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INTRODUCTION

I was appointed an Honorary Consultant in the Planning Commission
mn July 1966 to conduct a study of licensing under the Industries (Develop-
ment and Regulation) Act 1951. The study had two objectives :

(i) To review the operation of licensing under the Industries Act
broadly over the last two Plan Periods and more closely over the
last six-seven years, including the orderly phasing of licensing
with reference to targets of capacity,

(ii) To consider and suggest in the light of the present stage of eco-
nomic development, where and in what directions modifications
may be made in the licensing policy.

The precise areas of industral planning and licensing policy on which
I was to work were left to my discretion in consultation with the Industry
and Minerals Division of the Planning Commission. [ was informed that
the broad objectives of industrial policy which were sought to be achieved
through the Industries Act were the following:

(a) the regulation of industrial development and canalising of re-
sources according to plan priorities and targets;

{b) avoidance of monopoly and prevention of concentration of
wealth;

{c) protection of small scale industries against undue competition
from large scale industries;

(d) encouragement of new enterpreneurs to establish industries;

(e) distribution of industrial development on a more widespread
basis in different regions; and

(f) fostering of technology and economic improvements in indus-
trics by ensuring units of economic sizes and adopting modern
processes.

Though licensing under the Industries Act has been the principal official
instrument of industrial planning, and the Act has been in force since 1952,
the only appraisal of licensing carried out so far (by the Swaminathan
Committee) has been confined to procedures and allied matters. There
has been no attempt to appraise the role and purpose of industrial licensing
in an industrial environment which has changed considerably since the enact-
ment of the Industries Act or, to aggregate, classify or otherwise analyse
the data provided in applications for licenses. These omissions are quite
apart from deficiencies in follow-up after the grant of licenses.



(ii)

The Industry and Minerals Division of the Planning Commission kindly
placed at my disposal all the files available with them relating to the Licens-
ing Committee and the Capital Goods: Committee and intra-government
correspondence on industrial policy. These are the only sources of statis-
tical data analysed in this report.

In early August 1966, I submitted a preliminary draft on Industrial
Planning and Licensing Policy. This was followed in mid-November 1966
by a supplementary note which presented a statistical analysis of the licensing
data collected. An interim report submitted in December 1966, incorpo-
rated these two notes, as modified in the light of discussions held in the
Planning Commission and Ministry of Industry. It analysed the aggregate
statistical data on licensing for the calendar years 1959, 1960, 1964, 1965,

and January-June 1966. The case study data on the Birla Group covered
the period 1957—June 1966.

This final report covers industrial licensing from 1959 through June
1966. It has been possible now to give somewhat detailed breakdowns of
data for individual states, 200 industrial products, 99 categories of ‘indus-
trial houses’ (including cooperatives, state governments and government
companies), 3 types of industrial licenses i.e., new undertaking, substantial
expansion and new article, all other’ types being excluded) and varying
sizes of investment. Data on applications deferred for further consideration
are presented separately in Volume II. The import component of esti-
mated investment in capital equipment 'is shown under each heading. The
frequency of foreign collaboration has been estimated for 1959, 1960 and
1964—1June 1966; data on the intervening years were inadvertently omitted
at the collection stage. All detailed statements have been segregated in
Volume II. The statistical data suffer from a number of limitations which
are specified later.

The analysis of licensing policy and framework as well as the major
recommendations are substantially the same as in the Interim Report. The
recommendations relating to tax and credit policy and measures to reduce
concentration of economic power have been further elaborated.

This study was commissioned on the initiative of the late S. G. Barve,
then Member (Industry), Planning Commission. I am grateful to the
Industry and Minerals Division of the Planning Commission for providing
me with the facilities required for this study. M. Satyapal and Hari Bhushan
gave freely of their time and knowledge to enable me to understand the
objectives and mechanism of licensing. T have also benefited from discus-
sion with S. S. Marathe and K. J. George of the Ministry of Industry.

P. B. Medhora of LCIC.I. helped with many useful suggestions. ;

Kapur and Khanna of the I. and M. Division, Planning Commission
culled the basic data from the files of the Licensing ‘Gi:nmittee.



(i)

I was assisted in this work at the University of Bombay by Rajendra
Abhyankar, Geeta Mehta, Paulomi Bhansali, Indu Kale and Kamal Patel.
V. J. Puntambekar and his staff of the Electronic Data Processing Centre
were extremely helpful. K. Kuttykrishnan typed the manuscript.

I thank the University of Bombay for permission to take up and complete
this assignment.

The responsibility for the analysis, conclusions and recommendations
is exclusively mine.

Bombay

September 14, 1967.
R. K. Hazari



PART 1
Statistical Quitline

0.1. This outline analyses the data on applications, investment in capi-
tal equipment and its estimated import component collected from the agenda
papers and minutes of the Licensing Committee. The outline covers the
distribution of applications (net of those deferred) and approvals for
licences from 1959 through June 1966, by

. (a) products

(b) size of investment in capital equipment

(c) type of proposal, i.e., new article, substantial expansion and
new undertaking

(d) collaboration

(e) location in various states, and
(f) industrial houses (including cooperatives and Government).

0.2. The data suffer from severe limitations, as set out later. Briefly
the data are

(i) partial because items on the free list are excluded altogether

(ii) incomplete because information on investment is not available in
some cases, and

(iii) not fully reliable because the information given in applications
for licences is preliminary and tentative.

They should be taken as rough indicators of magnitudes, not precise
amounts.

1.1. The peak of initial investment intentions, as indicated by invest-
ment applied for, was reached in 1960—62 (calendar lyears). It has
clearly faltered since then (Table 1). Investment approved, which is
the next stage of investment but far from the ultimate achievement, was
highest in 1960 but has fluctuated considerably each year since then around
reduced levels, which would be lower still if recast in constant prices. In-
vestment applied for (to the extent data are available) averaged Rs. 342
crores in 1959—60, Rs. 403 crores in 1961—63, and Rs. 341 crores in
1964—June 1966. Investment approved was Rs. 250 crores, Rs. 245 crores
and Rs. 284 crores, respectively; these roughly constant figures indicate a
decline in real terms since they are not adjusted for price increases. The
number of applications and approvals has, on the whale, tended to decline.
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1.2. It must be remembered, however, that a significant part of licens-
ing in 1959 and 1960 remained infructuous, and the exemption limit for
licensing of new undertakings was raised from Rs. 5 lakhs to Rs. 10 lakhs
in 1960 and further to Rs. 25 lakhs in 1964.

2.1. The import component of investment in capital equipment averaged
two-thirds over the period; it was fractionally lower for approvals as com-
pared with applications. It has declined from about three-fourths at the
beginning to roughly two-thirds at the end of the period though it dipped

- lower in 1962-63. The data on import component here are as estimated
initially by applicants before finalisation of projects and thorough scrutiny,
among others, by the Directorate General of Technical Development. The
addition of new capital intensive industries constantly offsets the import subs-
titution achieved in older industries. The fact remains, nevertheless, that
the import-component of capital equipment, as estimated by entrepreneurs,
still exceeds 60 per cent. This level does not represent a distinct gain in
import sphstituliun_

3.1. The predominant part of approvals, both number and investment,
has been for products other than consumer goods* (Table 2. For detailed
product-wise classification, see Vol. I1I). True, some of the proposed in-
vestment in other products can also be imputed to consumer goods because
it ultimately gets embodied in them, and the rough categorisation essaved
in Table 2 is not altogether immune against objections. The over-all trend
iz, however, so predominantly away from consumer goods that it would
not be substantially altered by any sophisticated adjustments.

3.2, 'This trend cannot, at the same time, be attributed wholly or even
largely to the existence and operation of the industrial licensing mechanism.
It represents, in the main, a common feature of industrialisation, and the
working of the arithmetic of growth. As income increases and the needs
of the economy diversify, the demand for intermediate, producer and capital
goods increases much faster than for consumer goods even in a poor country.
Massive prowth can take place only under conditions of progressive re-
duction of dependance upon the processing of natural materials. Even ine
demand for consumer goods arises from income generation and their supply
requires technological inputs from industry.

3.3. The import component of investraent in consumer goods as a whole
is only fractionally lower than in engincering and chemicals. Import saving
can hardly, therefore; be an argument in favour of substantially larger
investment in consumer goods. ‘ ;

34 Itis 1111p0551b1¢ to assess whethcr the product pattern of approved
lm'estmem has been consistant with the Plans for the simple reason that

*  This picture would net differ umﬁmﬂrlfippimmﬂud of approvals, were
taken into account.
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the Plans specify capacity projections, and not the amounts of investment
invoived  In broad terms, .nevertheless, I do not find the pattern of approv-

ed investment to be inconsistent with the strategy of development which
underlies the Plans. L

&

3.5. In spite of the progress in literacy and media of communication,
manufacture of printing machinery does not seem to have made any
progress.

4.1. Taking the ‘period as a whole, investment proposals of Rs. 1 crore
and above each account for about one-tenth of the total number of applica-

tions but three-fourths of total investment and import component. (Table
3).

4.2, Between 1959-60 and 1964—66, the number of proposals zbove
Rs. 1 crore each increased considerably but their share in total investment
remained practically constant at two-thirds. The size of new investments
is becoming larger. This cannot be attributed wholly to highesgprices for
there is a substantial increase in the number of large investment proposals.

4.3, There was no significant difierence in the import component bet-

ween the various size groups. All of them had an import component of
about two-thirds.

5.1. Roughly dne-half of the applications (for which investment data
are available) were for new undertakings and the rest were almost cqually
divided between substantial expansion and new articles. (All other kinds
of licences are excluded in this study). The share in total investment and
import component was skewed even more in favour of new undertakings,
while substantial expansion accounted for most of the balance. (Table 4).

5.2. The ratio of approvals to applications has been more favourable
to substantial expansion and new articles than to new undertakings.

5.3. As between 1959-60 and 1964—66, new articles have acquired
more significance in both applications and approvals, number as well as
investment. The share of new undertakings has declined in numbers but
gone up in investment. Substantial expansion has become less significant in
both number and investment. This trend, perhaps, indicates greater diver-
sification, in preference to growth in established lines.

5.4. The import component of all the three types of liceuces ﬂppl:mr“d
was roughly the same at about two-thirds.

6.1. The relative frequency of proposals with foreign collaboration dec-
lined significantly between 1959-60 and 1964—66. So far as the propo-
sals for which investment data are available, however, the share in ipvest-
ment and import component of those with collaboration recorded a consi-
derable increase (Table 6). 3
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6.2. Out of 5,774 applications for licences in the 4} years 1959-60 and
1964—66, 1,529 proposed to have foreign collaboration. Out of 3,684
approvals granted in these years, 1,186 involved collaboration (this is not
the same as approval of collaboration itself which is handled separately
from licensing).

6.3. In 1959-60, the major proportion of the number of approvals for
all the three types of licences did not involve foreign collaboration ; the same
position held for investment in new undertakings and new articles but not,
strangely enough, for substantial expansion. The position was reversed
in 1964—66; collaboration became less significant for substantial expansion
but more significant for new undertakings and new articles ( Table 7).

6.4. It is difficult to say how far this analysis would require modi-
fication to allow for the proposals whose investment data are not available.
In their case, the frequency of those not involving collaboration was much

greater. "

7.1. The bulk of approved investment during 1959—66 has been in
Maharashtra, West Benal, Madras, U.P., Bihar, M.P., Andhra and Gujarat,
in that order, with Maharashtra way up on top. Curiously enough, the
share of Maharashtra, West Bengal and Gujarat in the number of approvals
was much larger than in the amount of investment. (Table 8).

7.2. The year-wise trends are somewhat erratic. As compared with
the initial years, the share in approvals of Maharashtra, Mysore, U.P. and
West Bengal has declined (the decline in Delhi could be due to the shift of
industry out of the Territory’s narrow limits). About 46 per cent of the
approved investment in 1959—66 was in the three top states, Maharashtra,

West Bengal and Madras.

7.3. The share of Maharashtra and West Bengal in substantial expan-
sion and new articles is, as may be expected, larger than in new under-
taking; this is also true of Gujarat. The less advanced states have secured
a larger share of new undertakings. (Table 9).

7.4. The approved investment for new undertakings in West Bengal
during 1959—66 was Rs. 100 crores only, against Rs. 171 crores in Maha-
rashtra, Rs. 128 crores in Madras, Rs. 117 crores in Bihar, Rs. 116 crores
in Madhya Pradesh, Rs. 83 crores in U.P., Rs. 66 crores in Andhra, Rs.
64 crores in Punjab-Haryana-Himachal and Rs. 53 crores in Rajasthan.
This unsatisfactory performance in West Bengal was partially relieved by
fairly large investment in substantial expansion and new articles but it
could hardly have provided the stimulus which comes from fresh starts.

8.1. Community-wise, the Marwaris are, by far, at the top. Their
share in approved investment during 1959—66 was 24 per cent, followed
by Gujaratis 15 per cent, Southern 8 per cent, Punjabis 5 per cent and
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Parsis 4 per cent. The share of Marwaris and Gujaratis might be slightly
larger than is indicated by the above figures for, in cases of doubt and
ignorance, the relevant licencees are classified under ‘other Indian’. (Table
10). This classification is subject to some degree of error but that would
not invalidate the general picture.

8.2, Domiciled foreign houses accounted for only 1 per cent of approv-
ed investment but international combines were way up at 7 per cent.

8.3. Among international combines, those originating in U. K. had
nearly 4 per cent of approved investment, followed by U.S.A. 2 per cent.
West Germany, Switzerland and Sweden were the other countries of origin
of some significance. (Table 11).

B.4. The Government sector got nearly 16 per cent, which is a severe
underestimate because most of the larger investment proposals from this
sector do not come before the Licensing Committee. (Table 10). Out
of this, the bulk, 13 per cent, went to Government companies and the rest
was thinly distributed, mainly between Andhra, Punjab, Orissa and U.P.

8.5. Cooperatives accounted for less than 1 per cent of approved invest-
ment and of this, those in the Western states accounted for one-half.

9.1. Approved Marwari investment has taken place in all states except
Jammu and Kashmir. The bulk of this investment was in West Bengal,
U.P., Maharashtra, M.P., and Bihar. (Table 12).

9.2, Gujarati investment was mainly in Maharashtra, Gujarat, Madras
and U.P.

9.3. Southern houses were practically confined to the Southern states,
Madras, Andhra and Mysore, but there was a significant investment in
Maharashtra, too.

9.4. Punjabi investment was mainly in the Punjab-Delhi region but
is also found in Maharashtra, West Bengal, M.P., Bihar, and Madras.

9.5. Parsi investment was mainly in Maharashtra and Bihar,

9.6. The investment of domiciled foreign houses was restricted to the
old presidency areas, West Bengal, Madras, Assam, Maharashtra, and
Bihar.

9.7. International combines dispersed their investment a little more
widely but in their case, too, the old presidency areas were predominant.

9.8. Government investment was more widely dispersed than that of
any other category. It was highest in M.P., followed by Andhra, Bihar,
Madras, Mysore, Orissa, Kerala, Delhi, and West Bengal.
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10.1.  During the period 1959—1June 1966, 28 Indian industrial houses
applied for licences for investment exceeding Rs. 10 crores each, net of
those applications which were deferred for reconsideration. (Table 13).

16.2. These 28 houses made 1,961 applications (21 per cent of all
applications) of which investment data are available for 1,178. These
1,178 applications involved an investment in capital equipment of Rs. 1627
crores (59 per cent of total applied) with an import component of Rs.
704 crores (38 per cent). Approval was granted for 1,233 applications
(21 per cent of all approvals), of which investment data are available for
832. These 832 approvals invelved an investment in capital equipment of
Rs. 740 crores (38 per cent of total approved) with an import companent
of Rs. 490 crores (38 per cent again).

10.3. The shares of the top four houses in total applications (net of
deferred) and approvals during 1959—June 1966 are given below. The
Birla share is strikingly high in application and approval,- number and
investment.

{Percentages)
MNumber MNumber Invest- Impart
House date not data ment c::mpcnfnt
avail- avail- of (4} of (5}
able able {Ras. crores) (Rs. crores)
1 2 3 4 5 6
I Birla Applied 7.4 .2 14.1 gk
Approved 5.8 6.5 14.1 T4.4
2. KR Applied 1.0 0.9 2.5 2.7
Approved 08 0.9 2.5 2.5
3 Tata Applied 1.1 1.3 2.0 1.0
Approved 1.8 1.5 2.4 2.3
4. Shri Ram Applied 0.5 0.6 1.9 2.6
Approved o6 0.6 2.4 1.5

10.4 .The largest number of applications were made by Birla, Tata,
JK., and Amichand Pyarelall, in that order. The last mentioned house
ranks 13th in the amount of investment approved in so far as investment
data are available. z



7

11.1. Tt is somewhat difficult to compare the beginning and the end
of tie period to assess the changes in the shares of houses for, investment
behaviour (which alone is really analysed here) as distinct from asset for-
mation is not spread continuously over time. The task can be risked
nevertheless. The share of these 28 houses in total approved investment
declined from 46 per cent in 1959-60 in 39 per cent in 1964—66. The
share of the four top houses, Birla, J K., Tata and Shri Ram ' increased,
however, from 22.4 to 25.6 per cent, wholly on account of the latter three
because the share of Birla actually fell. (Table 14).

11.2.. The houses (out of 28) which were relatively more active in
1964—66 as compared with 1959-60 were J.K., Tata, Shri Ram, A.C.C,
Sarabhai, Kamani, Mafatlal, Bajaj, Kirloskar, Mahindra ard  Thapar.
Those which became much less active in 1964—66 were Walchand, Sahu
Jain, Kalichand, V. Ramakrishna, B. Patnaik, Amichand Pyarelall, Anantha-
ramakrishnan, Wadia-Shapooriji, Chinai and Jaipuria.

12.1. The 28 houses had larger investment, as compared with the aggre-
gate, in substantial expansion and new articles, and smaller investment in
new undertakings. (Table 15).

2.2. Among the 28, however, there were several which had the major
or predominant part of approved investment in new undertakings; J.K.,
Shri Ram, Sahu Jain, Bangur, Somani, A.C.C., Kilachand, V. Ramakrishna,
Amichand Pyarelall, Kamani, Mafatlal, Seshasayee, Bajoria-Jalan, Modi,
Goenka and Jaipuria.

12.3. Substantial expansion accounted for the bulk of investment only
in Walchand, Sarabhai, Kasturbhai, Mahindra, Thapar and Chinai.

12.4. New articles accounted for the major part of investment in very
few houses; Patnaik, Kirloskar, and Wadia-Shapoorji. They were of con-
“siderable significance in Mafatlal, Bajaj, and Bajoria-Jalan.

12.5. Birla received approval for investment in capital equipment of
Rs. 114 crores in new undertakings, Rs. 126 crores in substantial expansion
and Rs. 32 crores in new articles. These related to 100, 94, and 61 appli-
cations, respectively. In addition, there were 36, 47 and 26 approved
applications, respectively, for which investment data are not available.

13.1. Some houses follow the practice of putting in a number of appli-
~ cations for each product. Some repeat applications are unavoidable—and
welcome—over a period of 7% years and some are for different types of
licences. The situation depicted in Table 16, however, justifies the pre-
sumption that multiple applications for the same product and for a wide,



8

very wide indeed, variety of products are meant to foreclnse lincensable
capacity.* This appears to be particularly true of Birla applications.

13.2. It is difficult to evaluate the multitude of Birla applications in
almost every product without a close and complete follow-up of develop-
ments after the consideration of applications by the Eicensing Committee.
The data in hand indicate abiding or at least persevering interest in a tre-
mendous variety of products, interest which at times defies several defer-
ments or rejections of applications to attain consummation in approval,
interest which seeks to overwhelm the relevant authorities with multiple
proposals the moment suitable opportunities offer themselves. This per-
formance is unrivalled, and is not to be belittled or under-estimated. Whe-
ther and if so, to what extent, this performance actually blocks the entry
of other, existing or potential, entrepreneurs is an open question.

13.3. In my interim report, I essayed a rough comparison-of Licensing
Committee data with CGC data to show that a large number of Birla licen-
ces did not appear to have been followed through to the CGC. I have not
further pursued this line of investigation in the hope that the better equipped
Licensing Enquiry (Thacker) Committee would be looking into this matter,
among other things. Here I can only draw attention to the table in para
10.8 of my interim report to indicate that the magnitude of this lack of
follow-through seems to be considerable.

13.4. It is to some extent legitimate to infer, that Birla enterprise, justi-
fiable or not in terms of ultimate performance, does tend to pre-empt licens-
able capacity in many industrics. The sheer pressure of multiple applica-
tions for each product must be such as to yield positive results for at least
two or more applications. If all the licences received do fructify or are
intended to fructify, their progress, if any, before or after capital goods
approval can be so adjusted or spaced as to minimise the financial and
managerial burdens of the group at any time—not necessarily those of the
economy as a whole. If the applications are rejected or deferred for sub-
sequent consideration, they remain on the waiting list against future licens-
ing. ahead of new applications from others.

13.5. The obligation on all units having fixed assets of more than Rs. 25
lakhs to take out a licence for new articles—applications which can be
rejected out of hand on the ground of sufficient licensed (not necessarily ac-
tual) capacity keeps at bay existing large undertakings which might have the
capacity to offer competitive products by feasible diversification. Enter-
prise plus imaginativé understanding of licensing formalities, thus, enables

: s 2 4
*T should emphasise that the application data in table 16 are net of deferred and,
ther:fn::c, elimimriu: multiple counting as far as possible. Some deferred aprpllca;mrr:.
do not return to the Licensing Committee bur get approved otherwise. Such approvals
are not covered 1n this study at all.
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the Birlas to foreclose the market. Astute management turns this process
into high and quick returns on investment, which earns foreclosure of

economic resources generally, and helps magnify the halo round the House
of Birla,

13.6. It is, perhaps, no accident that certain Birla companies which
appear repeatedly among the ranks of applicants—and some of which do
get approval for their proposals—have little to boast of jp their balance
sheets and profit and loss accounts. A rough sample check with data
available in the Company Law Board reveals that Aryavarta Industries,
Bikaner Commercial, Eastern Equipment and Sales, Manjushree Industries,
and Orient General Industries, which put in a large number of apphcau:ms
for a variety of products are either, trading and/or finance companies or,
have very small assets to show against the licences issued to them.
Aryavarta, Bikaner Commercial and Eastern Equipment show hardly any
fixed assets in their latest available balance sheets, though the last mention-
ed has a sizable trading turnover. Orient General had (as on 31st March
1965) fixed assets of Rs, 35 lakhs against investments worth Rs. 57 lakhs
in shares, and a sales turnover of Rs. 463 lakhs; during the year ended
31st March 1963, its sales amounted to Rs. 370 lakhs against fixed assets
of Rs. 9 lakhs. Manjushree, which holds licences/letters of intent, among
other things, for acrylic fibre, bamboo pulp, steel castings and cotton
spinning had. on 30th September 1964, a share cafpital of Rs. 5,000 and
no liabilities or assets to speak of. Bikaner Commercial which obtained
a licence for industrial explosives (probably in 1963) proposed in 1964
to transfer it to Kingsley Golaghat Assam Tea, “a company under the
same management”, because it could not raise the necessary funds.

13.7. It should be possible to enlarge the scope of such checking to
include many similar cases. These are without prejudice to the substantial
number and investment significance of applications from companies which
have proceeded to implement their licences.

Limitations of Daia

14.1. The data are taken wholly from the agenda papers and minutes
of the Licensing Committee set up under the Industries (Development and
Regulation) Act. This is, I understand, the first time that investment and
import component data from this source have been aggregated and classi-
fied. The applications also contain some information on the requirements
of physical resources like power, railway wagons, water, raw materials, etc.
I further understand that it has never been considered worthwhile to
aggregate these data either; in any event, they have not been used for pur-
poses of planning or administration.

14.2. Since 1962 the Ministry of Industry has maintained three li_sts -.:-l’
industries which are subject to change every six months: (i) free list, in
27P.C—2.
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which licences are given without reference to the Licensing Committee,
(1) merit list, in which licences as given on merits after scrutiny by the
Licensing Committee, and (iii) rejection list, in  which applications  are
rejected on grounds of sufficient licensed capacity without reference to the
Licensing Committee,

Applications for the free list, as it stands from time to time, -do mot
come before the Licensing Committee. Such applications and approvals
are not included in the data analysed here. It is reasonable to suppose

that the number of such applications and approvals, and the investment
proposed vnder them, are considerable,

Applications rejected on grounds of their being on the rejection list are
reported to the Licensing Committee which sometimes does consider them
on merit. This reporting does not normally contain any data beyond
specifying the applicant’s name, product applied for and the state of Joca-
tion. Hence the data analysed here are incomplete to that extent.

The Licensing Committee is furnished with a fairly comprehensive
summary of the data only in respect of the merit list. Even in this case,
the amount of proposed investment is, in many cases, not specified or the
summaries as presented omit some particulars; e.g., state of location type
of proposal, etc.

14.3. There is a time lag between approval by the Licensing Committee,
which is technically a recommendation to Government, and the issue of a
license or, sometimes an intra-Government difference of opinion which
delays ‘confirmation of the minutes of meetings.

Since 1964, it has been the practice of the Licensing Committee to
issue first a letter of intent, valid for a specified period and, after completion
of various preliminaries, to give a licence. In this Report, no distinction
is made between licences and letters of intent.

14.4. The same application with or without alterations is, at  times,
considered more than once by the Licensing Committee which may defer
or reject it and then reconsider, again, sometimes, more than once, at
the request of the applicant or the state of location or consequent upon
re-opening of a whole issue. Data for deferred applications are given
separately in Volume II. 1In the analysis, applications have been taken
net of deferred, but this is open to the objection that deferred applications
do not always have full data when they come up for reconsideration. Some
of the deferred cases ars decided “on file” at a higher level and the decision
is mot available in the Licensing Committee papers. Some others do not
return to the Committee, presumably, because the applicants withdraw
them. j
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14.5. The distinction between the three types of licences, new artiﬂe,
substantial expansion and new undertaking, is not always clear in the papers
available. Errors of recording are somewhat common in this area.

14.6. Owing to these limitations, the data on the number of applications
and approvals analysed here are nop e apected 1o tally with those released
periodically by the Minisiry of Industry.

14.7. Estimates of investment and import component are, in most
cases, tentative and are to be taken as broad magnitudes only. For the
sake of convenience, investment is identified in this analysis with capital
equipment and excludes all other fixed investment. The import compbnent
is as estimated initially by the applicant.

14.8. The minimum exemption limit for licensing of new undertakings
was raised from Rs. 5 lakhs to Rs. 10 lakhs in 1960 and further (with
the exception of some industries) to Rs. 25 lakhs in 1964. Inter-temporal
comparisons have to keep in mind the changes in exemption limits, though
these would not appreciably affect the distribution of investment as d1st|nl:t
from the number of applications.

New articles and substantial expansion of undertakings already licensed
are not covered by the exemption limit. A separate licence is required for
each such proposal, even if no investment is required for the manufacture
of a new article.

Substantial expansion is not defined precisely in the Industries Act but
is interpreted to mean an addition of more than 10 'per cent (25 per cent
since end-1966) to licensed capacity. The distinction between substan-
tial expansion and new article is mot always clear.

14.9. Under the Industries Act., only the Central Government and spe-
cified Governments are exempt from licensing. State Governments and
public sector bodies corporate have to apply for licences in the normal
course, The procedure for considering proposals from such applicants
is not uniform. Apparently, many of the larger investment proposals do
not come before the Licensing Committee ; the data of such proposals are
not included here.

14.10. The classification of products is subject to the usual difficulties
of such classifications, especially the difficulty of distinguishing complete
plants from components and different varieties and grades of equipment
and materials from one another.

14.11. The state of location refers generally to the location of the
undertaking. Sometimes, however, it glso refers to the state of location
of the registered or liaison office, etc. It has not been possible to be
absolutely accurate on this account.
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* 14.12. The definition of industrial houses and their regional/commu-
nal origin conforms to that used in my book The Structure of the Corporate
Private Sector—A Study of Concentration, Ownership and Control. The
classification mada_un this basis is not infallible though care has been
‘taken to see that it is consistent with the information available: to me.
In many cases, especially of private and new companies as also individuals
and partnership firms, classification is difficult—and is subject to some
degree of error..  On the whole, however, my impiression is that the errors so
far as several major industrial houses, or categories are concerned, are
more of omission that commission,

14.13. The data have no reference to follow-up action after considera-
tion of proposals by the Licensing Committee—To the extent licences do
not fructify ultimately or, there is a time lag between sanction and actual
investment or, a difference between estimated cost and actual cost, there
would be a wide gap between investment intentions and fulfilment.
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PART 1I

FRAMEWORK AND POLICY

15.1. T turn now to the articulation and effectiveness of industrial
planning. Since the analysis is based on certain views about planning in
general, T shall first set out the broad outline of my thinking on the subject.

15.2. The Indian economy is an amalgam of various elements.. The
public sector accounts for less than 20 per cent of national income though
its share in new investment is considerably larger. In 1950-51, the con-
tribution of the public sector to the output of (organised) industrial
manufactures was less than 2 'per cent; this contribution rose to about 8
per cent in 1960-61 and should have exceeded 20 per cent at the end of
the Third Plan. This improvement notwithstanding, the general picture is
one of an economy in which the private sector (monetized and non-monetiz-
ed) accounts for the bulk of output, income and savings. In other words,
aside from subsistence activity, economic operations are subject to the
market mechanism, in so far as the allocation and management of economic

prices, rates of returns, managerial flexibility, etc., for effective planning and
of Government.

15.3. Nobody seriously suggests that the market mechanism is or can
be an exclusive or perfect means for the allocation of resources and maximi-
sation of the growth rate. Equally, there are grave doubts, particularly
in view of our past experience, about the 'possibility of achieving a perfect
administration which would successfully and efficiently override or supplant
what are usually described as market criteria or market assessment of
operations. Even a perfect administration in a fully centrally planned
economy (which was held at one time as the planned counterpart of
classical 'perfect competition) would need, it is now recognised, shadow
prices, rates of returns, managerial flexibility, etc., for effective planning and
assessment of performance.

154. 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 sectors draw
and since econmomic activity takes places in a traditionally free environ-
ment, it is obvious that the market mechanism is in fact of greater import
than administrative fiat.

13
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16.1. A number of measures have been taken of late in the direction
of making greater use of fiscal and monetary devices to regulate, among
other things, the direction of private investment. At the same time, many
direct controls on the prices, production and distribution of various com-
modities have been relaxed or lifted altogether. Tax concessions and
credit policies have been more selective since 1964 while the prices and/or
distribution of several industrial products have been decontrolled. Some
industries have been delicensed pursuant to the recommendations of the
Swaminathan Committee.* (I shall comment later on this approach to
delicensing). Profitability standards have been or are proposed to be
lsid down and enforced for public enterprises. It is broadly accepted in
principle that essential or high priority industries in the private sector,
too, should make adequate profits to generate and mobilise resources.

16.2. All these, and devaluation, represent greater conscious and
deliberate reliance upon the market mechanism without abandoning strategic
controls (particularly on allocation of foreign exchange) and emphasis on
a growing public sector. They are to be considered not as an exercise in
pragmatism or an escape from tedious administrative burdens but as a move
towards a more rational and effective policy.

16.3. T agree with the view that planning should make the best use of
the market mechanism, at the same time as it steps up the growth of public

*Eleven industries were delicensed in May 1966: (1) iron and steel castings and
forgings, (2) iron and stee] structurals, (1) electric motors upt? Io h.p., (4) %ﬂg, (5}
power alcohol, (8) solvent extracted oils, (7) glue and gelatin, (8) glass, (9 ricks
and furnace linings, (10) cement, gypsum and insulating boards, (11) timber products.

The reconstituted S1.ln|':|.1'n:l.l:u.t.!l'lim'i an lZ:n:m:rl.lzrl.tl_'1 X ‘;bet 1'l:u:|l:|:|'r|.|::|1e.|m:lI I::d in M;nfrch 1966 that

e .generally speaking, ustries which do not involve the import of capital goods
and of raw materials should be exempted from the li:emiu? provisions of the Act_....
It should by and large be lzft to the economic judgement of the entrepreneur to decide
whether or not he will enter the field and make an investment and to what extent. In
these fields the targats laid down by the Planning Commission should serve as indicarivi
targets and as a factor to be considered by the prospective investor in his assessment oe
demand and other coonomic data.™

In Movember I966, 23 more industries were delicensed on the two grounds mene
tioned above, plus the need to create additional Fourth Plan capacity and to exploit
export potential and increase icultural production: (1} cast iron spun pipes, (2)
steel ingorsfbillets by electric furnace, (3) non-vehicular internal/combustion engines
below 50 h.p. (both cﬁml and petrol}, (4) electric motors upte 50 h.p., (5) electric
furnaces without import of switchgear and transformer, (6) bicycles and component,
(7) tea machinery, (8) power driven pumps, (o) agricultural ayers (except manual)
(conventional and knapsack type with indigenous cngines). (To)air and gas compres-
sors upto 6 C.M.C., (I1) fire fighting equipment, (12) coated abrasives, (13) s
machines and components, (14) weighing machines, éls} mathematical, surveying
drawing instruments, (16) mixed fertilisers, (I7) calcium carbonate, (18) barium carbo-
nate, (19) barium chloride, (2¢) barium nitrate (21) barium sulphate, (22) blanc fixe,
(23) activated bleaching (24) activated ‘(55) metallic stearates, (26) sodium
aluminate, (27) paper board|straw board, {gﬂetpn or packsging, (29) hard board
including fibre board, chip board and parti ards. :
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sector investment and output, and that it should depend upon fiscal,
monetary and foreign exchange controls for manipulation of the market
mechanism in the desired directions. In the context of industrial planning,
this implies, among other things, a clear advance statement of priorities,
greater reliance or relative profitability, taxation (both direct and indirect),
and provision of credit and foreign exchange, rather than pre-occupation
with the system and procedure of industrial licensing. Since planning is
essentially the projection of (entrepreneurship and) management on a national
scale, there has to be a clear perception of the areas which are of overwhelm-
ing importance in relation to the principal nbjectives and which, therefore,
reguire planning in depth. These have 1o be distinguished from other areas
which are of lesser significance in quantitative terms or for attainment of the

principal objectives and which, therefore, require only nominal attention
in planning.

17.1. Industrial planning, in the present situatiom, has to aim at three
main interrelated objectives:

a) minimising the net ageregate foreign exchange cost of the
industrial programme and making the best available use of
available foreign exchange, :

(b) minimising the total (including rupee) cost of the industrial
programme, and ;

(c) ‘maximising the total output (especially in the priority areas) in
relation to the given volume of investmenf and materials.

17.2. Tt is difficult to assess the extent to which industrial licensing
(or planning in general) has so far contributed towards the fulfilment of
these objectives. As emphasised earlier, the market mechanism is stronger
and more pervasive than administrative fiat in channelising investment and
determining output, directly, in the private sector and, indirectly, through
the common pool of resources, in the public sector, too. Besides, licensing
had a number of objectives which, at the time of enactment of the Industries
(Development and Regulation) Act fifteen years back were, perhaps,
considered as equal in importance to channelisation of investment. These
objectives concerned balanced regional development, protection of small
and cottage industries, and avoidance of concentration and monopoly.
These, and discouragement of ‘wasteful competition’, have received attention
in planning and administration,

18.1. The area of signficance which industrial licensing occupies is
ively shirki

18.2. From about one-fourth of total.(large seale) industrial investment
in the First Plan, the public sector raised its share to roughly one-half in
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the following two Plans; the proportion would be about 60 per cent in

the Fourth Plan. Formalities apart, industrial licensing does not apply to
the public sector.

18.3. Similarly, large private projects, which account for the bulk of
proposed total private investment, are subjected to a procedure somewhat
different from that for ‘normal’ licensing.

18.4. Moreover, for some time to come, most of the expansion and
diversification of output and fresh investment is expected from existing,
rather than new, undertakings and, to that extent, licensing is either not
required or involves considerations and problems different from those till,
say, 1961.

18.5. As for balanced regional development, the more diffused avail-
ubility of power and what are in effect postage stamp rates for steel, cement
and coal, together with the setting up of new industrial centres, mostly
around public sector projects, have been a positive beneficial influence as
against the rather negative bias which industrial licensing has.

18.6. It can also be suggested that licemsing (though, perhaps, to a
lesser extent than the foreign exchange crisis) has been one of the successful
instruments of the policy during the Second Plan period to create the urge
to industrialise. This urge was reinforced, among other things, by the
implicit assurance of more or less monopolistic (or non-competitive) posi-
tions which licencee expected to occupy, with the help of foreign collabora-
tors who initiated them into new industries. Now, the urge is there {perhaps,
not so much due to as in spite of the foreign exchange crisis) and there is a
greater degree of familiarity with new technology. The extent to which
additional output comes from existing rather than new units makes things
somewhat easier. Correspondingly, the need to assure monopolistic positions
is, to 'put it mildly, less pressing. More output, at less cost, has become
more important than licensing of additional capacity per se.

Objectives of Licensing

19.1. The main objectives of the Industries (Development and Regula-
tion) Act were to:

(1) Provide for Government control over the location, expansion
and setting up of private industrial undertakings with a view
inter alia to channel investments into the desired directions,
promote balanced regional development, protect small and
cottage industries, and prevent concentration of ownership and
control to the common detriment;

(2) take over or transfer the management of those undertakings

which are being condusted in a manner detrimental to the indus-
try or the public investment; and



1)

17

(3) set up Development Councils, one for each major industry, to
act as some kind of industrial planning and development
organisations. :

19.2. Leaving aside (2) and (3), which I deem to be outside my terms
of reference, the major assumption implicit in the Act is that growth and
allocation of resources should be looked after wholly or mainly by adminis-
trative guidance, promotion and control, and hardly at all by the market
mechanism. This assumption was justified upto a point for, left to itself,
the market mechanism could not deliver the goods, especially in the absence
of an adequate infra-structure direct Government participation in industry
and trade and the planned manifestation of inter-dependent growth of
various sectors, The scale and complexity of the effort undertaken sub-
sequently by both public and private sectors and acute continuing shortage
of foreign exchange could barely be foreseen in the early fifties.

19.3. As plan programmes for industry acquired significance, the
essentially negative instrument of licensing assumed the positive role of
being the principal administrative instrument and sanction for projecting
the installation of capacity upto or around the targets laid down in the
Plan. Licensing was not, however, concerned with the actual fulfilment of
these capacity targets or the output resulting from additional capacity or
the (foreign exchange and domestic) cost of additional capacity and output.
It paid homage to import substitution often regardless of the rupee cost per
unit of foreign exchange saved, and the “urge to industrialise”.

19.4. Since 1957, licensing has also sought (more at the Capital Goods
Committee than the Licensing Committee stage) to keep the volume of
projected investment within the available resources of foreign exchange
and/or to utilise available foreign credits.

19.5. This wide variety of objectives, between which conflict is inherent
when key resources become acutely scarce, has imposed a strain on licensing,
which has been relieved only marginally by recent procedural adjustments
and relaxations.

20.1. Tt is a well established and admitted fact that, since the First Plan,
shortfalls in investment and output have been large and persistent mainly
in basic industries, notably, steel, cement, machinery and fertilisers. The
gains in terms of balanced regional devélopment and wider distribution of
entrepreneurship are, at best, moderate. That licensing has served to
channelise investment appears to me extremely doubtful.

20.2. Within official circles, the following are by now recognised on
defects in the licensing system:

(21 Licensing is only among the first of the many hurdles that have
to be crossed by a private entrepreneur, so that a licence' does
not automatically provide a package sanction or clearance.
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{b) The issue of licences tends to give an exaggerated picture of
industrial capacity which sometimes scares away genuine
entrepreneurs who might be chronologically late, at the same
time as it encourages fore-closure of licensed capacity by
influential groups and sitting tight on uni;n[ilemented licences.

(c) Licences are normally or, in most cases, issued for a capacity
10 to 25 per cent above the target for the end-Plan year and
that, too, mostly around the beginning of a Plan period. An
excessive—though quantitatively unverifiable—pressure is thus
exerted on the available foreign exchange and possible colla-

. borators and also on domestic suppliers. This leads to bottle-
necks and delays, apart from adversely affecting the terms of
negotiation with foreign and domestic suppliers and creditors.

(d) The process of consideration and re-consideration of applications
at various levels and at various times contributes to delays and
higher costs, without merﬂvmg the feasibility of the projects
concerned.

(¢) There is very little follow-up of licensing to see that the approved
projects fructify in a satisfactory phased schedule. Even the
authorities concerned are not fully aware of the total investment
and foreign exchange commitments of licences issued or those
under implementation at any particular period of time.

Analysis of Deficiencies.

21.1. The above failures and deficiencies are not less important because
they are obvious and admitted. These were inherent in the licensing
system as it was conceived and made to function. They were bound to arise
because the Planning Commission laid no guidelines and there was no
official insistence or market pressure on entrepreneurs to prepare thorough
feasibility studies.

21.2. Licensing has proceeded on the assumption that capacity targets
for individual industries are the only constants in a changing economic
situation.®* No attempt has been made to synchromise or adjust the pace
of licensing and revocation to the actual trends in capacity and output in
relation to emerging demand. The Planning Commission has never, on its
own, set out the criteria for fixation of priorities or listed the priority
industries/projects which should receive preferential allocation of foreign
exchange and other scarce inputs. Nor has it, at any time, given clear
guidelines about how precisely the various conflicting objectives of licensing

*In a plan, only the targets of aggregate income, consumption and investment can
be considered as relatively invarient. I am unable to uncover any sanctity or utility in
treating each mT:t as a constant, though I readily concede that some
target® should be less variable than others.
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should be reconciled on an industry-wise, project-wise, or applicant-
wise basis, There has also been no quantitative indication from
the Planning Commission to the executive ministries (or licensing authorities)
of the effect of lags in the fulfilment of various targets from time to time
on the requirements of additional capacity or output in inter-linked sectors
of industry, To my knowledge, no exercise has been undertaken to assess
the relutive costs of securing additional output from existing against fresh
investment or of domestic manufacture against imports. Setting and licensing
of physical targets have not been reinforced with considerations of unit costs
and over-all financing.

21.3. At the entrepreneurial end, the desire to be at the head of the
queue and to foreclose as much of the target as possible is not matched by
adequate home-work and vetting of projects. This tendency has been en-
couraged by the practice of issuing licences or, more recently, letters of
intent, somewhat liberally in the belief that the proposals would in any case
be closely scrutinised at the CGC and/or indigenous clearance stage and
subscquently, by financial institutions in many cases. Deficient entrepre-
neurial home-work was, perhaps, inevitable to some extent so long as there
was an overwhelming dependence upon the foreign collaborator to vet
projects and give specifications of equipment. With the establishment of
greater know-how within the country and reliance upon existing rather than
new undertakings, this deficiency is no longer wholly excusable or incurable.

21.4. T would spell out the principal shortcomings of industrial planning
and licensing as follows:

(1) There have been no overall policy guidelines to reinforce and
supplement the plan targets, which indicate the capacity and
output to be achieved at the end of each five year period. The
Planning Commission has not indicated the precise areas in
which investment plans are to be encouraged or discouraged
and how this encouragement or discouragement is to be carried
out with reference to available foreign exchange and other
factors—without having to get involved in the scrutiny of each
individual proposal or project.

(b) In the absence of well ordered priorities and flexibility of inter-
related programmes at various levels of performance, there has
been a tendency to rely upon various ad hoc criteria. One of
these has been the policy of licensing projects, the foreign
exchange costs of which on capital and/or maintenance account
are covered by available credits and/or foreign collaboration
and/or export obligations. It can be said in defence of this
policy that there has been no resulting distortion of planning

. or industrial development because the projects so approved
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are, in nearly all cases, included in the plan. That does not,
however, answer the basic argument that this is a reversal or
inversion of what is implied in planning. A project must first
of all be intrinsically feasible and occupy a high place in the
list of priorities before it can be considered for the allotment
of scarce resources, especially foreign exchange. Just because
a project is, or can be made, amenable to availability of
foreign exchange should not qualify it for approval,

{c) In attempting to cover almost the whole range of large scale
industrial development, licensing inevitably loses sight of the
relative importance of different projects and/or products. The
licensing authority and the departments which service it are
loaded at any one time with hundreds or thousands of proposals,
without clear and definite criteria to appraise their worth in
terms of relative costs and the attainment of targets in related,
particularly basic, industries/projects.

(d) The maintenance or re-shuffling of three lists, rejection, merit
and relatively free, which passes under the euphemistic title
of industrial licensing policy, has nothing to do with priorities
or their fulfilment or actual fructification of licences. These
lists are based on the historical or contrived accident of the
pace of previous licensing in relation to end-plan targets.

(e) The basic idea of a license was, and has to-be, that it represents
a social sanction for drawing scarce resources from the national
pool, for a project of significant size. To the extent to which
licenses or letters of intent have not in fact been utilised implies
that licensing has not performed this function. At the same
time, those licencees who seriously intend to utilise them find
that they are no more than formal passports which have to
be shown to various authorities for clearances in due course.
A large floating population of licences inevitably reduces the
utility of a licence for placing indents upon scarce resources
for priority projects.

21.5. These deficiencies are so fundamental that they cannot be over-
vome by procedural or administrative changes. They indicate the need
for better and more effective planning by the Government and the entrepre-
neur, recasting of the scope and working of the licensing system, conscious
use of the market mechanism, supported by appropriate modifications in
tax and credit policies. The recommendations in Part IIT are made against
- this background.



PART III
Recommendations

22.1. T would say emphatically that there can be no improvement in
the licensing system unless there is a basic change in the scope and drawing
up of industrial programmes in the Planning Commission. The role of
the Planning Commission in this context should not comprise merely laying
down of end-Plan targets, representation on the Licensing and Capital Goods
Committees, and ad hoc intervention on certain issues,

22.2. The industrial programmes of the Five Year Plan must separate
the grain from the chaff. One must know which targets are compulsive
and have to be fulfilled, as distinct from those which are merely indicative
and have no major impact upon income generation or crucial investment.
In a word, priorities have to be clearly distinguished from posteriorities.

22.3. Practical observation and the blessings of literacy have made the
clite familiar with the concept and working of interdependence but only a
planning body can establish the precise location and magnitude of such
interdependence where it exists and/or its insignificance where it does not.

22.4. The Planning Commission has to lay down the criteria for fixing
priorities, specify the major priority areas and suggest from time to time the
broad policies on taxation, credit, prices and allocation of foreign exchange
required to fulfil the targets set for these areas. The selection of priority
areas has to be in terms not just of consumer vs. producer or capital goods
but of deriving the maximum benefit of income and net foreign exchange
saving per rupee of investment. While it is understandably difficult to
have uniform priority lists for various purposes, there should, in principle,
be a close relationship between priority lists in the Plan, and those main-
tained for taxes and tax concessions, import licensing* or tariffs, credit
policies and, finally (though, for individual units, it is essentially an entre-
prencurial responsibility), for alignment of relative profitability.

22.5. Earlier Fourth Plan projections were based on the assumption,
inter alia, of certain growth rates and estimates of foreign aid. These
would now be revised in keeping with the changed situation, and fresh
estimates of aggregate, sectoral and industry-wise requirements, consistent

*] would like in this connection to point out, as an illustration, that in spite of the
strong case made out by the Bhabha Committee, the import of electronic components
has not been given priority status. which i enjoyed by many items with a much smaller
potential for income generation, net import substitution, export and employment.

21
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with the over-all plan and availability of resources, would be derived. It is
not merely worthwhile but essential that these estimates, in so far as they
relate to priority and inter-dependent areas, should be worked out for
varipus alterpative levels of realisable or expected performance.

22.6. This exercise would enable the Planning Commission to know
in advance the implications of various lags and leads in different areas and
thereby to suggest the corrective action that is necessary and/or to modify
the individual targets. Imbalances or distortions would, with the help of
these exercises, be treated within the strategy of the Plan instead of remain-
ing external to it and creating further imbalances and distortions. The
industrial aggregations which find expression in the Plan have to be periodi-
cally reconciled with developments at the level of individual firms or groups
of inter-related projects. The targets computed on a macro-economic basis
have to be made consistent with projections of capacity, output and returns
of major individual programmes and projects.

22.7. Having indicated the priorities and selected a few basic industries/
projects which qualify for them, Government should undertake to pre-empt
foreign exchange and (where necessary) rupee resources, and arrange to
provide key physical resources like power, transport and land for their
benefit. Out of the given available foreign exchange or whatever is in
sight, it should be possible to reserve block allocations in favour of these
industries/projects, even if this means exhausting the entire available
quantum or transitional locking up of foreign exchange at the expense of
other sectors of the economy.

23.1. During the Third Plan period, total CGC approvals (excluding
releases by the ad hoc committee and the Textile sub-committee since April
1963) amounted to Rs. 688 crores (Table 17) while licences were issued
for Rs. 396 crores only (including a bare Rs. 8 crores during 1965-66).
Actual payments against the licences are apparently not known to anybody.
Of the total licences issued, cash licences against official credits/trade agree-
ments amounted to Rs. 227 crores and licences against IFC/ICICI sub-loans
to Rs, 53 crores, making a total of Rs. 280 crores or 70 per cent of aggre-
gate licensing. (Table 18). This 70 per cent. together with small amounts
from other sources, at least, is reasonably amenable to pre-emption, if
the remaining 25 or 27 per cent which comes from direct foreign credits/
investments and deferred payments is not. The brief industry-wise picture
(Table 19) shows that, a few industries account for a large absorption—
and most of these few in turn have only a few units each. It should not
be difficult, therefore, to carry out pre-emption.

23.2. There are, it is true, significant lags between allopn'tinn, licensing
and actual payment, so that in the mechanics of operation, pre-emption is
not as clear-cut or easy as it sounds. Pre-emption, obviously, can apply
only to allocation and licensing, not .payments once the earlier stages are
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gone through. [ understand that no insuperable difficulties are expected
with the introduction of pre-emption, in spite of the problems thrown up
by these lags.

23.3. For more than five years now, the policy of Government has been
to allow the private sector to import capital goods only against credits,
investments or similar facilines. (A rather similar principle is applied
to the public sector also but its demands are, on an average, substantially
larger). As will be observed from Table 18, a nominal approval of Rs. 5
crores and licences worth Rs. 3 crores were given against free resources
during the entire Third Plan period. (Most of this amount went to iron
and steel companies). This policy was justified, to a considerable extent,
by the extreme shortage of foreign exchange and the project bias of foreign
aid and investment. While the foreign exchange shortage continues, non-
project credits currently account for two-thirds or three-fourths of fresh
assistance.

23.4, There is no special virtue in continuing to adhere steadfastly to
this rule of allowing capital goods against credits/investments only.
Increasing domestic manufacture of machinery and availability of foreign
exchange for importing machinery ‘components are helping—or should
help—to improve our bargaining position in the procurement of capital
goods out of country-tied credits. This process can be reinforced by some
increase in the allocation of free exchange. In absolute terms, the amounts
required would be small,

23.5. 1t would be worthwhile to allocate an additional Rs. 5 crores
per year to select priority projects, on condition that (i) sub-allocations are
in lieu of specified multiples of the equivalent in country-tied allocations
and (i) no single applicant or industrial house gets more than a specified
amount,

24.1. Correspondingly, the industries or projects which are not
included in the priority lists should know in unambiguous terms that
(i) foreign exchange allocation to them over a period on account of both
capital goods and maintenance would be either, within a specified ceiling
or, on merits after the needs of the priority sectors have been fulfilled and
(ii) their progress is left to the operation of market forces and they should
expect little or no assistance from Government.

24.2. Por consideration on merits, the principal factor should be the
extent to which the proposals save foreign exchange for the priority
industries/projects rather than vaguely for the country as a whole. The
other factors which may be kept in mind for consideration on merits should

“Be

(a) does the project utilise by products or industrial wastes and
therehy contributes to value added on a scale disproportion-
ately Jarge in relation to the initial investment? and
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(b) technical institutions or laboratories may be allowed to import
proto-type plants for promoting subsequent fabrication without
foreign collaboration and according to Indian specifications.

25.1. Better and more effective use can be made of the technical
servicing capacity of DGTD. At present, one gets the impression that
this vrganisation is used several times gver for scrutinising a large number
of amorphous proposals through the wvarious stages of their progress-
(or lack of it).

25.2. The DGTD should publish a regular Bulletin giving information
on the indigenous availability, present and future, of engineering and’
chemical products, and Test House/ISI/national laboratory reports on the-
quality, etc., of relatively new products. The Bulletin should also publish.
regularly information on the prices of domestic engineering and chemical
products, especially intermediates, and compare 'them with the landed
cost or international prices of comparable products, together with the
import duties levied on them.

25.3. It should also be possible for DGTD to give positive advice by
publicising the areas in which it would be economical to produce componcnts
for various industrial goods, and the minimum economic capacity, invest-
ment and foreign exchange required for their production, as also the
possibility of manufacturing these items with domestic collaboration.

26.1. I now come to the related objectives which industrial planning.
has to subserve. These are balanced regional development, promotion
of small industries and reduction of monopoly and concentration of econo-

mic power.

27.1. The industrial programmes should specify in advance the indust-
ries in which setting up of fresh capacity or substantial expansion in output
from existing capacity is amenable to regional allocation. The industries
which are not so allocable on grounds of techno-economic feasibility should”
be developed regardless of regional considerations and the programmes
must say so.

27.2 Subject to considerations of economic size and foreign exchange
costs, regional allocations of capacity and output can be indicated at the-
beginning of each plan period for the ‘allocable’ industries. The alloca--
tions should be reviewed every two years or so in the light of actual deve-
lopments.

27.3 One of the advantages of long term planning is that programmes.
of development and even major individual projects can be contemiplated, their -
feasibility assessed and preliminaries undertaken well in  advance of the-
actual implementation. Provided this central effort is backed up by local”
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initiative and preparation, it should be possible to assure each region of a
fair and reasonable share in development, consistent with the over-all avail-
ability of resources and the economics of location.

28.1. The Government should also indicate in advance the industries
and/or products which are to be either wholly reserved for small units or
in which a specified percentage of projected output is te be reserved for
small units over a specified period and/or in which large wvnits would not
as a rule be permitted to set up competitive plants. These lists can be
reviewed every two years or so in the light of various, including technolo-
gical, developments. .

28.2. It might be worthwhile for the Centre to allocate foreign exchange
quotas to state directors of industries, on an agency basis, for disburse-
ment of import licenses to industrial units with assets of less than Rs. 7.5
lakhs. If the experiment is successful, it can be extended to units with
assets of upto Rs. 25 lakhs. Such units have to obtain, at present, essen-
tiality certificates from States and then apply for an import license to the
Centre. The suggested decentralisation would reduce administrative delays
and applicants’ difficulties in dealing with a remote Centre.  This limited
foreign exchange quota would be a small fraction of the total resources
annually transferred from the Centre to the States and, since it would be
handled on an agency basis, the Centre would continue to have control
over foreign exchange matters.

29.1. As a matter of policy, Government should declare that certain
traditional industrial activities shall be closed in future to the specified tun
or fifteen largest industrial houses and their associates. This would imply
that the large houses already established in these activities shall not be per-
mitted to expand in these areas, which would henceforth be reserved for
small houses and independent businessmen.

29.2. In the event of a change in the coverage of industrial licensing or
its practical abolition, the large houses should not receive any capital goods
import clearance or assistance from financial institutions for expansion of
investment within the traditional industries; facilities for nodernisation
should not, however, be denied. It should also be stated at the same time
that the large houses would be welcome in areas of nmew technology and
where there are economic possibilities of large exports.

29.3. I am, thus, not in favour of imposing a complete embargo on the
expansion and diversification of large industrial houses, where these are
techno-economically feasible and where other dependabie promoters might
not be available. Even between the large houses, it should be possible to
give preference, other things being equal, to relatively smuller as against
the larger houses. Going by conventional yardsticks, there is little or no
substance in the belief that the largest houses are the most efficicnt or most

27 PC
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dependable for growth; several medium sized houses have a creditable
record of achievement.®

29.4. Government should be reasonably clear in its mind at the outset
regarding the industries in which competition can and should be fostered
and others in which, on account of technological and economic compulsions,
there is no alternative to some degree of monopoly. In the latter group
of cases, it is obviously better to tolerate monopoly—though not monopolis-
tic abuses—than to pursue ad hoc anti-monopoly licensing practices, which
encourage uneconomically small plants.

30.1. In fiscal policy, the major tax concessions like development rebate
and tax holiday should be (a) selective, matched with plan prioritics, and
graded accordingly with a larger differential than given at present, and
(b) related directly to larger output, lower cost and higher profits, instead
of conferring a bounty on the amount of investment per s¢. This principle
would help to match priorities with relative profitability, and incentives with
output performance rather than mere investment.

30.2. Excise duties can be used to mop up excess profitability where
it is not consistent with priorities in order to prevent mis-allocation of
resources. ‘This ‘device, together with denial of foreign exchange, would be
more useful than having a “banned list” for further industrial licensing
which has no relevance to priorities but rests exclusively on the accident of
past licensing.

31.1. Over a period of time, import policy should be liberalised in res-
pect of those products where the cost differential between domestic produc-
tion and imports is so adverse (which involves spending, say, more thun
Rs. 11 to save $ 1) as to make domestic production uncconomical. The
schedule of import duties should be closely related to the programmes and
priorities of industrial development, informed with the net benefit calculus
of import substitution.

32.1. Credit planning is one of the main areas which has been left un-
explored in the search for instruments to make planning more effective.
Planned allocation of credit should, henceforth, assume the role of the prin-
cipal strategic control for guidance of investment in both fixed assets and
inventories, in place of the diffused variety of direct controls which have
been in operation till recently. A number of measures would be required
to make the flow of credit consisterit with Plan priorities and the objective
of reducing concentration of economic power. Some of these are indicated
below.

32.2. A specified small but progessively increasing percentage of com-
mercial bank deposits should be statutorily deposited with the Industrial

#See V. D, Lall: #“Taxation and profitability”, Economic and Political Weekly
{Special Number), August 1967.
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Development Bank, at a rate of interest equivalent to the prevailing Bank
Rate. Each percentage point of such deposits would, at present levels,
fetch nearly Rs. 30 crores into IDB and thereby (a) reduce the draft on
Government finances, and (b} make for more priority-based utilisation of
public deposits with banks.

32.3. Second, a credit-deposit ratio should be laid down for commer-
cial bank lending in the aggregate to priority sectors like agriculture, small
industries, export, hire-purchase or sale on deferred payment of commer-
cial vehicles and domestic machinery items, within this ratio, individual
banks should be free to decide the particular areas in which they are spe-
cially interested.

32.4. Third, for all individual short term credits limits above Rs. 1 crore
(whether with one or more banks), which account for a large proportion
of total bank credit, a constant check must be maintained not just on the

security against the loan but the purpose for which the credit limit is utilis~
ed. Large borrowers should be tequired in principle to have a higher &

ratio of equity to debt and, also wherever possible, to have a shorter period
of repayment. :

32.5. Fourth, since the bulk of bank credit is extended against inven-
tories, appraisal of such cash outflow from the banking system should be an
essential part of annual planning. Financing of priority sector inventories
should be considered almost as important as financing of fixed investment,
even if this means denial of credit elsewhere.

32.6. These measures would change the traditional pattern of bank
credit and. perhaps, reduce the availability of credit to a few sectors, which
is unavoidable, given the tota lavailable volume of resources.

33.1. For new projects, the promoter’s equity is normally about 10 per
cent of the total project cost. New or smaller or professional entrepreneurs
often find the raising of this 10 per cent equity a difficult 'proposition,
especially when they venture into relatively large projects and have, simul-
taneously, to protect their controlling interest. Tt should be worthwhile
for public financial institutions to lend, on special terms, to such entrepre-
neurs, a reasonable part of the promoter’s eguity reouirements. repavable,
for instance, in monthly instalments out of the manaeing director’s emolu-
ments. Correspondingly, for projects undertaken by large honses. financial
institutions should insist on a larger proportion of promoter’s equity, as well
as of total equity to debt: if public participation in share canital is conse-
quently lower, it would reduce and not increase conceniration of economic
power for, the large promoter would be compelled to find more resources
himself.

33.2. This principle of erading the proportion of proemnter’s equity ean
be usefully applicd on an industry-wise basis also. I say. cement has a
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higher priority than cotion, the promoter’s equity in cement can be tolerated
at a lower level than in cotton.

33.3. At the risk of over-stepping my terms of reference, I should
express my doubts about the viability of carrying through the above sugges-
tions so long as many of the major credit institutions are under the direct
control and or infiuence of those who might suffer under the suggested
arrangements. It would be difficult to undertake credit planning unless the
linked control of industry and banks in the same hands is snapped by
nationalisation of banks.

-

Project Preparation

34.1. The licensing system does not place adequate emphasis upon
entrepreneurial homework. It favours chronological precedence instead of
stressing the preparation of thorough feasibility—and project—reports.
Even at the CGC stage, leave aside the letter of intent stage, there is no
firm basis for accepting the feasibility (including its import component) of
a project to qualify it for the allocation of the most scarce input, namely,
foreign exchange. -

34.2. Tt might be argued (as it has been) that the expense and effort
involved in this preparatory work is worthwhile only if a licence is assured
and there is a reasonable assurance of other clearances. This argument
reflects the extent to which the licensing system has discouraged the perfor-
mance of intrinsically entrepreneurial functions and the length to which
plan fulfilment has been made to depend upon a long drawn out scrutiny of
inadequately prepared proposals.

34.3. Any project with a total fixed investment of Rs. 1 crore and above
or having a capital goods import component of Rs. 25 lakhs and above
should be considered for approval by Government only if it is supportgd
by a thorough feasibility report, certified by a remgmsrd (preferably domes-
tic) consultant,

34.4. The feasibility reports should contain at least the following:

(2) Promoter’s background and inter-connected undertakings, if
say.

(b) Total investment, scheme of financing, import requirements on
capital and maintenance accounts.

(c) Market prospects and selling prices for each product line and
expected profitability.

(d) Phased programme of import substitution and/or exports.
(e) Terms of foreign technical and/or financial collaboration, if any.

{f) Capacity of each product line. number of shifts to be operated
and manufacturing process,
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(g) Requirements, availability ‘and prices of major physical inputs.

(h) Location and transport.

34.5. These feasibility reports should be appraised by ad hoc commit-
tees, one each for a group of projects, consisting of persons from DGTD,
financial institutions, ministries concerned and approved consultancy firms
on technical institutions.

34.6. This requirement would ensure that every project of reasonable
size, which makes a draft upon national resources is intrinsically feasible
and eligible for priority rating, and not just waiting to jump the queue
because it is amenable to availability of foreign credits or collaboration.
Projects with an investment of Rs. 1 crore and above account for more
than two-thirds of total private investment but their number of each year
is less than 100 (on the basis of approvals in 1964—66). The scrutiny
involved would, therefore, cover relatively few projects but the major part
of investment. This would be a feasible and worthwhile exercise.

34.7. Tt has been suggested that this requirement would handicap the
smaller industrialists wishing to take up larpe projects. T feel, on the con-
trary, that prior establishment of feasibility is even more necessary in their
case in order to safepuard them against greater risks; it is better to spend a
lakh or two for this purpose rather than jeopardise a croré. :

Coverage of Licensing

35.1. Given action on the above lines, the policy that is adopted for
maodification of the scope and mechanism of licensing is a relatively second-
ary matter. T hold this view because most of the defects of licensing policy
appear to have arisen from planning deficiencies though administrative
complications, too, have made their contribution. The suggestions made
helow on the scope of licensing are consistent with the planning approach
sugeested earlier. namely, that if one puts aside the public' sector as being
in- fact outside the scope of licensing. the problem is one of laving down
nriorities and selecting a few top priority areas for planning a depth. and
leavine the rest of the economy to look after itself within n framework of
indicative targets and darstically restricted availability of foreien exthange.

35.2. Recent changes in licensine nolicy fall under two Troad heads,
Some industires/products have been delicensed on the ereond that they re-
nuire little or no foreign exchanee on capital and maintenance account and/
nr thev have a larce export or agricultural erowth potential. Besides, in
October 1966, Government revised the definition of ‘substantial expansion’
from 10 to 25 per cent of existing licensed canacity and save freedom to
manufacture new articles (i.e., to diversifiv). subject to a ‘no entry’ small
industry list of 71 products, no additional expenditure of foreien exchange,
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installation if any of only minor i-ndigenuus balancing equipment and a
diversification ceiling of 25 per cent on total production.

35.3. These relaxations confirm the view that licensing and its ancillary
sanctions are concerned ‘primarily with conservation and (some kind of)
allocation of foreign exchange, rather than with channelisation' of invest-
ment which was the original purpose of the Industries Act. True, a chan-
nelisation purpose is implied in the relaxations and that is in the direction
of indigenous procurement of machinery and materials, and away from
foreign goods. At the same time, delicensing and freedom to expand and
diversify imply that regulation of the level and pace of investment in speci-
fied industries, balancing of demand for and supply of individual products,
location and size of plants is being left to the market mechanism, regulated
by fiscal and credit policies, in'so far as there is no direct foreign exchange
burden.

35.4. Consistent with the statistical analysis and approach here, I do
not appreciate the basis of delicensing by industries or, more correctly, pro-
ducts, as recommended by the Swaminathan Committee. The industries’
products concerned are a mixed bag of high and low priority items, requir-
ing widely varying amounts of investment and number of unitz, and having.
I suspect, widely - disparate. indirect import components. Some require a
degree of plannipg in depth, others merely indicative targets or no targets
at all.

35.5..The liberalisation of policy on substantial expansion and diversi-
fication is a move in the right direction, provided the preliminary essentials
of industrial planning, referred to earlier, have been firmly grasped. These
would imply, in brief, the selection of a few top priority areas for planning
in depth, pre-cmption of foreign exchange and complementary domestic
resources for them, a systematic use of fiscal and credit policies to encourage
or discourage investment/production where held desirable and, continued
and growing emphasis upon public sector expansion and returns on invest-
ment. Matching of priorities and relative profitability, of planning objec-
‘tives and techniques with market criteria and tests, should be the main
instruments of industrial planning and policy. Social channelisation of
investment cannot be achieved by reliance upon one instrument alone, be it
industrial licensing, taxation, market mechanism or anv other. Elements
of all these and other techniques have to be used in concert.

36.1. Whether or not industrial licensing is retained. it is clear that Gov-
ernment has, in some way or other, to look after the bulk of private invest-
"ment for, it has a close bearing on national obijectives and the resource
position. ‘This, it should be emphasised, is not the same as regulating the
bulk of investment proposals for, most of the investment is concentrated
in a relatively few projects.
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36.2 In 1964-June 1966, applications for the manufacture of new arti-
cles with an investment in capital equipment of less than Rs. 25 lakhs
accounted for 72 per cent of such applications but only 21 per cent of the
proposed investment under this head. In the case of substantial expan-
sion, similarly, proposals of less than Rs. 25 lakhs accounted for 57 per
cent of applications but only 10 per cent of total investment. For new
undertakings during the same period, if Rs. 1 crore is adopted as the divid-
ing line, applications for less than that amount were 80 per cent of total
applications but would have absorbed only 25 per cent of total investment.
(Table 5).

36.3 1 am unable to find a meaningful or purposive distinction bet-
ween ‘substantial expansion’ and ‘new article’. Licensing is a futile
exercise if the latter involves little or no investment, and represents more
effective utilisation of investment already undertaken. In fact, freedom
to produce new articles would help to make the market competitive and
give room for managerial flexibility, too. If, on the other hand, the
manufacture of a new article requires substantial investment, then, it is
really a case of substantial expansion and ought to be treated on that basis.

36.4 Furthermore, substantial expansion itself should be defined in
terms of investment, which is a readily ascertainable and quantifiable
amount, than licensed capacity for a physical volume of production which
is a vague and somewhat misleading concept.

36.5 The purpose of licensing, in short, should be to regulate invest-
ment, not product-wise capacity or production.

37.1 Taking these dividing lines, namely, Rs. 25 lakhs for substantial
expansion and Rs. 1 crore for new undertakings, applications above these
limits would leave the industrial policy administration with less than a
quarter of the present number of applications but about three-fourths of
proposed investment in capital equipment, assuming that the broad distri-
bution pattern of 1964-June 1966 continues to hold good. The number of
new undertakings to be “looked after” would be less than 100 per wear
which is a reasonable number for worthwhile follow-up in detail.

. 372 I recommend that, if licensing is retained, the exempt limit for
new undertakings should be raised from Rs. 25 lakhs to Rs. 1 crore, and
that for substantial expansion should be Rs. 25 lakhs or 25 per cent of
existing investment in capital equipment. The category ‘new article’
should be abolished. In substantial expansion, there should.be no restriction
on the installation of domestically produced equipment, and no percentage
ceiling on diversified production within the total production.

38.1 The issue of a licence in the priority sectors must assure the entre-
preneur concerned of full assistance from Government in securing such ma-
jor inputs as foreign exchange, rupee resources, power, tranport and land.
In the nor-priority sectors, such assistance, if any, should be minimal.
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38.2 The entrepreneur must, in return, undertake to commission the
project within an agreed period of time. A licence should be walid for a
maximum period of two years and, if not implemented till then, should
lapse automatically without any formalities. Implementation should mean
the fulfilment of all of the following conditions;

(a) Raising of more than 50 per cent of the share capital and/or
loans required for the project;

(b) Acquisition (whether by purchase or lease) of the necessary
land and erection of more than 50 per cent of the factory
building;

(c) Completion of foreign collaboration arrangements, if any; and

(d) Clearance by CGC of at least two-thirds of the value of im-
ported capital goods or, alternatively, opening of letters of
credit for at least two-thirds of the plant and machinery
required.

38.3 Given the feasibility reports, demand estimates and decisions on
the number of units to be licensed. the licensing process would be some-
what analogous to inviting tenders, from which a selection can be made
(and a waiting list maintained) on the basis of the lowest foreign exchange
cost,. inclusive of collaboration servicing payments, if any, and maintenance
imports over a specified period. While making this selection, the licensing
authority must be quite clear about whether the projects covered are to be
set up at any cost or, with reference to international costs and the possibi-
lity of reaching parity with them in the foreseeable future, taking, where
necessary, import duties intp account. '

38.4 The parties which fail to make adequate progress in the imple-
mentation of licences should be penalised by transferring their feasibiiity
reports, licences and preliminary clearances to an alternative agency for
completion of the project and ils subsequent management.

39.1 There appears to be some evidence that a few influential houses
make a deliberate attempt to foreclose licensable capacity by putting in mul-
tiple applications and taking out several licences for the same product. I
understand that quite often there is considerable delay, that is, if there is
any progress, in the utilisation of such multiple licenses—even after CGC
approval. The freedom to set up small and medium sized undertakings and
to expand and diversify production with little or no investment, suggested
exclier, would take away much of the inducement for foreclosure. For
mnajor products requiring substantial investment and foreign exchange,
where these market checks might not exist, not more than one licence and/
or CGC clearance for a single product should, as a rule, be issued to a
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single firm or industrial house, unless there is a demonstrable cost advan-
tage in favour of that firm or house.

40.1. Applicants should not be required to see approved of a change
of lccation within the State specified originally or, from one State o
anotier in case the industry falls outside the list of industries for which a
regional angle has been accepted. The clearance of proposals by State
Governments should be restricted to the availability of power and land
ooly. Assuring or arranging the supply of domestic raw materials and
water is and should be the concern of the entrepreneur.

40.2. 1 see no benelit or advantage in getting the opinion of a large
number of departments, so long as the projects conform to the criteria of
clearance set out in advance by these depurtments, etc, and the projects
arve cleared by DGTD after a thorough techno-economic appraisal.

41.1. As of January 1964 (for which the latest data are available), 751
appicanons for foreign exchange equivalent to Rs. 231 crores (pre-deva-
luation) were pending with CGC for more than one year. Applications
received in 1961 and carlier, i.e., pending for more than two years, were
182, and these indented foreign exchange of Rs. 173 crores. (Table 20).

41.2. There is no justification for allowing cases to remain before
CGC for more than two years for, by then, much of the perspective
changes altogether. An application to CGC should be deemed to lapse
automatically if it is not approved within two years.

41.3. It would be worthwhile to revoke all‘licences issued before
December 31, 1964, with reference to which mplementation as deficed
carlier has not taken place. This would give industrial programmes a
reasonably clear slate to begin with.

41.4. Steps should if also be taken to revoke CGC approvals/licences
the applicants fail to make adequate and rapid progress to utilise them.
Data are not available on the extent of unutilised CGC approvals and import
licences due to causes gther than the normal lag in shipments but one sus-
pects that this non-utilisation is not negligible.

42.1. Broad indicative targets should be laid down by the Planning
Comimission, more for information than Government involvement, for in-
dustries/projects which are not included in the priority lists or which are
not covered by licensing. The fears that this so-called relaxation would
lead tc a distortion of the pattern of investment misallocation of resources
and excessive pressure on available foreign exchange are, in my -opinion,
highly, exaggerated. ~ The bulk of industrial invesiment and allocation of
foreign exchange would be in the public sector and the priority/licensed area
of the private sector, both of which would be within the ambit of planning
in depth. If any misallocation of resources threatens to take place, it can

21 P. C.
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be squeezed back imw the desired shape by fiscal and credit measures and
denial of foreign exchange. It should also be emphasised that the produc-
tion of luxury goods would be effectively limited by the small size of the
market for them. If the goods have a ner export potential, both investment
and nroduction would certainly be worthwhile.

42.2. In the context of the above scheme, it would be neither necessary
nor logical to retain the present distinction between the free, merit and
banned lists for indus'rial Feensing. These are based essentially on the
historical or contrived accident of the pace of past licensing and have little
10 do with the realities of the situation at any particular time.

42.3, Once ceilings arc sct on foreign exchange allocations to certain
industries and the issue of import licences to individual units is related to
their actual production pdrformance, the abolition of the banned list
(except for small industry reservation) will not place any additional strain
on available foreign exchange. Such ceilings and performance—based allo-
cation of foreign exchange will liberate industrial and imfport licensing
from the historical pre-occupation with installed capacity, base period
guotas, number of units to be licensed and the production targets for each
of those units.

342.4. If investments in certain directicns are to be discouraged, thesc
are other and more effective ways of doing so. Licensing by itself, one
suspects from past experience, is not an economical or very effective
instrument for discouraging what may be considered from the planning
viewpoint as the wrong kind of investment.



