutory restrictions on the powers
of managing agents were imposed for
the first time in 1936. The duration
of appointment of a managing agent
in public companies was limited to
20 years a a time, but there was no
restriction on re-appointments lung
before the expiry of the initial appoint-

moved if they were convicted of a
non-bailable offence punishable under
the. Penal Code in relation to the
affairs of the company. They could
transfer  their office only with the
approval of the company in genera
meeting. Powers of management were
vested in the board of directors, but
subject to the articles of association of
the company which proved a gaping
loophole. In 1938, insurance com-
panies were debarred from having
managing agents, banking companies
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Statistical data on the significance of
the managing agency system have
been available since the mid-fifties,
(Tables 2 to 4). In 1954-55, there were
3944 managing agents, of which 2,522
were unincorporated firms, 1238 were
private companies and 184 were public
companies. These managing agents
managed in al 5055 companies, out
of the total of 28568 companies Ex-
cluding banking, insurance and govern-
ment companies) in that year. The
5055 managed companies accounted

ment. Managing agents could be re- were similarly excluded in 1949. for 54 per cent of the total ~share

aging & capital of 28568 companies. Manage-

. ment by managing agents was mere

Table 6: Change over to Secretaries and Treasurers, 1960 pronounced in public companies, 71

No. of Cos. Paid up sharc capital  Per cent of the share capital of which

- (Rs crares) (excluding the three above mentioned

1. “Formerly managed by S & T 9 (54 L6 (0.4+ 1.2) B?,tegrﬁ;%ngasagg'mm mpanies manged
2. Tormerly managed by directors 16 ( 1+15) 2.6 (0.64- 2.0)

3. Formerly managed by mg. agents 136 (10+126) 21.2 (1.3+19.9) Out of 3944 managing agents, 3526

4. New companies 18 ( 2+16) 24 (neg+ 24)  managed only one company each, and

Total

179 (18+4-161) 27.8 (2.34-25.5)

Source: Company Law Administration Information Broadsheets Nos 6 and 7,
1961. Figures in parentheses are for private and public companies, respectively.

Table 7: From of Management of New Companies

250 managed two companies each.
About 95 per cent of the managing
agents, thus, managed two companies
or less. Only 17 managing agents
managed 10 or more companies each.

In 1962-63, the number of managing
agents came down to 1,044, of which

Form of Manage-  1956-  1957- 195859 1959-00 1960-61 196162 196263 Total 220 Were unincorporated firms, 402
ment 57 S8 - private companies and 94 public com-
panies. The 1044 managing agents
. ) . managed 1440 companies, out of a
anaging Agents 5 2 2 R ] i i
Muanaging Agents I4 1 7 14 | 9 34 134 total of 24598 companies (excluding
Managers 2 { | 3 3 1 | s banking, insurance and government
S | companies) in that yesr.
Sccretaries and . .
Treasures f 1 7 } | 3 2 18 Of the 1044 managing agents in
1962-63, 899 managed one company
Managing Directors 197 227 250 508 596 S15 8 2681 each and 67 two each. About 93 per
T . cent of the managing agents thus
63 717 330 92 1062 3 2 .
Directors ORI 80 v o6z 10 02 ,‘,’30_ managed two companies or less. Only
Total B8 960 1,095 1,452 1683 1,614 1497 9,150 7 managing agents managed 10 com-

Souwrce: Company News and Notes March 16, 1964

panics each, which excludes others
which they managed as secretaries and
treasurers.

Table 8: Management Pattern of Non-Government Companics 1964

 Public

Private

} ) “Tniul

Form of Management e e
No Share 9% ol No Share o of No Share of v,

Capital Total Capital  Total Capital Total

. (Rs cr) (Rs cr) (Rser)

Board of Dircectors 3849 203.74 18.6 13652 198.71 50.0 17504 402,45 26.9
Managing Directors 672 274.02 25.0 6074 158.96 40.0 6746 432,98 29.0
Managing Agents 1121 523.85 47.8 151 9.72 2.4 1272 53357 35.7
Scerctaries & Treasurers 200 35.97 3.3 9 0.70 0.2 209 36.67 2.5
Managers 60 57.92 5.3 30 29.81 7.5 3047 87.73 5.9
Total 5908 1095.50  100.0 19916 397.90  100.0 25824 1493.40  100.0

Source: Company Law Board, Research and Statistics Division,
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In 1954-55 the system wes of pre-
rinmiiiant imparlance in pi: nlations,
unal, grins and pulses, vegeable oil.
suKar, Textiles. iron and steel, trans-
port equipment. cement, clay and glass,
paper, power and transport (Table 5).
Its importance was relalively nominal
in services and in two industries.
tobacco and rubber which were mainly
under the control of internalina
combines (Imperial Tohaeed and Dun-
lop'Rubber). By 1960-61 the Import-
iini-i! uf the system in the aggregate.
was grcally reduced by the formation
of jiovernineil companies, triiisniuta-
LILII of erstwhile managing agents
iiilu seiTelaries anil treasurers, greater
frequency of subsidiaries, and totation
of new companies with other forms (if
nianagcmeiil. In that year. managing
agents continued to be of prevuiniriani.
importance in plaiUlious [in lea
subsidiaries ami  director (Lammed
companies become more-umu  Sgaihean),
vegetable nil and dairy -PRODUCTS.
Miliar, lexliles, cement and power.

Sceretaries and Treasurers

The indtitution of scercla ies and
treasurers  was recognised for the frist
time in the- Companies All 1956.
There was no reference to it in the
report of lhe Bhabha tummi! Ue. The
intention of the Mien Finance Minister,
c; D Oedimukh, in enriurav;iii®
this new system was, amon 4 others
things, 10 smouthen the transtion from
managing agency rn other iorms ol
management and to enable those
managing agents which manage! nrore
than 10 companies to retain the
management of ihe excess number.
under the Act. secrelaries and treasur-
ers had practically Hie sank powers
JS managing agents, except ihal liiey
hail no right to nominate directors and
Iheir maximum remuneration wes 71
per cent of profits.

Before the expiry of all old manag-
ing agency agreements on the notified
date, namely, August 15, 1969. There
were only 9 companies with pad up
capital of Rs 1.6 crores which were
managed by secretaries and treasurers.
As of August 16, 1960. 179 companies
were managed by 15 seerela ies and
treasures [see Table. 6]. The overwhel-
ming majority of companies under such
management, thus, consist of companies
which were formerly managed man-
aging agents. Out of the 45 secretaries
and treasurers 120 public, 15 prviate 8
unimcerpoated and 2 foreign bodies).
23 which managed 144 complines in
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this form aso acted as managing agents
of 145 other companies. This dua role
other companies. This dua role
enabled the leading managing agents
which had previously managed mare
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than 10 companies to retain the
management of the excess companies.

Between mid-August: 1950 and end-
March 1963, 45 more companies ailopt-

Table 9: Remuncration to Managing Agents 1950-1962

No of Profits* Remuncration  (3) as % of
Companics |Rs cr) to Mg Agenls 12)
[Rs cr)

1950 751 73.26 H.81 13.4
1951 751 96.93 12.42 12.8
1952 751 « 65.63 10.41 15.9
1953 751 75.05 10.36 13.6
1954 751 §9.40 I1.16 12.5
Tolal § 401.27 54.1h 13.5
1955 749 28.60 14.13 14.3
(30) (2.36) (5T 24.2)
1956 736 102.17 11.4Y 11.2
127) 13.35) 136) 2. 2)

1957 hYD 72.04 R.29 1.5
124) 11.4)) (1 K1) 9.1)
1958 6hS B8.9%0 8.77 9.9
125) 11.43) 113) 19 I)

1959 610 117.41 10. 66 9.1
49) 4. 55) 33) 7.9
Tolal¥* 479,12 53.34 1.1
113.12) 11.52) [11.6)
1960-hl 1333 228.12 13.03 3.7
1961-n2 1333 243 88 12.53 5.1
1962-h3 1333 267.40 13.20 4.9
Tolul ¢ 739.40 38.76 5.2

Soaree: Reserve Bank ol India Bullelins, January 1957, September 1961, July 1904.
* Before managing agents' remuncration and taxation.
i Figures for 1950-54 and 1960-63 rclale (p all companics in the Reserve Hank sample,
including those nol managed by managing agents.

** Figures

for 1955-59 relale exclusively 10 companies managed by managing agents.

I'itures in parentheses arc for companics managed by sccretaries and (reasurers.
I'hese dala gre nol comparable with earlier and subsequent data.

Table 10:

Remuntration to Managing Agents by Size of Companies, 1959-1963

|As percentage of profits before tax and remuneration)

Paid up capital 1959 1900 1961-62 1962-63
IRs. lakhgs) 11001) (1333) (1333) (1332)
5-10 7.4 7.5 7.5 - 7.5
1D-25 8.2 7.2 7.4 7.7
25-50 7.0 7.7 6.8 5.5
50-1D0 8.3 6.9 6.5 6.1
Above 100 52 4.3 3.8 3.7
Total 6.4 5.7 5.1 4.9
Source: Reserve Bank of India Bulleting, Junc 1962, Junc 1963, July 1964,

Figurcs in parcntheses give the number of companics,
Size-wise dala in Reserve Bank studies arc available only since 1959.
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ed this new form of management. Of
these, 29 had secretaries and treasurers
which aso acted as managing agents
of either companies. Only 18 (14 in
1960-62 and 4 in 1962-63) were new
companies; the remaining 27 were in
existence before and probably had
other forms of management (Company
News and Notes, November 16, 1963
and December 16, 1963).

Since 1956, the number of new
companies proposing the appointment
of managing agents has declined

Industry

I Tea plantations
2 Coal mining

3 Sugar

4 Cotton textiles
S5 jutc textiles

6 Iron & steel
7 Transpoit cquipment

8 Electrical engg
9 Other machinery

10
11 Basic Chemicals

Aluminium

12
13
14

Pharmaceuticals
Matches
Other chemicals

15
16
17
18

Cement
Pottery
Rubber
Papcr

19
20

Construction
Powcer

21
22
3

Trading
* Shipping
Holtels & restaurants

Total (in¢] others)

steeply. Between April 1956 and
March 1963, 9150 new companies
were formed. Of these 134 had
managing agents, 15 had managers, 18
secretaries and treasurers, and 2,681
had managing directors; the remaining
6,302 were managed by boards of
directors without any statutory manage-
rial personnel (Table 7).

In 1964, nevertheless, the relative
importance of the managing agency
system in tems of the share capita
of managed companies in public non-

1955

1956
Nool % of Noof “,of Noof
Cos  Profits Cos  Profits Cos
124 17.0 127 10.8 117
() (1525 (7 9.9 7
a6 2.2 44 211 42
61 4.6 60 12.8 59
SV C )| () (7.4 2)
174 19.4 172 13.9 61
13y (26.0) (13) (18.06) (7)
44 513 42 (--28.0) 40
2 3.6 2 3.7 2
R 1.7 8 9.2 6
13 13.3 13 11.0 1
36 15.0 36 13.0 35
(4] (6,1) ) (8.5) (1)
2 9.7 2 14.2 2
% 12.3 8 10.0 8
4y (-) ) () h
] 23.8 8 14.1 S
| 16.0 | 15.1 |
12 12.8 11 1.0 1
) (—) (h
9 10.9 10 10.3 9
10 17.7 10 11.9 4y
2 13.9 2 16.5 2
13 10.8 13 13.9 13
4 13.6 4 2 4
20 1.8 20 12.0 13
(3.9 (h Qb (2)
10 14.1 10 9.5 7
9 26,8 9 9.2 8
3 13.0 13 15.3 3
749 14.3 736 1.2 690
30) (24.2) 27y (12.2) (24)

Source; Resarve Bank of India Bulletin September 1961

Note: Data relae to only those com

panies which were
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government sector remained practically
unassailed (Table 8), More than one-
half of the share capital of non.govern-
ment public companies was in com-
panies managed by managing agents
and their cose variant, secretaries
and treasurers, if banks, insurance
and other service companies, and
subsidiaries of international combines,
which either do not or cannot have
managing agents are excluded, the
proportion would rise from one-half to

Table | | : Remuneration to Managing Agents by Industry 195559

about three-fourths or more. In spite
1957 1958 1959
“sof  Noof  “Jof  Noof ¢ of
Profits Cos  Profits Cos  Profits
13.1 117 12.4 109 8.9
9. 1) (7) 9.0y (14) (8.3)
1.7 39 1.2 36 11.4
(2) (6.0} 5y (10.3)
9.7 S1 15.0 47 10.2
(66, 1) (2)y (22.06) (4) (29.2)
RENS 154 15.0 149 12.9
{33.6) (5) () ©)  (8.3)
17.1 40 10.9 RR) 9.7
($) (8.3)
4.7 2 2.3 2 2.4
16.2 6 9.9 5 10.5
) ()
10.3 12 7.0 12 10.9
12.2 34 1.9 33 10.9
(7.7) (1) (8.0) (S8 (8.35)
1.1 2 10.1 2 10.2
12.7 8 1.7 7 1.5
(. (n () () ()
10.6 5 10.4 5 10.5
It.8 1 10.2 l 9.6
12.8 11 .o I 9.8
) (0 (-) (1) (38.7)
10.8 9 10.6 9 (10.0)
10.5 7 111 7 10.5
It.s 2 8.2 | 15.0
13.0 12 10.7 12 9.6
H &.n (1) (7.1
18.0 4 9.5 4 9.6
9.4 17 9.5 14 9.4
(18.8) ) 3.1 () 3.4y
10.6 6 10.0 6 10.3
10.2 ] 10.2 8 18.6
1.7 3 10.5 2 8.3
(1) (11.5)
1.5 665 9.9 630 9.1
9.0 (25)

4.1 «9) (7.3

by managing agents.  Profits are taken as before managing agency

commission and taxation. Figures in parentheses relate to Ssecretaries and treasurers.
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of the decline in its popularity, the
managing agency system is far from
dead or dying. Managing directors
and their variant, managers, ae
comparatively insignificant as a form
of management.

It should be emphasised at the same
time that remuneration to managing
agents has been tending to decline. It
was 134 per cent of profits before tax
(which is dlightly different from the
definition of profit for calculating the
remuneration of manageria personnel
in the Companies Act) in the aggregate
Resarve Bark, sample of public com-
panics (including those not managed
by managing agents) in 1950 and 49
per cent in 1962-63 (Table 9). The
decline has taken place mostly in
large sized companies, i e those having
a paid up capital of Rs 50 lakhs and
above (Table 10). Separate data for
companies managed by managing
agents are available only for 1955-59.
The number of companies so managed
declined during this period and re-
muneration as percentage of profits
came down from 24 per cent in 1955
to 12 per cent in 1956 and to 7 per
cent in 1959. Shrinkage in remunera
tion was most obvious in traditionally
managing agency managed  industries
like tea, coa, sugar nnd textiles
(Table 11).

Common impressions notwithstand-
ing, the managing agency system still
predominates in the management of
large public industrial companies as it
did before, only dlightly less so. Law
and policy have succeeded in some.
what restricting the managing agents
powers and reducing the remuneration
paid to them but they still have a vast
area of corporate activity under their
managerial control. Ever since the re-
port of the Industrial Commission in
1918, pless have been made for giving
a little more time to the system. Ac-
cording to busness spokesmen, the
time has not arrived even now—just
as it had not arixed thirty yeas
back. When the Companies Act, 1956
imposed a wide variety of restrictions
on managing agents, it was sad that
busness enterprise would be throtcled.
That unhappy consummation has not
come about. We ae now being told
by the same people that the Com-
panies Act has done al 'hat wes
necessty to mend the .system and that
there is no need to end it; they do
not object to further mending! How
long are we going to tolerate this
twisted logic in defence of irrational
management? Euthanasia rather than a
further dose of irksome procedura
restrictions is clearly what is indi-
cated.
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