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Jagdish Bhagwati ("Economies of Scale, Distribution of Industry and Programming The Economic 
Weekly, September 1, 1962) poses certain problems relating to the technical and the political processes of 
planning in India, which need deeper analysis than attempted by him. 

Bhagwati's criticism is that licences for industries are given without taking note of various economies, 
like those of scale or of spacing, and the solution he presents is to work out national industrial targets in
to economic project reports according to which Industrial plants would be set up. 

There is an implied assumption in Jagdish Bhagwatis argument — that there is a technically fixed 
optimum Location and scale for each Industry (vide his examples of cars, refrigerators, paper and so on). In 
fact, there are two fallacies here. 

Firstly, the manufacture of none of these products can be said to constitute a separate "industry''. 

Secondly, scale or location are not technically "fixed" — even over the myopic horizon over which 

alone planners do, or can be expected to, plan. 

M A N Y of the products cited by 
Jagdish Bhagwat i a re not 

"products" , but composites of pro
ducts (o r sub-products, i f Bhagwat i 
so l ikes) . Cars and ref r igerators 
are assemblies of products f r o m 
different indust r ia l groups (electrical 
and mechanical engineering and 
o thers) ; paper is made out of pulp. 
The relevant var iab le t o " consider, 
therefore, is not the final product 
( in wh ich alone consumers a n d 
theoretical economists appear to be 
interested), but the economies of the 
sub-products which, even when they 
go into the same f ina l product, 
wou ld di f fer f o r each sub-product. 
In the case of the car, the tyres, 
the batteries and the electrical 
system are almost a lways separately 
organised as manu fac tu r ing orga
nisms. In a re f r igerator , the cabi
net-making and compressor manu
facture are indust r ia l ly distinct 
activit ies. Pulp-manufacture need 
not a lways be deemed an essential 
constituent of a paper-maker 's job. 

There is, therefore, a lways a case 
fo r vert ical or hor izonta l disinte
gra t ion of industry in I nd ia , as at 
present constituted. I f a r e t h i n k i n g 
of pol icy is to be done, the lines of 
re - th ink ing wou ld need to have a 
much wider hor izon than those 
suggested by Jagdish Bhagwat i — 
cover ing each indust r ia l produci 
and its impact on the indust r ia l and 
organisat ional structure of industry 
in I nd ia . 

Need for Conceptual Clarity 
To be able to do this, it wou ld also 

be necessary for planners and some 
economists to c la r i f y notions on 
economies of scale, locat ion, and so 
on. There is not, in real l i fe tech
nology, a single technical ly fixed 
scale of product ion, but, g iven the 
technique, a range of levels of out
put where average cost wou ld be a 
m i n i m u m and about constant. i t is 
only when a size change involves a 
technical break- through or, par t i 
cu la r ly in chemical plants, oppor
tunities fo r recover ing mater ials or 
use of bye-products, that one enters 
a hor izon of a new cost level (again , 
w i th possibly constant costs over a 
range) and there is no reason why 
such changes should a lways involve 
an increase in scale. 

This is the only reason w h y in 
the same industry or fo r the same 
product, there exist, and survive in 
a competing wor ld , plants of va r y i ng 
sizes. In the ease of cars, for ex
ample, the scales of operation on 
the European continent are much 
smal ler than in the USA. So also 
in the case of ref r igerators. A n d 
in pulp manufacture, it is not cer
ta in that costs va ry s igni f icant ly as 
between levels of product ion rang-
tng f r o m 30.000 tons a year to 
100,000 tons. 

Indus t r ia l i s ts W a n t Smal l P lan ts 

Jagdish Bagwat i is wor r ied about 

the issue of industr ia l licences in

vo l v i ng smal l (uneconomic) plants 

as also the lack of competit ion in 
the economy. In fact, the Govern 
ment have in many cases ( fo r 
example, paper plants in the first 
two Plans) set down m i n i m u m 
sizes for plants al lowed to be set 
up — a policy which, in the l ight of 
what is said earl ier, is more ap
propr iate than Jagdish Bhagwat i 's 
suggestion of Government sel l ing 
pre-determined project reports to 
prospective industr ial ists. In many 
cases, it is the industr ial ist who 
does not want a large licence be
cause he is new, or does not have 
large resources, or is not sure of 
the market . Un l i ke what Jagdish 
Bhagwat i states, instances of the 
Government imposing a smal ler 
capacity on an industr ial ist are 
ra rer than those of industr ial ists 
ask ing fo r smal ler capacity licences 
(and not because, as Jagdish 
Bhagwat i states, they fear the 
Government w i l l not grant them 
licences f o r a larger capaci ty) . 

The logic of smal l plants lies not 

in Government 's desire to prevent 

monopoly as Jagdish Bhagwat i 

argues as in an attempt to decentra

lise the industr ia l effort. This, of 

course, raises another di lemma : 

should a given target be distr ibuted 

among a smal l number of large 

plants (as favoured by Jagdish 

Bhagwat i ) or among a large num

ber of smal l plants? This is a pro 

blem of inter-temporal adjustment 

of plant size : whether the process 
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Jay Engineering's Exports Fall 

of development should be economic 
at every point of t ime or over a 
period. The problem in I n d i a is not 
only to manufacture a targetted 
output but also to manufac ture 
entrepreneurs (to broaden the 
industr ia l base); hence the smal l 
licences. Economies Of scale are 
obtained not in the immediate pre
sent but left to be obtained in the 
succeeding periods when total de
m a n d rises, ( Inc identa l ly , i t is in 
this context that the recent restric
tions on maintenance imports and 
increases in excise levies are to be 
regretted; they prevent many indu
stries f r o m reaching their opt imum 
capacity.) 

In this connection, Jagdish Bhag-

wa t i is obviously m a k i n g a mis

take in t h ink ing that l icensing has 

been restricted w i th in the capacity 

targets (thus restr ic t ing competi

t ion) . In fact, i t has been pointed 

out ("The Evolu t ion of Indust r ia l 

L icensing Po l icy" , the Economic 

Times, Ju ly 10, 1961), that industr ia l 

l icensing has been more l ibera l . 

Th is has recently been conf i rmed by 

the Government in Ministers ' re

plies to questions in the Par l iament* , 

The point at issue here is not 

whether Industr ia l l icensing should 

be more or less l ibera l , but whether 

we should have p lann ing or do 

without it. 

Th is is basical ly a pol i t ical pro

b lem. Jagdish Bhagwa t i would 

l ike planners to prepare project re

ports and sell them to prospective 

industr ia l ists. Th is is a technocrat's 

concept of economic organisat ion. 

In fact, the var iables to be const 

dered in a r r i v i n g at such a solu

t ion, as shown above, are more than 

those mentioned by Jagdish Bhag-

wat i . Some of these are admi rab ly 

stated by The Economic Weekly 

(September 1, 1962, p 1398) in the 

note on automobi le pol icy. P lann ing 

is basical ly a pol i t ical process, and 

horse-t rading is as prevalent in pol i

tics as in business. It wou ld be 

futi le to seek human or social salva

t ion in a technocrat's paradise. 

* Vide, Shri Nityanand Kanungo's 
reply to Shri A B Vajpayee in the 
Rajya Sabha on September 5, 1962 
(The Times of India, September 6, 
1962). 

JAY Engineer ing Works has been 

one of the pioneer exporters of 

durable consumer goods in this 

country. W i t h i n a relat ively short 

per iod of t ime, it has bui l t up a 

considerable fore ign market fo r its 

electric fans and sewing machines 

in As ia , the M idd le East and even 

in Europe, However, in 1961-62 the 

company's exports suffered a set

back. The value of exports declined 

f r om Rs 113 lakhs in 1960-61 to Rs 

91 lakhs. The Directors of the 

Company at t r ibute this to impor t 

restrictions imposed in Ceylon, Bur

ma, Yugoslavia and Egypt . Expor ts 

to these fou r countries had aggre

gated to Rs 52 lakhs in 1960-61 

against only Rs 19 lakhs this year. 

Mow, fore ign exchange difficulties 

are not pecul iar to Ind ia and it is 

too much to expect that other Gov

ernments w i l l look k ind ly upon the 

cont inued import of consumer 

art icles l ike fans and sewing ma

chines. At the same t ime, however, 

these Governments would welcome 

assistance in setting up indigenous 

industr ies. Jay Engineer ing Works 

has risen to the occasion to meet 

the challenge of restr ict ions imposed 

on irnpors of its products. Thus 

i t secured permission f rom the 

Government of Ceylon to set up a 

subsidiary company in Geylon, 

"Usha Industries L t d " , in which i t 

holds 51 per cent of the shares. 

I n i t i a l l y , the new company w i l l 

assemble fans and sewing machines 

f r om parts sent f r o m the parent 

company's factory at Calcutta. In 

course of t ime, it is presumed, the 

company would begin manufacture 

of fans and sewing machines in 

Ceylon. It is not known whether 

Jay Engineer ing Works has ap

proached other Governments, which 

have restr icted impor t of the com

pany's products, wi th s imi lar pro

posit ions for setting up local pro

duct ion w i t h the company's colla

borat ion, 

The decline in exports is not 

reflected in Jay Engineer ing 

Works ' overal l wo rk i ng results. The 

Company's annual report fo r the 

year ended March 3 1 , 1962 shows 

an increase in net p ro f i t f r o m Rs 

26.14 lakhs in 1960-61 to Rs 3 0 7 9 

lakhs. Taken together w i th Rs 

7,173 brought f o rwa rd f r om last 

year, the total available fo r dis

posal is Rs 30,86 lakhs. 

The Directors have proposed 

that Rs 3 lakhs be allocated to the 

General Reserve. The d iv idend 

l iab i l i t y — at 10 per cent on pre

ference shares and 15 per cent on 

equity shares accounts fo r Rs 

27.77 lakhs, leaving Rs 9,036 to 

be carr ied fo rward to the next 

year. I t w i l l be not iced that in 

spite of the higher p ro f i t the Direc

tors have recommended a reduc

t ion in the d iv idend on equi ty 

shares f r o m 17.15 per cent in 

1960-61 to 15 per cent, both tax

able. This year, however, the 

d is t r ibut ion is on a larger capi ta l as 

the company issued equi ty shares 

of the value of Rs 60,75 lakhs in 

1960-61. 

Product ion of sewing machines 

increased f r o m 2,56,000 in I 9 6 0 - 61 

to 2.73,000 but that of electric fans 

declined sl ightly f rom 5,14,000 to 

5,13,000. Sales of both sewing 

machines and fans registered i n 

creases. Sales of fans amounted 

to Rs 552.25 lakhs (Rs 501.71 

lakhs) and of sewing machines to 

Rs 386.38 lakhs (Rs 384.03 lakhs) . 

The company's expansion pro

gramme in Ind ia is mak ing satis

fac tory progress. T h e construc

tion of the new factory at Hydera

bad was started du r i ng the year 

and instal lat ion of machinery and 

equipment is under way, Assembly 

of Zig-Zag Machines has been 

started and is gradual ly expan

d ing . At present some parts 

are suppl ied by the Calcutta fac

tory but i t is expected that pro

duct ion w i l l gradual ly increase 

du r ing the current year. 
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