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Industrial Development by Committee 
Contributed 

T H E Licensing Committee consti
tuted under the Industries 

(Development and Regulat ion) A c t 
meets nearly every month and dis
poses of a large number of app l i 
cations fo r either setting up a new 
uni t in the industries covered by 
the schedule of the Act or fo r sub
stantial expansion of exist ing units. 
Every t ime applications for mak ing 
almost everything f rom a p i n to a 
locomotive are considered and ex
cept in obviously inappropr ia te 
cases, an indust r ia l licence is gran
ted. This is, however, the first 
hurdle that has to be crossed before 
new indus t r i a l capacity can come 
into existence, but considering the 
size of the committee and the t ime 
devoted to each appl ica t ion , not a 
very stiff one. A more impor tan t 
hurdle is the Capi ta l Goods/Heavy 
Electr ical Plant Committee which 
grants licence for impor t of machi
nery and equipment to a large 
scale un i t . This committee is smal
ler and deals w i t h the very scarce 
commodi ty , fore ign exchange; it is 
therefore, somewhat more careful 
and exacting. Once a case is 
cleared by this Committee, there is 
no th ing but rout ine ret! tape bet
ween the plan for indus t r ia l .capa
c i ty and its coming in to existence. 

What Pattern ? 
What are the considerations 

w h i c h guide the deliberations of the 
Licensing Committee ? The Regis
t r a t i on and Licensing of Indus t r i a l 
Under takings Rules, 1952, for i n 
stance state that the Licensing 
Commit tee should take in to account 
"the approved plans, i f any, of the 
Central Government fo r the sche
duled indus t ry concerned and when 
no squch plans exist, to the exist ing 
capacity of the indust ry , the demand 
and supp ly posi t ion, ava i l ab i l i ty of 
raw materials and p l an t and ma
ch ine ry" . The targets set up by the 
P lann ing Commission obviously pro

vide the l i m i t upto which the Com
mittee can licence units in any 
par t icular industry. Where no 
target has been set up, the Com
mit tee has of necessity to proceed 
by some sort of a ru le of thumb. 

How well has the task of deve
lop ing private industry been perfor
med by these committees ? L o o k i n g 
over the Second Plan per iod one 
may say indus t r ia l g rowth has been 
impressive. The increase in indus
t r i a l product ion has been substantial 
and a large number of new indus
tries have come in to existence, not 
to ment ion a substantial expansion 
of exist ing capacity in several direc
tions. The new fields in wh ich p ro
gress has been s t r i k ing are light 
engineering industries l ike bicycles. 
fans. sewing machines, pumps, 
diesel engines: heavy chemicals l ike 
caustic soda and soda ash; automo
biles and scooters, machine tools, 
radios, electric bulbs, electric mo
tors, paper and paper board, etc. 
L o o k i n g to schemes under way fur
ther progress w i l l be in fields l ike 
ar t i f ic ia l fibres, heavy chemicals, 
plastics, tyres and tubes, some items 
of indust r ia l machinery, electric 
transformers and switchgear and 
fertilisers. 

What pat tern does one see in this? 
H a r d l y any. Ideal ly , committees l ike 
these, one would expect, make a list 
of a l l the industries to be developed 
and arrange them in an order of 
p r i o r i t y and then get down to the 
task of l icensing capacity. The 
first job is performed by the Plan
n ing Commission when it sets down 
targets to be achieved in indust ry . 
So that industries which fa i l to find 
a place in this l ist automatical ly do 
not pass muster w i th the Licensing 
Committee. 

No Priorities inter se 
There are, however, no p r io r i t i e s 

inter se among these industries to 
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be developed. There is, of course, a 
broad order of pr ior i t ies , A scheme 
to make machinery goes th rough 
almost automatical ly while a scheme 
to make aerated water does not. 
But no such rule of thumb w i l l help 
when it is a finer question. say, of 
machine tools vs power plant . This 
is because the Planning Commission 
looks upon the entire programme as 
a whole to be completed over the 
five year per iod i gno r ing the need 
for an order of p r i o r i t y both because 
time is taken to implement schemes 
and because the fore ign exchange 
required is made available to us in 
driblets over the course of the Plan 
period instead of in a lump-sum at 
the beginning. This is somewhat 
strange as the experience of the 
Second Plan indicates a great need 
for pr ior i t ies . Otherwise i t may 
happen as it d id du r ing the Second 
Plan that less essential schemes w i l l 
go through while the more essential 
ones do not for lack of resources. 

Such a p r i o r i t y is not thought of 
perhaps because it is difficult to en
force. For one th ing , it wou ld be 
difficult to arrange the hundred and 
one industries in a neat descending 
or ascending order. Even if a few 
impor tan t ones were to be indicated, 
there would be difficulties. Suppose 
Government were to say that ma
chinery b u i l d i n g , t ransport power 
and fertilisers were the top p r i o r i t y 
industries and that unless these were 
taken up nothing else would be con
sidered as it d i d in a s l ightly differ
ent way w i t h the 'core' of the Second 
Plan. I f an adequate number of 
schemes were not available develop
ment wou ld 'not be progressing in a 
satisfactory manner at a l l . There 
would have to be some l u l l in indus
t r i a l ac t iv i ty t i l l a l l these schemes 
went th rough (they would o rd ina r i l y 
be having a long gestation period) 
and then there w o u l d be a 

With regard to industrial development, in the private sector, the State, through its committees, arts 
as the gentlest of shepherds allowing more or less free play to market forces. 

The result is rapid development almost wholly unrelated to the long range objectives of economic 
development. 

What are the gains of such freedom, one may ask, especially when the State maintains ideal hot-
house conditions for the burgeoning industry ? 

They must be looked for, obviously, in fields other than economic, for economic grounds alone would 
justify a far stricter regulation of private industrial development. 
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boom. Pol i t ica l ly such a course of 
action would not be feasible at al l . 
I t i s in the interest of continuous 
development, one feels, that the Com
mittee is forced to consider each 
scheme on merits and sanction it so 
long as the target capacity is not 
covered, besides, in a rap id ly grow
ing economy, it can always hope for 
a proper combinat ion of more wor th
while as well as less wor thwh i l e 
schemes. 

Market Forces as Correctives 
This somewhat negative role of the 

Committee makes it a not very suita
ble instrument of economic develop
ment. If planned development is to 
mean a simultaneous advance in 
several related and v i t a l sectors, the 
Licensing Committee does not ensure 
it because it does not funct ion w i t h 
that end in view. It only hopes that 
forces in the market generated b\ 
the* development which they have 
licenced w i l l b r i n g into action cor
rective forces. It is not, however. 
quite helpless in this matter. The 
entire machinery of Government is 
w o r k i n g for this end, exhor t ing . 
cajoling, inducing and sometimes 
threatening, would-be entrepreneurs 
to go into the r ight k i n d of indus
t r i a l development. 

A s imi la r lack of balance may 
arise through t ime because of the 
d i f fe r ing speeds of implementation of 
different schemes both due to the 
complexi ty of the projects and the 
efficiency of the men executing i t . 
Machine toots may take a long time 
to come into product ion while razor 
blades or zip fasteners may not. w i th 
the result that a large amount of 
capacity may be created which de
mands machine tools wi thout there 
being any machine tool capacity to 
satisfy the demand. Once again the 
reliance is on market forces provid
ing the corrective action. 

Why X and Not Y ? 

H a v i n g granted a licence once, the 
Licensing Committee is not concern
ed overmuch w i t h the implementa
t ion of the project. This might lead, 
and often does lead, to a situation 
where a l l the target capacity is licen
sed thus preventing others f rom 
app ly ing , but nothing much is hap
pening. It can lead to a si tuation 
where industr ia l licences are sold to 
parties who are desirous of going 
ahead w i t h the project by those who 
have secured a licence to make that 
product . Th i s is because the Licens

ing Committee cannot examine 
too closely the bonafides of the peo
ple app ly ing for these licences so 
long as certain formali t ies are com
pl ied w i t h by them. It is also be
cause the Committee would have 
genuine difficulties in separating the 
sheep f r o m the goats. 

On what basis can they say that 
X should get the licence and not Y, 
when there are two applicants' lo r a 
single licence? Experience cannot be 
a val id cr i ter ion when Y is a new 
comer, because then development in 
any field w i l l be the preserve of 
those who already have a foothold in 
i t . When both X and Y are exper
ienced entrepreneurs it is impossi
ble to avoid a degree of arbitrariness 
in preferr ing one to the other. Since 
economic development is as much a 
development of entrepreneurial skills 
as of technical ones, the Committee's 
policy of grant ing a licence to any
one who fulfi ls certain m i n i m u m 
condi t ion seems to be the best one. 
What nerds to be done for the sake 
of expeditious execution is that the 
penalties for non-fulf i lment should 
be greater and should be appl ied 
w i t h greater strictness. Even here 
undue strictness about t imely exe
cution would defeat its ovvn pur
pose because several imponderables 
l ike the avai labi l i ty of foreign ex-
change, technical col laborat ion, deli
very dates for foreign equipment 
etc, are involved. 

Other Social Ends 

The fact that X can be preferred 
to Y makes the Licensing Committee 
a useful instrument for achieving 
certain other social ends. One such 
would be the prevention of concen
trat ion of economic power by deny
ing licences to those who already 
have a substantial stake in industry. 
The Committee's performance in 
this direct ion has been perfunctory 
and perhaps advisedly so. It is very 
easy to avoid recognition if any 
large house wants to. Dummies can 
be set up to obta in an industr ial 
licence i f Shri B i r l a or Shri Tata 
himself cannot get i t . Besides there 
is a real conflict between the desire 
to get things done and the desire to 
'encourage new comers. It cannot 
be denied that because of their ex
perience, name. etc. certain entre
preneurs are able to raise the money 
and mobilise the necessary talent to 
put up a huge steel plant or a com
plex machinery project . To refuse 
them permission to do so may retard 
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industr ial growth. The relative 
progress of Tatas and Standard 
Motors in the manufacture of auto
mobiles indigenously is an illustra
t ion in point . Even more appropr i 
ate would be the case of Nepa M i l l s 
before it was taken over by Govern
ment. A couple of industr ia l inno
cents took on inadvertantly ap
parently, a project r equ i r i ng several 
crores of rupees and the project 
was completed only after Govern
ment took it over. Therefore i n 
stead of being doct r innai re about 
i t , the Committee has to exercise its 
judgment and keep a fine balance 
between its twin aims of gett ing 
things done and encouraging new 
corners. 

There is, however, need to c la r i fy 
the basic concept itself. W h y should 
Government prevent Shr i G D Bi r la 
f rom taking out licences to manu
facture (say) biscuits, cement, ray
on, radios and automobiles? Is 
Government afraid of his making 
money? The tax laws take care of 
that. And the fact that money by 
itself does not confer power in a 
democracy l ike ours is too obvious 
to be stressed. What other econo
mic power does the ownership of 
ten different factories confer? He 
cannot control prices or exploit the 
market in any other fashion. 

It appears there is a certain 
amount of confusion between the 
acquisit ion of monopoly power by 
owning ten units in the same indus
t ry and owning (en units in ten dif
ferent industries. The former con
fers powers of exploitat ion while 
the latter does not. 

Prevention of Monopoly 
The problem of prevention of 

monopoly is not as simple as all 
that. Even though Government may 
prevent an ind iv idua l or two f rom 
acqui r ing power of explo i ta t ion i t 
cannot prevent explo i ta t ion by collu
sion among a few producers. The 
market in the ease of a large num
ber of commodities is such that it 
cannot have more than ha l f a dozen 
producers. Take a l u m i n i u m or 
motor tyres for instance. There are 
not more than half a dozen produ
cers in each case and there i s 'noth
ing to prevent them from getting 
together to exploit items winch are 
in short supply. Ul t imate ly , there
fore, min imisa t ion of exploitat ion 
can only be achieved through some 
k i n d of a price regulation. 

To seek to combat this tendency 
wh ich is due to technical factors 



SPECIAL NUMBER JULY 1961 T H E E C O N O M I C W E E K L Y 

leading to economics of scale, 
th rough industr ia l licensing wou ld 
be to encourage the setting up of 
small and uneconomic units. 

Dispersal by States 
The Licensing Committee can 

also be used to secure the dispersal 
of indus t ry by gran t ing licences to 
units in what are considered to be 
indus t r ia l ly backward States and 
denying them to set up units in 
developed States, By its very natme 
this power cannot be used to move 
indust ry to places considered desir
able f r o m the point of view of a 
proper dispersal. Thai only the 
State Governments can achieve by 
means of inducements l ike conces
sional power, water, land etc. 

What does regional dispersal 
mean, however? Is every industry 
to be set up in every State? Obvi
ously no t ; industries l ike coal m i n 
ing , steel min ing , o i l d r i l l i n g etc 
have to be located in only such 
regions where such natural resources 
are found. Once these exist in any 
region, they in t u r n offer over
w h e l m i n g advantages for locat ing 
Other industry nearabout. How
ever, there are a large number of 
industries which can be located 

almost anywhere because no specific 
locat ional factors are involved. I t 
is such industries which can be used 
to b r i n g about regional dispersal. 

In what way is this to be achi
eved? By denying further expan
sion of a part icular indust ry which 
is well established in any par t icu lar 
region? Thus is it wise to say that 
more bicycles need not be produced 
in Madras because already that 
State produces a very large number; 
or that caustic soda units need not 
be set up in Saurashtra because 
there are already too many there? 
Transport considerations may wel l 
make for such a view. But if no 
other industry is g rowing up in 
these regions such an atti tude may 
well s tul t i fy economic growth of 
these parts. A balance on pragmatic 
considerations has obviously to be 
struck. 

Regional dispersal however has 
meant location of industry w i t h i n 
State boundaries and even the State 
Governments do not pay much 
attention to d i s t r ibu t ing the location 
of industry in the depressed areas 
of the State. Thus industr ia l deve
lopment around Delhi satisfies the 
three surrounding States of U P 

Punjab and Rajasthan, even though 
the rest of Rajasthan or the de
pressed areas of U P are not touch
ed at a l l . There is therefore need 
to th ink in terms) of depressed 
areas rather than in terms of 
State boundaries. Since it is up 
to the appl icant to suggest the loca
t ion and for the Committee to 
approve of it or not, it cannot posi
t ive ly secure the k ind of dispersal 
needed for an even development of 
the country. 

In conclusion, i t would appear 
that wi th regard to industr ia l deve
lopment in the pr ivate sector the 
State through its Committers acts 
as the gentlest of shepherds a l l owing 
more or less free play to market 
forces. The result is rap id develop
ment almost who l ly unrelated to the 
long range objectives of economic 
development. What are the gains 
of such freedom one may ask espe
cially when the State maintains 
ideal hot house conditions for the 
burgeoning of industry .? They must 

-be looked for, obviously, in fields 
other than economic, for economic 
grounds alone would jus t i fy a far 
stricter regulation of pr iva te indus-
t r i a l development. 


