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My deer Prime Minister,

I am presenting herewlith the report of the Adninis-
trative Rcformz Commissicn on Economie Administraticn. The
area of Ecoponmic Administration is 50 vast and varied that the
Commission appointed one Study Team and two Worling Gro'ms
to dinguire irto fhe aumeroug problems. The Stuly Team
on "Economic Administration" was headed by Shri C.H. 3habh=,
a Tormer Central Cabinet Minister for Comuerce and Imduwstry.
The Working Croup on "Developmental Control, and Regulatory
Organisations" had as its Chairman Shri Manubhai Sheh,
another former Consral Csbinet Minister. The secornd
Working Group on "Company Law Administration" wag presided
over by Shri D,L. ¥ezurdar, formerly Seecretary to the
Department of Company Law Administraticn. Tha Members
of the Study Te=m and the two Workireg Groups were men of
great Xncwledge and experience in the field. Their roporths
contain penetrating analyses and useful suggestiors, These
three reports {copies enclosed) and discuvssions with other
persons of experience and wisdom have enabled the Cormission
to formulate their recommendations. Tha Chairmcn and Mambers
of the Study YTeam and the two Working Groups'deserve high appro-
ciation for the patriotic work they have so painstakingly
ao
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2.

2, We have recommended that the subjects of Commerce

and Industry sliould be combined under a single Ministry of
Commerce and Industry. It should be responsible for policies
and stratecgics for. the integrated developrment of Indusiry sad
Commerce in the coun®ry. We have also made proposals to mabe
the Directorate General of Technical Cevelopmeut more vsaful
and éfficient, It has to functicn as a common technical
service agercy to all the concerned. We have sugzested as
well the constitution of Toextile and Coal Developmeht Boards
to premote balanced and soeedy growth of thece industrics,
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3. Recognising the necd for the moximum utilisation
of the industrial pehential already created 'in the
country, we have favoured liberalisation of industrial
liconsing and control of capital issues. We h=ave
proposaed the scotting uvp of a Board of Referees to
acdvise the Government in. the alsposa; of applications
for the review of appellate orders passed by import
control authorities. Measures for expors promotion
and batter menagemcnt of forcign exchange have also
been indicated. Our studics havu reveaied that "P"
Form, without fulfilling its obgectlvb, is Urov1n¢ an
vnnecessary irr 1tant We have, tnerefore, recommended
its sbolition.
4, We nave recomacnded the sctting up of a high--
powered Commission on '‘Prices, Cost and Tariff' to
assict the Government in evolving rational price policies
and in creating a climate of cost-consciousness.
This Ccum’csion has also to take over the functions
of the existing Tariff Commission which, cf latsz,
bas lost muca of its original purpose and usel fulness.

5. He have made recommzndations tec make foreign
collaboratien sgrve the Indian interest more effectively,
Foreign collaboration has helped the Indian cconomy,
but has resulted in considerable drainage of our wealth,
aggravating imbalance in our forcign exchange position.
The availakle figurcs for the private sector for the
scven years Irom 1955 to 1962 show tha% as ageinst

an inflow of fnds at an annual rate of &. 4.6 crores,
the repatris*ion outflow on the average was of the
order of &, 11.8 crores. Thus, our country was drained
of finds at an average of R. 7 crores a year.

6. Yo have considered in our report the working of
Company Law Administration and made soveral suggestions
to make it -more prorpt and effective.

7. The late Shri I.C. Mathur was in charge of the

worik in the Commission relating to Econoric sdmiristration.
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He took great pzins to cxamine thorovghly

the varicus problenms covered in this report,
His hard work, long experience and chbjective
rproczh to problems were ¢f iimense bhale to theo
Commission. He worked in the true spirit of
service to the very last day of his life, 1In
his demise, the Commission has suffered an
irreparable loss. The Commission places on
record its grafitude to him. |

Yours sincerecly,

sd/~
K. Hanumanthaiya

Shrimati Indira Gandhi,
Prime Mimister of India,
New Deihi-j,




R o
RS D

T Ry

ViT
VIII
AD:S

X

L

X1

CONMTENT

=3
tro

IITROD.CIORY

- STRATEGY FOR LCONCMIC

DEVELIPM: 4T

THE RO s COF GOVERMMENT IN
INDUSTRIAL DEVmLOPAL:T

COMMISSICY ON MPRICES, CO3T
AND TARIFE"

IMPORT CONTROL

EXPORT PRO Md]? ICN

FOREIGN COLLABORATION
MAVAGEMENT OF FOREIGN EXCHANGE
CONTROL COF CAP ITP;L IS:UES
ADMINISTRATION OF COMPANIES ACT

SUMMARY OF RECOMIMANIATIONS

2
B

I

]



CHAPTER I

INTRODUCTORY,

The achievement of political freedom in 1947
and the emergence of free India as a scvereign
democratic republic in 19560 made the task of
economic Adevelopment mor=s ilmportat than ever, in
fact, urgent and inexorable. The Dircctive Principles
of State Policy enshrined in the Constitution requirs
of the State that it should promote the Qelfare of
the peonle and raise their standards of living.
'Phesé gr2at national objectives cannot be rcalised
without a strong economic base thch can be built
orly tinrough a well planned rational effort of
rapid economic developuent., Planning, in this
contexl, includes notv only the formulation and
implementation of programmnes for material production
but alsc the steps - legislative, etnical and othur
to he taken for creating the conditions iu which
cconomic activity can ve channelfged in desired
directions at the required pace.

2 The State, in India. as the final authority
for the approval of the Plan and the main executive
agency for implementing it, has thafcfore a vital
role tc play in the cconomic sphere. This rolc has
a positive as well as a negative aspect. Positively,

it either takes part directly in production
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activiby in the public szctor or seeks Lo prcmote
development in the private sector. Negatively, it
scuks to regulate cconomic activities in such a
menncr that they do achicve the desired objectives.
We ware dealt exhaustively with the administration
nf punlic sector undertakings in our report thereon.
11 this report, we address ourselves to the prebleums
of economic administrnatinn considcred mainly as a
tgol for the development and regulation of industry
in the orivate sector though, of course, some of
our recommendations will have an effect on the
public scctor as-well.
3. Taking first the developmental activity
of Government, while the responsibility for thal
exccution of a particular programme should rest with
thie head of the organisation entrusted with it, it
is necessary that the implementation of the Plan
in 211 its aspects should be watched frpm‘a central
point in the administration. This will help in
bringing to light shortcomings in implémentation
and it wiil then be easier to apnly, in *time,
corrective measures with a view to remedying
defecta, An adequate system of fead-back and’
flash-back will be necassary in order that the
above "watch-dog" operation may be performeqd

effectively and purposefully.
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4, The fields of industry and commerce are

of such a nature that the activities in one have a
tangible effert on those in the other. It is, therc-
fore, necessary fo provide within the Government
machinery a set-up which will ensure an effective
coordination of policy making for those two arsas,
In formulating policy and ensuring its translation
into concrete measures through the cooperation of
those concerned,.aésistance will be needed of an
efficient technical advisory organisation.’

5;' Measures for regulating economlic activities

é:e inescapable in a planned cconomy where tho
_freelmarket cannot be depended upon to bring about
the %25532122?333& of resources in socially
beneficent~ directions.or alwayé subserve larger
public interests. Controls are, therefore, unavoidahle,
However, controls have to be devised to serve a
particular purposc and do not have to be imposed

for thsir own sake. Too much of control - either
through the regulation of a controlled activity
down to its minutest detail or through the extension
of control to too many activities and things - is
apt to create fresh problems without satisfactorily
solving those for which it is intended. Controls tend to
put a strain on the administrative machinsry, add

of ten
to its cost, male for procedural delays and/open
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out possibilitims for favouritism and corruption.
Mankind loves freedom and immunity from interference
and will put up with encroachment only under painful
.necessity when convinced of its need. Too much of
it would thus prbmote resistance, put a premium on
evasion and minimise, i1f not negative, chances of
success. It should also be noted that while strict
discipline is essential to the growth of a strong
democracy, a rigorous fegimentation will be detrimental,
cven fatal. A multiplicity of controls is also
- 1likely to impede investment and production and thus
ultimately defeat its very objective. &he nuirber of
direct controls should, therefore, be restricted
to the minimum required and confined mainly to
strategic areas and "growth points".
6., Whether it be the field of development or of
regulation it is essential that the policies of
Government - hoth long term as well as short term -
are doclared in clear and precise terms. Lack of
concreteness and clarity in the terms spelling out
Government's policies create uncertainty in people's
minds and lead to delay in determining #hat would
be feasible in a given situation. Along with a
clear enunciation of policy relating to development
and regulation, Govarament should also ﬁrovide

guidelines for achieving the objectives of the
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developmental and regulatory measures. Wide publicity
should be given to Government's statemcnt of pelicy
and the guideslines framed.

7. The stecp rise in the price level in the

last few years is a matter of grave conccern, becanae
apart from the adverse impact on the consumer, a
continuous upward price movemznt throws into disarray
prograrmmes of planned development. The trend towards
rising costs has to be arrcsted and reversed. This
problem cannot be attacked piecemeal by individual
Ministries. Administrative arrangements have to bvo
made for facilitatirg an integratcd approach to
evolve a propzar structure of inter-related prices,
and to keep it under constant wateh and within

the means of the average consuner.

8., We have kept the above baéic considerations

in mind while examining the set-up concerned with
deovelopment of the industrial sector; the stuly

of pricas and costé; import. control; export promotinig
the regulation of the terms of forsign collaboration:
management of foredign exchange and control of

capital issues., 1In addition to the a2hove matters,

we h=ve examined the set-up for the administration

of Company Law, bscause companies pley a significant
part in the couniry's industrial dsvelopment and

the measures taken to ensure their healthy fanctiening

are a matter of considerable corcern to Teonamic
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Administration. »

9, 1In our examination of the problems rclating to
Tconomic Administration, we have derived considerable
benefit from the reports of the Study Team on Bconomic
Administration (Chairman : Shri C.H.Bhabha)*, the
Working Group on Developmental, Control and Regulatory
Orsanisations (Chairman : Shri Manubhai Shah)% and
the Working Groun on Company Law Administration
(Chairmen : Shri D.L.Mazumdar)£. We take this opportunity
to cxpress our thanks to the Chairmen, Members and
Scerctaries of the Study Team 'and the Working Groups.
Shri Fakhruddin Ali Ahmed, Minister ‘of Industrial
Dovelopment and Company Affairs, Shri Asoka Mehta,
Minister of Petrolecum and Chemicals and Shri K.C.Pant,
Minister of Ravenue and Expen@iture, have helped

the Commissinn by giving their views in discussions
"with Shri H.C.Mathur, who, unfortunately, has been
snatched away ty Death in the midst of his lebours.

Dr.D.R.Gadgil,

e had also discussions with /£ Deputy Chairman

of the Planning Commission, Shri R.Venkataraman,
Member of the Planning Commission and senior officers
of some of the economic Ministries. We are grateful

to all of them for having helped us in this mannsr.

As A Membor of the Commission, Shri Mathur was in

charge of the wor& reliting to Economic Administration

* This Study T Tcam will be referred to in the report as
S Study Tean"

This Werking C;oup will be referred to as "Working Group{D)
£ This Working Guooup will be referred te as "Worlting Groug!{C)",
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Bis vast experifnce, hard work, and zeal for reforms
were of immense help to the Commission,
10. | Cur alprbach in this report has been to
concentrate on administrative strategy within the
broad frame provided by the substantive economic
policies enunciated by Government from time to time
and accepted by Parliament; the acceptance of the
concept ‘of ‘a mixed economy and the needs of planned
economic development. In other words, we have not
-gone into’questions_of policy except to a limited
‘extent' when we had to:deal with'situations in
uwhich a review of poliéy waé necessitated by
~ considerations of administrative strategy. “Some
of the policy issues ﬁhich are important in them-
selves bﬁt on which we have refrained from malking
comments are referred to in the report by way of
information or drawing the attention of Government
to then,
11, We hawe decided to keep "Financing Institu-
tionsh and "Monetary Policy and the Reserve Bank
of India" dealt with by the Study Team 'utsidé the
purview of this report. Some further studies are
being made nn theose two subjects and we intend to

submit a suj-plementary report thereon at a later

- stage.



CHAPTER IT

STRATEGY FOR TCONOMIC OEVZLOPIETIT

Role of the Prime Minister

12. Economic development invelves mobilisation
off national resources, human no less than material,
and their direction into productive channels in
accordance with a scheme of priorities. Planning

has been by now commonly acceptéd as the main
instrument for achieving economic progress. Conse-
quently our strategy‘for economic development has to
be centred on the Five Year and Annual Plans., A
careful and realistic formulation of each Plan and,
~what is more, its effective implementation are vital
to national development. It was a realisaticn of

© this essential requirement of economic development
and'an appraisement of the most suitable location of
executive action in implementation of the Plans that
led us to observe in our Interim Report on the
Machirery for Planning'". . . . . While the formu-
lation -of the Plan and the evaluation of Plan per-
formance will be the -responsibility of the Planning
Commission, the actual imrlementation of the Plan

is the responsibility 6f the various executive authori-
ties, It is for them to take the necessary executiﬁe
decisions from time to time . . . . . ." We had further
commanted in our final report cn the Machinery for

-8 -
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Planning that Planning had suffered a good deal from
the lack of attention td the details and phasing of

the Plan schemes and projects: "It is, therafore,
neesssary that the Certral Ministries andfepartments

of the State Governments should work out in fuller getail
the administrati—e and op:srational implications of

cach programme and scheme and ensure their proper
phasing. The existing arrangement within the Govern-
ment departments in regard to programme planning and
management would.have to be considerably improved'.

We also suggesitalthat each Ministr§ at the Centre
concerned with developmental programmas should have a
separate Planning Cell. The Planning Cell should
scrutinise and coordinate the detailed projebts and
schemes of the exgcutive agencies under the Ministry
and ensvre that the requirements of inputs and admini-
strative implications of each project and scheme have
been fully worked out and the various projects properly
prhasad.

13. Thus, after the Plan has been formulated the
overall responsibility for its execution rests with

the Ministries concerned which have a full control over
the operations rslating to their part of the Plan,
Therqﬁ‘however, no central point from which it can

be ensured that all sectors of the economy movz forward

in unison accordinrng to the Plan, and action is taken to
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apply corrective measures where deviations from the
Plan are noted, indicating suitable alterations in
the Plan in the event of persistent deviations. The
absence of such a focal point has resulted in a
tendency to let things drift in an uncoordinated manner,
a tendency which is fatal to planning. We have given
considerabBa thought to tnis problem and have come
to the concluSign that this basic deficiency must be
remedied.
14. The decisions reached as a result of the
scrutiny.exercised from a central point will have to
be implemented in a coordinﬁted'manner by a number of
Ministries concerned with economic development. They
should have the imprimatur of one who, while standing
high in the hierarchy is not immediately cocncerned with
the running of such a Ministry. The choice raturally
falls on the Prime Minister.
15, The Prime Minister is now the Chairman of
the Planning Commission, which is responsible for the
formulation and the evaluation of Five-~Year Plans.
The»responsibility for the implementation of the Plans
is with the Cabinet of which the Prime lMinister 1is
the head. These positions and responsibilities
make the Prime Minister the proper authority to loock
to fhe direction of the econcmic progress of the
counstry in a balanced manner., 1o other Minister

would be able to discharge this responsibility with



- 11 -

the same authority and-prestige zs the Prime Minister.

We, therefore, feel that the Prime Minister should
assume and exercise this authority. However it would not
be fair to impoce on the Prime Minister who has to
attend to numerous urgent and pressing problems besides
those of economic development, the additional burden of
carrying out routine watch tower operations relating to
the economy and the administration. The Prime Minister
should, therefore, be assisted by the Finance Minister
who will keep her informed of events and developments
whthin his jurisdiction. Other Ministers concerned will
have to do likzwise. The Planning Commission which is
in charge of evaluation of Plan performance will furnish
its assczssment cf progress. On the basis of the
material so obtained the Prime Minister will have to take
decisions and communicate them in the form of directives
to all concerned.
Rocommendation:
1

We, therefore, recommend that the Prime

Minister should keep herself informed about

tre overall progress in the implementaticn

cf the Plan with a view to ensuring that

all the szectors of the economy move forward

in usison wita the Plan anl to issue nece-

ssary directivces.

Eranine_of onerational equivalents to
sbhe Dyan Froposals.

18. In formuloating the Annual Flan within the

framework of the Yive Year Plan, notice is taken of the



Priorities to be attached to various schemes or groups
cf schemes. The Annual Plan progruammes and the corrcs-
ponding allocation of funds reflect the priorities.

It is essential that priorities once established are
faithfully adhefed to if the Plan is to be implemented
Successfully. The only condition unier which a change
would be Jjustified wouid be if the assumptions on which
a particular priofity was based have failed to materialil
6r there has been a change in the situétion of such
significanée or dimension as to necessitate a modifi-
cation. In 211 other circumstances the pricrities once
agreéd to must be followed to their logicai conclusion.
For example, if, as at present, increase of agricultural
production has the top-most national priority, it must
be clearly understood that we may have to concentrate
our-efforts more on the intensive developument of arecas
with assured water supply. This may ostensibly go
counter to the policy of a balanced regional deveclop-
ment. If balanced regional development has a low
priority compared to the increased apricultural
production, the former has to be sSacrificsd and there
should be no room for doubt in this respect. This,
however, does not give a blenket authority to the
executive to do anything it wishes uader the garb of
furtfering the cause of high priority items. It only
implies a more concerted and syStematic approach to

the entire problem of economic development, With
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regard-to-the example under diccussion, in ary meaningful
scheme of action, the development of less favourable
areas has to be rext on the agenda. The admiﬁistrative
apparatus must begin making advance preparations for
starting “the next thace of the programme in these areas.
The foundation Tor this programme has to be laid
straightawvay hy laying down smecific targets to scien-
tific institutions for extensivs research in the problems
and potentialities «f these areas. Similarly, if export
promotion l:us a hirh national priority aﬁ the moment,

its necessary logle chould compel some industrial goods
or even tht agriculturgl commodities to be exported

at the cost of the home market. There i1s no reason

why the country should not tirnten its pelt if the high
priority of export earnings makes it a painful necessity
Such austerity should, of course, be sha;§£%£?255.:
sections of th2 community. We could- also have a more
sfringent control of conspicuous consumption of

imported luxury goods which are finding their way through
nornal as well as sarreptitious routes into cur markets.
17. In crdsx that all concerned, including the
private secilor, should have a clear idea of what 1s
expected of them by way of implementing the Plan with

due regard to priorities, Government should frame opéra—
tional equivalents of thé Plan proposals. The Steps

to bo taken by the various developmental Ministries as
well as the Ministry of Finance should be clearly des~-

cribed in a paper vwhich should be widely circulated.
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This paper wlll in effect contain guidelines for
eveloprent in hich priority areas and can be taken
as a policy-cum-operational s*tatesment for the short
ternm.

Reconmendation
Z

We, therefore,; recommend <hat as soon as
the Flan is Jorrulated and ariroved,

ach Minisztry or Departmen? ccncarnod
should frams operational cquivalents

of the Plan proposals. 0On this besis
a general paner covering the entire
fisld of central and State Developzental
activities should be prepared and
cireulatel to all ccnecerned. The

p3rer should contain gildelines for
devalopmert in high priority areas ani
should be in the foru of a policy-crm-
operatvional statement for th: short-
term

Mazimum use of industrial potential.

18. Structurally, there are two bread secters of
tha ecconomy: the industrial scctor, and the sgricul-
tural gector., The 1Imprortance of agriculiural socine
ne2ds no elaboration 2s we can igrore ngricultire
cnly at our paril. A sustained growth in this sector

is mecessary fcr supporting indussrial devalopment

LR
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there 1s no reason why that break-through shculd not
te fully exploited through all the means at our
dicsposal,
19, L5 we will be dealing with the strategy covering
the field ¢f Apgricultural Administration in a separate
report, we confine ourselves here to the problems of
induztrial sector.
20. An important bvasie factor which necds special
corsideration at the preseat stage of our national
econronmy 1s that over the last decade and a hall we have
bullt a broad cnough base of heavy ipdustry to support
further industrialisation. The assembly line of our
Heavy Enginéering Corporation can manufacture a one-
million-ton steel plant in a year. 1In the‘metallurgiqal
ficld, the capacity build-up of the national industrial
Loee IS adeqﬁate to sustain expancicn in steel output
of roughly two millien ingots per annum. In heavy
clectricals, we have capaclty of over fouf million K.W.
Cur machine tool industry is now well-established. Cur
industrial production today is substantially diversified
snd i:‘capable of fast growth. Thc advinc: of the diver-
sified industry durins the 1ast decade has produced techni-
cal know-how of a high quality in several fields. Tven
so we cannot be comvlacent abcut th& futire ¢r sit
back withéﬁug satisfaction ovVer cur échievement. In
fact there are substant’al gaps in our know-how and

tectnology, and in such a vast ccuniry with an increasing
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poprlation trere is reed for more and more z2ddition to
our c2pacity tc cperate in both these fizlds. The
process of acquisition and build-up of the essential
pre-requisites to the welfare of the coun‘ry must be
rore comp:reh2nsive and oust be accelerated.

21. - However, there is an urgent n2ed to find ways
and means for utilisinzg the existing potential and

our étrategy in the industrial sector should be dirccted
to this end as well.

22, Our growing industrial sgctor has to rely on
foreign sources for a number of raw materials,
intermediates and spéres and will contirue to do so

for some conSiderabhle time. It would not be possivle

to meet this need from our own Toreign exchange earnings.
This nmeans our continued depencense cn forcign
assistance. Put this should not be held to justify

the present psychological atmoSpinere vhere sclutions

to most problems are sought extra-territorially. The
need 6f the hour is to start locking inwards, and see
what is available within the country and while realising
the painful need cof depenience on fereign assistance,

to make a planned and détermined effort to do away with
the reguirement of foreign assistance as cxpeditiously
as possible. Tha target laid dcwn by the Plarning

is~

wn

Commissicn of reduecing the net inflow »f foreign as
tance to half in the next five years is rather modest.

e would even suggest a bolder effort in this direzilon.
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Recommandation

3 .

wWwe recommend that the broad strategy for indus-
trial grewth should aim at harnessing “the high
potewntial already created in c¢he industrial
sector and the technological know-how available
and ending in the shortest rossible time the
precent state of -a&bject dependence cn forelgn
aid. '

Develonment of the Puklic Sector.

23. Public sector underitakings now account for a
total investment of over three thousand crores of
rupees. These undertzkinss have served as a powerful
instrument for achieving cocial and econoumic objectives.
They have helped to overcome some serious gaps in tlie
economy cither in the essential fields reserved for
Statc enterprise or in the fields where privats capital
or enterprise cannot be attracted. Tﬁe great notentlal
to which we have referrced ahove is due considerably to
the heavy and purposive investment which has been made
in the public éector. Without any risk of exagsgeration,
it can be asscrted that the success of our eccnomic
development effort will depend substantially on the
success of our public sector projects.

21, While the expansion of the pubklic sector for
further cconoriec growth is incvituhle, the existing
organisational structire and the management of this
sector are not chmenSufate.with its renuireaents.

We have gone into these matters in considerable detail
in our report on the Public Sector Undertakings and

need not repeat all that has been saild therein. Hoviever,
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some of the recommendations wade therein need‘to be
re-emphasised as important elements in the overall
strategy for economic development.

25. A poticeable feature with regard to the public
enterpriges is that even after two decades of their
existence they are sought to be controlled by one or
other of the Ministries. It may well be that in the
past Government found it necesSary to assume direct
respongibility for the planning and execution of

public sector projects. But with the growth of the
public enterprisces and the increasineg number and variet)
of projects that hagve to be ret up and managed, a
Ministry type of -organization 1s not well-suited to
look after the developme~nt of public undertakings in
the various sectors of the economy. As we have continue
with this organisational pattern the problems of the
public sector undertakings have had to be dealt with

on a pizscemeal, ad hoc, basis.,  In their anxiety to
~chieve results,; the Ministries are tempted to, and
often do, trespass into areas of day-to-day management
for which they have neither the time nor technical
competence. There is also a blurring of responsibility
be*ween the ﬁovernment anJd the public sector enterprises
Z€. Trhere has al. o been a failure to store and
analyse in a proper manner the experience gained in

the setting up of industrig projects. This has been

the main cause of our continued dependence on foreign
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consvultants and the tardy prozezss in developing indi—
genous capaclity for roscarch, Aosign and consultancy,
27. Cur ma2in recommeniaiion for +the rnancgenent of
putlic sector undertakincs made in our report thereon,
viz., the setting up of Scctor Corporations, was aimed
at remedying the defccts mentioned above. These Corpo-
reticns would help to set righ' the present diffusien

of the industrial effort in the public sechor and to
take over the responsibility for further development

in their individual sectors. While providing full opera-
tional autonony to the managements at the operating
level, they would insulate thém irom direct interference
by the Government, thus ensuring to them a fair and

real measure of autonory.

23. It appears that: this central recommendatiponn of
ours has not heen considercd by Gerernment in the proper
perspective. Tt seems to have been influencad by ths
conditions of the past and does not appear to have taken
into account tho neods of the future which are fast
ermrrninz. e hadl envisaged high-powsred Sector Corpora-
tions, withn a directing bodf ccmprisirgz tov persens in
industrial nanapement and technology who would be thofoughly
conversant with their rarticular scetors. It is cnly
sucn Corpeora*ticns that can antinuously foeus attention
on the crucirl prehlems facinz the industry, devise
strategy for balanced growth of thie cectors concerned,
cxplore now markeis and provide a dynarmic leadership

in the matter of plaaning, designing anil technical know-



hew., Tre CSector Corperations would be the repositeries
of highest tlecinical s%ill and would niake -n endecvour
to develeop, where wenting, the necessary expertisc in

various ficlds of technoleogy and managemant.

Haeomrends icn
- 4

We, thercfore, reiterite our earlinr
recernendatisn that the orqanisaticnal struce
tvre of punliic scctor entzrprises shouvldl he
strengthensd by creating technically connctent
and high-powered sectoral ccrporations.

jndustricl Licensine for the Private Sector.

‘29. The vast potential of the industrial sector
nd technical know-how can be pressed jinto the
service of fast econoric growth cnly if individuzl
iritiative a2t a large number of points in the naticnal
ecconiomy 18 encouraged, supworted and rurimred. In
this context, the importance of the private seztor
cannot be over-stresscd. PBut initiative and entrepre-
ncurizl activity of this sector need bread guldolincs
if theilr efforts are not to be dissipated. The nced
Tov such guidelines is all the mera urgent vhen we
hove limated innuts ot OUP'diSpOﬂal.‘ WThether 1t he
in the rublic sector or in the private sector, the
ultimate soufce of alli resources .is the ~ross nationnl
product snd the basic objective of 211 administrative
eetivity must rseds b2 to maximise its utilisation.
The mecharism of mariret forces, undirccted by a
ccnscicusS or deliberate ecoromic ﬁoliCy d23igned to

influence the quantum, compesition and diroection of
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investments, can hardly lead to such maximisation, when
a structural transformztion of the economy is desired.
30. The regihlation of the pattern of industrialisa-
tion in the country is, at present, sought to be achieved
under the Industries (Pevelo~ment and Regulation) Act,
1951, and industrial licensing is the main instrument
emplcyed for this purpose.
31. Licensing as a tool for carry.ng cut industrial
policy has the following objectives:

(a) Reguwlation of industrial develovment in
acecrdance with the planned priorities and
ehanneiisation of investment into priority
industries.

(b} Avoidance of ronopoly.

(¢) Preventicn of locatioral concentration so
as to encourage dlspersal of industiries to
under~develcped resions.

(d) Preventlon of undue competition between
lz2rge ccale industries andsmall and cottage

industrirs.

(¢) Ootimum utilisation of the scarce foreign
cxchange resources.

v

32. The Study Team on Eccnomice Adminictration has
examined in grerat detail whether this tocl has led to the
anticipated results. They have come to the following
conclusions: |

"L"ccns:,nO under the Act mipht have been effec-
ive 1n serving the negative purpose cof nre-

vontlnn tne estallishment of industrial capacity

rnct provisied for in the Plan and of SlOleg

down of the settirg up of *the capacity for indus-

trics consid:red to be of lower priority but

it has hardly been effcctive in securingz an

adequate volume of investment in priority industry.

There has boon more empha3is on regulation and

none on develeopment. The time lag between the
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grant of industrial licence and the actual '
establishment of ‘niustry has been so much that
ary precise matching of requiremsnts as
previded for in the Plan and of the capacity
licensed unier the Act has not baen feasible.
Moreover, indtstrial unilts with fixel asccts
of less than Rs.25 leknhs have been exempted from
the licensing provisicens of the Act. The
establishment of lower priority capacity in
small and medium s2elors consequantly cannot
be conirolled under the Act. The lieensing
proviSions uniler the Act can, sherefore, serve
the purpose of regulating the developnent
accordiing to the Plan priorities to a very
imperfect degree.”
33. Quoting the Monopolies Inquiry Comnission the
Study Team has expressed the view that -the systemn of
~control in the shape of industrial licensing has
restricted the freedom of entry and thereby helped con-
centration of eg¢oncmic power. We, however, do not
fully agree with this view, Iniustrial licensing, in
our view, can-only hclp regulate the diraction of
investment, secure the industrial priocrities and
targets of production and bring round an orderly
growth of the industries within the frame-work of the
overall policies as set out in the Iniustrial Pclicy
Resolution. The prevention of concentration of
economic pewer and other soclo-economic objectives
could be achieved more cffectively througzh econoumic
and fiscal policiles of the Government and not throursh
the licensing mechanisr,
34, We agree with the Study Team that the objcctive
of regional dispersal could be mors adesquately served

by providing positive inducement and creating the
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industrial infra-structure in the under-developed regions.

Bconomic considerations lilke the proximity to sources of
raw miterials, availability of cheap power, etc. do deter-
mine the location of industry. But given some ninimum
conditions for establishing an industry in a region,

it could be made attractive by providing inputs like
credit, raw materials etec. on a preferentizl basis. In
the matter of protection to small scale sector the
utility of licensing procedures can only be of limited
value., This impqrtant objective has also to be positively
pursued through appropriate Government policies.

35. Considering all these aspects, we believe, that
industrial licensing mechanism even though not a perfect
instrument in the strategy of industrial development

had a purpose to‘fulfil when it was initiated and it

was uscful to some extent in the subsequent years.'

The sysicm of licensing itself has unilergone quite a

frw changes according to the needs of the.changing
cconomie situation. We feel that we have now reached

a stage of industrial development when the entire licensing
strategy has to be refashioned.

36, We are in favour of a strategy of 'free areas!

for industrial activity so loﬁg as no ¢laims are made

for foreign exchange or support from public financizl
institutions. The basic objective should be that
industrial licensing should be confined only to those
fields where foreign exchanse and institutional finarce

are required in a larpe measure. At present the control-
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ridden aimosphere has made the industrialist in the
private sestor a passive individual dependent on
public institutions for almost everythins. This
attitude of dependence on State assistance, though
Somevwhat traditional inm a country ruled for centurgs
by authoritarian regimes, is inimical to progress and
this ought to change in the interests of thie country's
welfare and progress. If an individual can raise
rescurces on his own in these free areas, as in fact
happened durineg the earlier vhase of our industrial
development, no regulations skould be allowed to come
inhis way. This will remove the deadening effect
on entrenreneurial activity and gging aﬁout a great
spurt in indigencus marufacture and import substitution.
It will also be a very powerful stimulus for tapping
the unused resources of credit and availablc techanical
know-how,
37. Licensing policy should be reformulated having
in view this new approach to industrial development in
the private sector. The whole of the industrial
field could be divided into three categories. The
first category will comprise iniustries of a very
high priority. These could be carefully selectned and
should be small in number. These industries would
require heavy capital investment and/cr considerable
foreign exchange. They shculd be subject to liéensing.

But the coincept of licensins here has to depart from
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its traditional connotation. The_e should be a
thorough examination at the time of licensing,

and the licensing Committee should before granting
the licence, easure that all the necded intermal
and external inputs are ear-marked for the licenced
enterprise. The licensing thus shouldbe the first
and the last point in the process of official scrutiny.
38. The sccond category would comprise those
industries which reruire foreign exchange and/cr
assistance in the matter of other inputs but are
not ineluded in the first category. They shoﬁld
be graded according to a schedule of priorities for
the purpose of foreign exchange and other inputs.
There should be no licensing fer this category.
However,uif;foreigﬁ exchange is required the entre-
prensur should take his turn befores the Capital
Goods Licensing Committee which will allocate
foreipgn exchange according to the priority fixed.
In case of credit renuirements, the allocation
will depend on tha priority accorded. .

3G, The third category will consist of those
industries for which no fcreign exchange is
required and which are not en*titled to any
priority considcration for purposas of other
inputs. This seztor should reguire no licensing.

Towever, all inruts will have to be provided
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by the-entrepreneur himself,

40,  We are gl=d to note that the
Planning Commission in their YApnroach o
the Fourth Plan" have suggested a libe-
ralisation of industrial licensing policy
on iinss similar to what we are now recomn-
eiding. The Planning Commission's proposals

are, we understand, under the consideration

of Government.

&

caommendation:
5

We recommend that aill industries
should be divided into three
categoriecs:

(a) A high priority categery corp-
rising a small mumber of indu-
stries which would involve a
large capital investnznt and/or
a considerable amount of
Toreign exchange. The indust-
rieg in this category should bz
licensed. The licensc should
be given only afier ths3
earrarking of inputs has been
compireted.

(v) Industries wiich require fore-
ign exchange and/or assistance
in the matter of other inputs
and are not included in the
category (a): They should be
Er23ded azcording to a scneme
of pricr.-ties. khile they will
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not require te be licensed, alloca-
tion ol foreign exchange and other
inputs will be in accordsnce with
tne schedule of prioritiecs,. '

A1l other industries which do not
rcquire foreign excharge and which
are not eatitled to any priority
consgiderstica in the mattcr of allo-
cation c¢f other inputs: Thase
industrizs will not reguire to be
licensed.
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(i) A_Single Ministrv of Comnerce & Tndustry

L1 N-twithst:nding the obvious priracy of
'secuaring coordination between commercial a:d
industrial policizs znd their almost day-to-day
impiementatibn Government's policy in regard to the
combination of the subjects of Commerce and Industry
into one Ministry has had a chequered history in
which experiqents and considerations other #han
adninistrative appear tu have played more than
their due parf. In tre early stages of industrial
develosment (1920-21) and during most of the pericd
of the First and Second Five Year Plans a single
Ministry of Commerce and Industry was looking

after all aspects of these two subjects. UNew
Uinistries and organisations then came into being
as tﬁe pace of industriaiisation increased. Aft.
the higher policy fermulaticn level, there was
sharing of responsibility with the Flanning
Comnissicr and the Tepartment ol Eeconomic Affairs.
A geparate Ministry of Teavy Industries was
constitused in September 1556. However, soon

therecfter, an integratsd Cormerce and Industry

I

«2le
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Ministry-vas-constituted in April, 1957. The subject
of Heavy Indusiries was again tsken away from the
corbinad Ministry of Commerce and Industry in

April, 1962 and the Ministry itself was bifurcated

in July, 1963, Certawn chenical industries were
transferred to the Minlstry of Petroleum and Chemicals
in MNovember, 19€3. Hoavy industries returned to the
Ministry of Industry when it was reconstituted as
the Ministry of Inductry and Supvply in June 1964.

But the new Miristry of Commerce took into 1ts fold
in June 1964 a group of industries, namely, textiles,
jute and plantations on the ground that these
industries vere export-orienteld, and for some tine

to come the Ministry of Commerce was going to he
pra-occhinied nainly with export promotion.

2. Although our agricultural sector and traditional
industries continuve to account Cer our major exports,
with the changing landscape of our industrial develep-
ment  the modern industrial sector should progressively
contribute more towards cur exnort earnings. For
example, iren ore ard stecl are already locking up
and we have to »ut in morc effort towards maximising
2xport earnings from the new industrizal commedities,
In fact, having regard to our need of foreign
exchange largely for industrialisation, the entire

industrial scc*tor now has to be export-criented. e
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placement of only some industries undasy the Ministry
of Commerce because of their being export-oricnted,
therefore, loses its force and besides, gives the
false appearance that only those industries nzed
export-orientation.

43. The ouesticn of export promotion zpart,
commerece has a vitzl role to nlay in‘the whole
process of industrial growth itself. Commercial
policies impinge at various points on the produc-
tion process commencing from the stage of acquisition
,of.raw-materials and ending with the emergence of the
finished product. There will have to be well designed
commercial policies to cnsure thét'raw-materials

flow uninterruptedly into the industrisl sector; that
intermediates, which sre the end products cf certain
industries and the raw materials for others, are

mads available on reasongbhle terms; and that the
finished goods coming out of our assembly linss find
a market. Similarly, ponlicies in the field of inter-
national trade considzsrably influsnce industrial
pfoduction and growth  Adninistrative regulation

and control of exports and imports are closely

linked with the question of deveélopment of indipgenous
technical_knov-how and other aspects of industrial
developmeit.

44. For promoting rapid indusirial growth it



— 7 —

is therefore necessary that all policies having a
bearing on indostrial development are suitably
integrated and harmonised and that threre are no
unnecrssary curbs on its pace. This would m2an that,
on the on2 hand, there are minimum control points

in the economy, and on the other hand, working of

all conirol points is properly coordinated. The
anmount of energy that is being spent in the coordina-
tion-of different facets of developmen: of industries,
foreign collaboretion, processing of industrial
licensing, serutinising, and spdnsoring import
Llicences involvirg numearous references and cross-
raferences betwesr different orgenisations is
enormous and from the national angle, &n ~voidable
waste for a large part. There is a widesprecad
f~eling that the entreprensur has to run from

pillar to post and that decision makiné t the
higher levels is a lnng drawn out affair, as it involves
a nurber of authoritlics who often do nof think

alike or are oblivious to .he implicatinns of

the measures and policies emanating elscewhere.

45.  Recognising the nccessity for a multi-roint
albtention in vicw of the complexity of industrial
field, the Study Team has proposed that "the
Ministry of Industry which is in overall charse

of industrial development of tha country should

have a more decisive role so that it could offer
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an effective leadership and initiative in matters

of general importance in the industrial field."
Without inhibiting the initiative and curtailing

the autonomy of other Ministries, this Ministry
should act as a focal peoint in the overall aspects
of industiral develoument. It should help evolve
common policies on allocation of resources, capital
goods licences, foreign collaborati~n, industrial
planning, and reginnal dispersal of industry, and
provide guidelines on cradit policies, regulation

of prices and guastions concaorning tariff protectinn,
etc. The Study Team,‘however, did not go into the
quectioas of combining'together the subjects of
Commerce and Industry in a single Ministry.

46. The Study Team on the “Méchinery of Government
of.India and its Procedures of Work" in its interim
report went in some detail into the problems of
cnordination in the industrial sector and observed:
"Ade are imprecssed by the advantages that could flow
out of bringing the agency handling commerce and

the nodal department of Industrial Develnpmenths
close together as péssible ..;." - the bringing
together of 2ll nodal functions in the fisld of

. Commerce and Industry would'plnce the resultant
Ministr, in a powerful position from which purposeful

influei-:cs could gd out to sezcure both higher exports
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and conrdinated industrial development." However,
that Team felt that this could be adopted oaly as
the: ideal to worlt towards, over a perind of tiue,
becausge it has a logie vhich could he exyrected to
endufe in the leng run. According to the Team, the
Tirast stage should be to 2llow the Department of
Industrial Development to establish itself as a
nodal pnint of authoriSy in the field of industrial
coordinatinn and policy making. Combinlng the two
functions of Commerce and Industry may affect adversely
this pracess. The attention of the Minister may be
diverted from cxport promotion if he has also to
worry .ahout the crmrlex probiems. of industrial
development. Therofore, the Team was of the view
that for the time being Comnerce and Industry should
be dcalt with In separate Ministries.

47. There is some force in tha latter argument
put forward by the Team. We, however, feel that

the logic of the baslc approach suggested by it

is too strong to be ignored. The development of
commerce and the growth of industry are so intimately
conncceted that their scgregation into two differant
Ministriers, supplemantced even with the best pggsible
arrangements for ccordination, would male it difficult
to formulate integrated industrial and commercial

policies. What is, therelore, reauired is a comdined
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Ministry of Commerce and Industry. This combined
Ministry should Be res-omsible for molicy formulation,
overseeing generally how it is executed and the

" overall direction of develanpment of industry and
promotion of trade. It should not have a direct
responsibility for the running of any public sector
industrial undertakings. The administrative control
over such undertakings which noﬁ rest with the Depart-
ment of Industrial Development should be transferred
to other appropriate Ministries. Recommzndations in
this regard will be made in our report on the Machinery

of Government of India and its Procedures of Work.

Recommerda tion
6

We, therefore, recommend that the subjects

nf Cormerce and Industry should be combined
into a single Ministry of Commerce and
Ingustry. This Ministry should be responsible
for formulating broad policieg and strategy
for industrial and commercial develophent

in the public as well as the private sectors.
It should, howev=r, not be in administrative
control of any public sector industrial
undertakings.

]

(ii) Technical Advisnry Agency

(a) The Directorate General of
Technierl Develepmant

48, If the Ministry of Commerce and Industry is

to play its key role in an effactive manner, it

should be supported by a high level, competent téchnical
advisnry agency. The Directorate General of Technical
Development (DGTD) to-day functions as a central

technical advisory agency for industries thouzh soms



Induetriecs like iran and steel, textiles, tea, sugar
vanasnati have rerainad ounside its fold. The YWorking
Group (D) studied in det2:il the crgenisatinn and
funttlions of this agerey as well a5 four razuiatory
organleations, viz., thrse of the Canl Controller,
tne Iron & Geeal Contraller, the Textile Commissioner
ani the Jute Comuissi~ner, c=nd has maie prononszals

for renrganising them.

49. The Croup has gone into the question vhether

the tecchnicnl advice to the virious Ministries dealing

with industries shovld cmonate from a central agency,

nr wnather ezci Ministry entrusted with the Aevelon-

[

ment ol a specific sector of industry should have its
cwn technicsl orvisors. Tt has a2lso gone into the
sufcestinn whethcr the Azvclopmental and regulatory
fuﬂobwwnﬁ of the DUID need to be separated. It has
cotle tn the conclusinn that the time is nnt yet rine
for vifurcating the regulatery and Azvelonmental

furctirng of this ora wnigatinsn and that th- Lechnolo-

L n

gical yroblems of indnsiry are too closely inter-linkeAd

to admit of handling in vater-tight camparimants.

The Groun Angg not favour the Gst&bll:ﬂWQM) of techni
cells in sector=1 lMinistriss.

£0. We fint i1 diffizule to aceert in toto *he
surgestion of the Group. Bven if therc were a
coilbrnl agency, -thera woula be nead forr ssue arrange-
mentys for technical assistance for dealing witlht the

Aay-to—dar technical ~roblems: arising in the various

ic

al
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Ministries-which have to deal with simzable areas of
industrial development of one or mrre majnr industries.
The Ministries cannot obviously be required tn approach
the central agcney for every matier simply because

it has some technical content.-'A Ministry dealing with
subjects throwing, up technical prohlems should be

in a position to urderstand intelligently those problems,
put gquesti-ns thereon and resnlve difficulties. For
this purpnse, officers at pnliey formmlatinon lgvels
shouid be drawn from the appropriate "field", We

have recommended in our report on Public Sector
Undertakings the creation of small technical cells

for perfnrming some specific functicng in the

Ministries dealiﬁg with publiec enterprisss, e.g.,
scrutiny an& evaluation of feasgibility reports, detailed
project reports, etec. VWhere a Ministry deals with
public sector enterprises as well as with the develop-
ment in private sector, it can maXe use of such technical
cells for both the ar=as of cnterprise. It may also

be necessary in some cases to have such techniéal

c¢=1lls for lonking after the work connzcted with the
develcpment only in the private sector. These cells,

nf course, wiil be reouired nnly in Ministriss with
certain functions of a very highly specialised nature
callinz for continuous advice and attention from

experts.
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51. As regards the issue of bringing undar

DGID's advisory jurisdiction certain industries

which are novw outsidz it, we agree that techniczl
matters relating to sugar and vanaspati may be

4221t with by the DGTD. For cnal, textiles and iron
and steel, we suggest epecial arrangements later

in this chapter.

52, The work of the DGTD should be divided among

a mmber of Airectorates, cach Adirectorate being
resnnonsible Tor advisory service to a group of related
industrics. Above the level of Directors, there should
be three or four Deputy Dircctors-Gensral, each of them
having under him a few Directors dealing with broadly
rénted subjects. The Working Croup (D) has suggested
that the DGID should be redesignated as Director
General of Industrial Development. We do not agree
with this sugmestion because the latter designatinn
has a much wider connotati-n than the role we envisage
far it. Industricl Development invnlves not only
tochnicn) processes, but also economic and commercial
operations., The latter are nnt intended to be
handled by tre DGTYD.

Reenmmendetinng
7

We, th-refrre, recommend that:

(1) Thowatk of the DGTD shomld be divided
~nong a number of Dircctor:bes, ecch
Directorate beoing respensible for
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advisory service to a group of refited
industries. Above the Level of Dircctors,
thereshould be three or four Depuly
Directors-Cencral, each of them having
under him a few Directnrs dealing with
broadly related sudjectus.

(2) In Ministries which have to Acal with
sizeable areas of industrial development
or che or mora major industries, there
should be a complement or technical
officers at senisr levels drawn from
the field, =, from tie purlic sector
enternrisza and other organisatinons
throwing up technical talient.

(3) The advisory service provided by the DGID
shoutd also extend tn sugar and vanaspati.

(b) Persnnnel of the DGTD

53. The numerous tasks performed by tcchnical
officers fall into two categories. Their most important
function consists of formulating development plans,
laying.down priorities for industrial production and
assisting in the formulation of Government policics

on basic issues, such as, capital goondz, foreign
cnllaboration, inter-industrial relationships, regional
dispersél, ete. This type of industrial planning
requires technicel personnel having a wide and extensive
experience in the intustrial field. Cn the other hand,
the orgarisation of the DGTM has also to undertake
cnnsiderable amcunt of work in the imnlenmentation of
Government policies. It deals with a variety of appli-
cations from the industrial units, It 2lso processcs
numerous roturns relating to production. Collection

and meaningful processing ol this data dnes neced

technical ofticers. DLven though this work is essentially
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-of 2 repetitive and routine nature, it hess got
tn be perfarmed. Ve must have technical
personnel for doing it.
54. For perforning the first category of
tasks enumerated above, namely, the formulation
of the development plans and the devising of
stratesics for achieving them, the Working Group
(D) has nroposed the constitutinn of a cadre of
hirhly eompetent technelogists styled as "Industrial
Development Service." The Group, however, has
been carefual to distinguish the concept of the
propogsed service from its traditional connotation.
Aecording fn it, the Service "would be mare in the
nature of a pool." The Croup has alsa taken into
account the observations made by the Study Team on
Persnnnel Adminis+ration on the subject. It has
gencrally agresd with the latter's views and stated
that "the ‘traditional concent of the se- 1ice is
qulte inanpropriate in the eontext of a technical
advice agency." The Group has, therefore, suggested
that every vacancy in higher grades shiould be
advertised and the o~fficers already ia service should
compete with ~utsiders. We agree with this suggestion.
~The Group has further suggested that for cne-third
to one-half of thas2 vacancies, tha persommel already
working in Indusivrinl Service could be given a

prefererce, other things buing equal, We »rs
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not in favour of reservation of any percentage of
vacancies for those who are alrealdy working in the
Directorate General of Technical Develeopment. They
shouid be free to compete with others and other things
being equal, the previous experience in ti.c Directorate
naturally will be regarded as an additionsl qualification.
&E5. Thiere should be a constant intercha:ge at
‘all levels btetween the Directorate and the 'field!
comprising public or private sector enterprises. For
this purpose, it may be necessary to provide for
appointment to the highei posts being made on a
'contract' basis for fixed periocds. There will,
however, be scme officers whe will stay with the
Government for longer periods. It is essencial to see
that none of them is kept desk-tound for too long

and that there is a conscious effcrt to maintain

their technical competence at a high enough level

and avoid the dangers of obsolescence., For this
purpose, there'should be a prcvision for periodical
denutation to field organisations of officers who

are in permanent erplcyment of Gevernment or wio

work under Governmeat for a consideravly long peried,
56. In view of the fact that competent tecnnicians

are not easy to obizain and that tne Goverrment hasz

to coempete with the private sector for racruiting top
class technicians, tae Working Group (D) has recormended
that the salary coffered by thz Govrernment io the
officers of the DGID should be hizher than *he present
day scales. Though we appreciate the point wmade by

the Group, we would not like to suggest any special
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scales of pay. These will have tn be fixed by the
Government, kéeping in view the overall personnel
policy and thz natinnal incomes and salary sfructure.

" Reeommendstion:
8

We, therefore, recommend that:

(1) The higher technical posts in the
organisation of the DGID chould appro-
priately be graded with suitable
cemoluments for each grade.

(2) Provision should be made for the
© arpnintment to higher technical posts
"on contract" for specified periods.

(3) Officers vho work under Governmeat for
a long period should periodically be
deputed to field organisations so that
thier outlook may be realisiic and their
.knowledge ur-to-date.

(e¢) Modernization

57. Thnugh induatry in India has made big strides
during the last 20 years, some of the well-cstablished
industries are in an unsa*tisfactrry conditinon owihg to
lack of timely replacenent of eguipment and disregard:
for mndernisaiion. As observed by the Vorking Group (D):
"Modernisation eould vastly immrove the profit-bearing
capacity of these industrial units in the long run,

but due to lack of proper realisation of its importance
some shertsighted managemants nreferred to fritter
away the accumnlated reserves cr chose to inyv._st thenm
in industries promising quicker returns. This has

sadldled the country with comparatively inefficient
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industries ani hzs led to 2 hish cnst econoymy. This
tendency had also resultad in investment floving

tn those industrivs which were sccially adjuiced as

nf lower nrinpity but yieldsd kigher nrofits to the
individual éntrepreneurs. The eoncert of modernisation
has now to be built intn the industrial development
strategy of this country."

58. It is imperative that the DGID shnuld levote
itself tn ths requirenents of =modernisation and rehobili-
tation of iniustry. TFer this, it will hrve to uniertoke
continuous stniies an’® k-Lon é‘clnse wateh on tha several
asreets of malntenance, modernisati~n and rchabilitation
in consultatinn with the Develosrment Councils sn that
rh=sed Progranies 3§ rehrbilitati-n of different sectors
af indnstry may be ovilvei. When Injustrial units rench
o etagé boyend “hich rohabilitatinn ~f cut-mrded machinery
wonld be a sheer woasta nf resonrces, the DGTD in consul-
tatisn with the Develorment Councils, cHuld recommend
serapning ~f uneecrnomic and ebsnlesc:ant units. We,
howa=rer, Ao nct favour the Groun's prorosal for crenting
a snncial cell in the DGID for proanting mndernisation,
The problens nf QCvélowm@nt and mndernisaition cannot be
compartmantalised. The structure ~f tw DGID which we
heve sugzs:sted shauldd b adaguate onough to provide

a sounl hase for this activity. Tho nificsrs in charge
nf Dir.et-rates, INGs and DS ghould Inva th protlem

Af m~aderpiszti-n ander enastaat stury, It snould fhrm
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scales of pay. These will have tn be fixed by the
Government, kéeping in view the overall personnel
policy and the natinnal incomes and -salary sfrueture.

Recommend=tion:
8

We, therefore, recommend that:

(1) The higher technical posts in the
organisation of the DGID ghould appro-
priately be graded with sultable
emoluments for esch grade.

(2) Provision should be made for the
 arpnintment to higher technical posts
"on contract" for specified periods.

(3) Officers vho work under Governmeat for
a long period should periodically be
deputed to field organigations so that
thier outlook may be realistic and their
. knowledge ur-to-date.

{¢) Modernisation

57. Though inﬁuatry in India has made big strides
during the last 20 years, some of the well-cstablished
industries are in an unsatisfactrry condition owihg to
lack of timely replacement of equipment and disregard:
for mndernisation. As observed by the Vorking Group (D):
"Modernisatiosn coull vasily imnrove the profit-bearing
capacity of these industrial units in the long run,

but 4due to lack nf proper realisation of its impertance
some sheortsighted managemsnts preferred to fritter
avay the accumulated reserves or chose to inv._st thenm
in industries promising quicker returns. This hag

saddled the country with camnaratively inefficient
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industries ani hzas led to a high ¢nst economy. This
tendency had zlso resulted in investment {lowing

tn thnse industricvs which were sccially adjuiced as

nf lower nrinrity but yieldsed higher nrofits to the
indiividual éntrepreneurs. The eoncert of modernisatisn
has now to be built intn the industrial development
strategy of this country."

&8, It is imperative that the PGID should levote
itself tn the requirenents nf =odernisatisn and rehabili-
tation of iniustry. Fer this, it will hrve to unisrtake
continuous stiiies an? koon é_clnse wratch on tha, saveral
asnects of maintenance, modernisati~n and rchabilitation
in consvltatinn with the Develoarment Councils sn that
phased programnss Hf rechabilitatim of different sectors
af industry may be ovilvel. When Industrial units reach
n stagé bayend hich rohabilitatinn »of cut-mnded machiner;
wolld be a sheer woasts of reseurces, thce DGTID in consui-
tation with the Develnrment Councils, cHuld recommend
scrapning ~f wneconn~mic and ebsnlescznt units, We,
howaver, Ao nct favonr the Groun's prorosal for crenting
a snocilal cell in the DGID for prom~ting mndernigation,
The problens nf @cvéZOﬁm@nt and mrdernisation cannot be
cormartmantalised. The structure ~f tw DGTD which we
heve sugs:sted should br acaquace enough to provide

a sounl base for this activity. Th~» nficzrs in charge
nf Dirict-reates, LlGs and DI shonld Inva th: protlem

Af madcrpisati-n nder enashtant sturyv, T4 shahuld fHrm
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an jmeortant part of their normal functinms.

Recrmmendatinn:
9

We, therefore, rccommend that the Director
General, Technical Develorment, should be
snecifically eharged with the responsibility
for rroanting modzrmisation.

(A) Relationshin nf DGTD with other Ministries

59. The effectivencss of technical advice on the
decigion-making prrecss nf the Government will demend on
the right relationship betwéen this advisory agency and
the various Ministries of the Government dealing with
industries. A clear 2nd precise definitien of this rela-
tionshin is necessary in order tn remove misgivings in
those administrative Ministries which are entrusted with
snecific industrizs but heve 40 seek technical guidance from
a centralised arsanisaticn locnted in the Ministry of Commerce
ani Industry. The placerent ~f tne DGID in the Ministry of
Commerce and Industry dots net at all imply that the
Secretaries of other Minigtries have necessarily o obtain
the techniecal adwica from thé relovant Directorsate through
the Secretary of the Ministry of Commerce & Industry. |
They can seek this nidvice direct as if the concernel
Directorates were located within their Ministries. The
DGTD will function as a staff agency to the entira
Gevernnent, notwithstunding its rlacement in the Ministry\
of Commarce 2nd Industry,

Recoammendatisne
10

cnd £ e DGTD, thoush placzd in
istry »f Unmnerce and Industry sheuld
b2 viewed as a comunn service agency to the
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entire Gerermmant of India. Ministries dealing
with indivicdual or sectoral industries or
publie sseSor undertakings should be able to
draw upcn this service directly.

(iii) Dzvelopment Boards

(a) Gone r' 2]

60. The Working Group (D) has considered what the

proper set-up should be for development-cum-regulatory
bodies dealing with large industries and has made
concrete proﬁosals in respect of coal, iron and steel,
and textile industries.

61. Organisztions like those of the Coal Controller
and the Iron and Steel Controller came into existence
in the context of wer time shortages when apporticnment
of these critical commodities.became necessary. However,
they have over the years zcquired a numbe? of promotional
and developmental functions, which todszsy cvershadow
their earlier regulatcry role. Indian incdustry has now
entered upon a new phase of greater mecharnisation

and the application of advanced technology. In this
contéxt, the nature of the service needed from the
Government has materially éhanged and the crganisation
which deals with the development aad regulziion of
large industries will have to combire within itself

the techniczl comnetence of the DCTD ani fhe

requisite administrative acumen for Implementing

from time to time the complex Government rezulations.
The moct significent change susggested by the Group

with regard to the set up at the highest administrative
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level is the creati~n of multi-member Development
Boards, manned by highly commetent technical personnel
and assisted by econnmists and menagement experts. The
functions of these Boards will bes

(a) planding of producti-n and setting up
of ptrnducticn targets;

(b) furnishing the nceessary technical
advice tn the Governnent;

(¢) nvnviding technical consultancy service
tn nublic sector undertakings, autonomous
and statutory organilsations 1like the
Tariff Comaission and the IFC and also
the industrial units in the private
scctors

(d) ensuring the provisinonaf nccessary
scarce inputs to the industry, e.g.,
supnly of raw mnaterilals, allocation
of foreign exchange; and

(e) collectinn, maintenance and pubiication
of irdustrisal statistics.

We agrce that for certain industries which havs
rgsumed largz dimensions and require special care

in the matter ~f develonment and regulati-n, the
constitutinn of Develonnent Boaards of the tyre
suggasted hy the Group will be a desirable step.

We alsn agree thet the new arrangement should dovetail
the executive agencies with nolicy formulation
nrocess, cutting out the lower levels of Secratariat
pracessing altogether. The Chairmen of these
Boards should have adcquate administrative and
financial powers ard shhuld be abie tn de2l directly
both with the Secretory and the Minister concatrned,
Strategic or leng-tern pﬁlidy making shold remain
with the-Seerctariats 37t tacticel or nneratirnesl

palicy-making and the ovarall responsibility for
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execution should rest with the Bnards.

62, Wiaen a Develorment Board is established

for an industry or groun of industries, the DGTD
would have but 1imited functinns to discherge with
regard to those industries. There will, therecfore,
be no need of a fuli-fledged Directorcte in tho
DGTD for dealing with them. It would be sufficient
if there is a skeleton specialist staff who could
be consﬁlted when guastisnsg of overall industrial
porlicy are ccnsidered.

63. The nature and composition of the

proposced Develorment Boards must be necessarily
deternined by the tyre of functions they will be
expected to perfrrm. Primarily, these Boards must
satisfy twe requirements: (a) they shnuld have
within themselves the technical cormmetence of a
high order so that they can perform satisfactorily
the functions with which the DGTD is entrusted

in respect of other.industries; and (b) thev
should be cempact and well integrated bodies

which can rerform the necessary executive functisns
and imnlement the Government policy efficiently.
For snome time t» come these nrganisatio-ns will

also have to handle a certain amount of non-
technical work 1like the enforcement of price contrel,

distrivutim coutrol, arrangement for importus, etc,
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Persens Arawn from general administration with

a flair for or having srecialised knowledge of,

nr experience in zeonomic or financizl natters

will thercfore be usaful. The Bnards should, nof
course, be nrovided with sn adaquate staff of
snecialists like cost accountants, management
exnarts, ant financial exnerts,

€4. The Boards will be purcly Government organi-

satinns Aischrergirg, inter plia, certain regulatory

functions. They will, in fact, be a part of the
Ministry concerned. There will, therefore, be no
rlace for non-official members of the Board.

Reenmmendnatinng
11

We, therefore, recormmend thats

(1) It would be Aesirable to constitute
havelopn:znt Beards for industries
which may assume large dimensions and
reauire srecinl coare in the matter of
Aevelonnent and regulation,

(2) The functions of the Boards will bs -

(a) planning of production and sevtlng
up of prrductinn targets;

(t) furnishirs the nascessary technieal
alvice to Ghvernmert;

(¢) nroviding technical consultancy
service to public sector nndertakings,
ather aub-nomous nrganisations, and
the nrlvato scctor; , '

(d) °n9urlﬂg the rrovisinn of necessary
gearce innutz to industry; and

(2) enllcetion, maintenzance ani nublica-
tinn of indusitrial stotbistics.,

(3) Thz hesds of theze Bnards shoald be able
tn Aeal dircetly with thne Szcretary and
the Minister concerned, thoir ofiTices



functioning alsns as the offices of the
Ministry.

(4) The Davelopment Boards should be compact,
well-integrated badies and should be
crnposed largely of technical and snecialist
nersnrnnel of high e~mpetence.

(8) Persens with eec~nnmic and managerment exportise
may be arn~inted as members of a2 B-ard if the
nature ani the noeds of the industry c~ncerned
Justify such an arprintment. Cne ~f the nmembers
could b2 ar administrater with a flair for or
having smecialised knowladge of, or exnerience
in the econ~mic and financial fields.

65. We now proceed tn the annlication of the concept
nf Development Ronards tn the Coal, Iron & Steel, and
Textils industries. Government may consider if the time
is ri~e for constituting Developmant Bosrds for ~ther
industries,

(b) L Cral Develormant Boord

66.  Coal is mainiy = minﬁng industry and the nature
of the Government's respongibilities to it are not on a
par with its respousibilities to other industries. The
Coal Boarl and the Cnal Controller exercise Aifferent
functidns with regari tn the units-in the coal industry.
The Coal Board céonstituted under thelCOal Mines (Conscrva-
tlon & Safety) Act, 1052 is entrusted with the several
~asrects of conservatinn and safety of mines, research,
financial assistance tn mines, etc. Tha Cnal Caontroller

is mainly charged with régulatory functinns derived from
the Crlliery Contrel Order. He is alsn reguir ed o
rrovide the technieal Azta and advice for the frrmulation
of cnal policies., e acts as tha technical adviser to the

Government and assists in the formilation of ponlicies
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in resnect of this industry.

€7. The question whether there should bz such a
division of functinns betwecu the Coal Controller and.
the Cnal Board has been a subject of controversy for more
then two Aecades. In 1946, the Indian Coal Fields
Committee sugrested the-establishment'nf a single Coal
Commiszi-n which woul? have Aevelo mental and regulatory
functirns of the industry and alsn the actual administra-
tion of Gavernment-owned mines. The Egiimates Committee
sunported this suggestion in 1954-55. There have since
been two 1mpnrtant develonments, namely, (i) the cstablish-
ment of the Naiional Cnal Development Cor%oratiﬁn for
manageent of Gnvernment-gwned mines, and (ii) thz recent
remrval ~f contral on prices and distributinn of coal. °
The Working Group (D) has exsamined the questicn in detail
and come to the coneclusion that the present organisation
of Coal Comtrollar could he merged with tine Coal Bnard,
The reconstituioed Pnard shonld mve the structure of a
Deveolnpment Bonrd as envisaged by us above. We agree

with this ¢onelusion.,

68.  Tha Groun has suggcested that the Coal Bnard besides
having some full-tire and rart-time nfficial memhers
gshauld have alse rart-time non-nlficial menbors lite
reprasentatives ~f Lae private seetor collicries and
renresentatives of nrindipal consumers. We have already
expressed our viecw that there should bs no non-oificial
members in the Nevelopmeri Boards. It is all the sarme

essentizl that n-n-a7ficizl interests should be assnciatedq
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with formulation of pnlicies cnncerning the nromntionzl
;

and safety asnects of the coal industry. We, therefore,

wolulld - fevour a.purely official.Coal Board with an

advigory bgdy attached to it which shouid be ¢nnsulted

on all metters other than thnse which are of a reguletory

[

re2 in ganera

v

character, Subject.teo this modification, we
agreement with the nronosals of the Group.

Recommendatinn
1.
We, therefore, rzcormend that:

1) The Cosl Bnard shnuld be reconstituted
into a Develormeat Brard of the tyne
ve have deseridad.,

(2) It shmil inter =zlia be entrusted with
functinns relating to exransi»n and
mod ernisation of mines, procurement of
machinery, distribution of cnal, crordinn-
tinn of research, import substitutinn and
exnort promntion. : -

(2) Tr2 regulatory functions now being exer-
cised by th: Cnal Centroller should be
wransferred tn thne Zoard.

(4) Tha Roard ghnuld ave a bigh<nowered full-
time Chsdrman. having the reguisite knowledge
and erperience in the technical field of
miring and geology. Trerec should be four other
memhers, namely, :ermbsr (Technical), Member
(Finance & Administration), Member (Commer-
cial) and the Chief Mining Engineer.

(86) The Coal Bnard, when dealing with matters
other than regulatory, should co-opt an
advisory pody conssting of - {(a) the Director
General of Minzs Safetys; (b) a seninr officer
of the transmartation wing of the Hailways;
{e) a rerregsentative of mublic soctor coll-
ieries; (d) onc repressatative of the private
sector enlliieries, an? (e) two renresentatives
of the principal consumers.

69. Tha Croup has given snecial attention to the
safety aspect »f coal industry. Under che provisions of

the Mines Act, 1952, and the Caal Miles Regulatinns,



1957, the Chief Fngpector ~f Min=g enforces the

:safety rules -in all mincs inciuding ccal mines.

The Groun fecls that the consideratisns of safety

ani those of conservation are s~ inextricably inter-
related that by fer the best arranremsnt would be for the
Cnal ®onrd to as<ume Adirect responsibility for both.

We do not subscribe tn this view. The enforcemsnt of
safcty regulati~ns has necessarily to be outside the
pirview of an organisation which is'exclusively of a
rorulatary or cxecutive character. The Chief Inspector

of Mines coula however a2lso he associated with. the Board
wvhen questinns of safety are taksn up. We 4o not think
that mere then this would b» necessary or even desirable.

Rezommendation
15

We, thercfore, rocowmennd that the chief
inspector of Mines sinuld continue to
he resnonzible for the enforcemert of
milhes salcty resulzation,

(e) & Pireetorate of Tron & Steel

| 70. The irnn & Sieal Controller is the tecimical
adviser tn Grvernment and is rasnonsible for the Aevelon-
ment of ironfind stezl industry. He handles the work
relating to the planning of ﬁroductinn and distribution
of indigenous stcgl and issue of licences for import

of steel. The Warkinz Group (D) after examining the
r~le and werking ~f thiz organisation cone’uled that
there Was‘iittle advantage in the Iron & Stesl
Controller dssuing import licencas to the DGTID borne

units. In fact, ths Crcup anticinates several
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—advantages —if this-function- is given buck to L-he"Chiv:f
Cantroller of Impnrts and Exports on whose behalf the
Iron and Stsel Controller is at present functioning, Wa
are in agreement with this view.

71, The remeining functisns of the Iron & Steel
Controller 1iké the scrutiny of licensing applicatilons
and tendering of technical advice to Government are
anzlogois to thelfucntinns of the DGTD vis-a-.vis other
industriegs. The Group, therefore, recommends that
these functinns should be performed by a full-fledged
Directorate of Iron & Steel in the DGTD and that the
present organisatiﬁﬁ of the Iron and Steel Contrnller
should be wound up. In meking this suggestion, tﬁe
Group has stat 4 thet a multi~-member beoard is nnt necessary
for iron and steel industry.

72, While we agree with the analysis of the Group,

we do nnt think that the propased Directorate should be
lccated in the DGTD., This industry in view of its
maghitude, deserves ﬁo be served by a separate agency
Airectly located in tne Ministry concerned., Further,
although the sbandanment nf nrices and Adistribution
control on steel is a step iIn the right direction, we
do not thirk that the administrative functi-ng in
respect of this industry will becowme nsgligible in

the near future. [ éhnuld, therefore, be appropirate
for ths Directorate to be in the Ministry itself.

Reecnmmendation
14

V2, therefore, recommendt that the licensing
furiction ~f the Iron & Steel Controller in
respect of immart of steel shnuld be transferred
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to the Chicf Contreller of Imports & Exnorts.
The remaining functiosnsg of the Iren & Steel
Contreller should be transferred tn a Directo-
rate nf Iron & Steel in the Ministry of Iron
& Steel,
73. The Gnavernment have get up an Iron & Steel Advisory
Council to advise on 21l matters of general character
relating to the irnn and steel and in narticular on the
problens nertaining to productién, distribution, transport,
research, impnorts and exports. A Standiing Committee of this
Advisory Council wes constituted early in July, 1967. The
Working Group (D) has ennsidered the role of this
“Advisory Council. It feels that there is no resason why
the nattern of Development Councils as nrevalen% in
nther inducstries should nnt be adonted for the “ron and
steel industry also. The Grour has, therefore, suggested
the abnlition of the Advisory Council and its Standing
Committee and the consticution of a Develnpment_Council

on Iron and Steal. We agrere with this sugrestion.

Recrnmmetdeatinn
15

We recrmmend that a Development Council for
Iron & Steel under the Insutries Develonment
and Reglotion Act should be constituted in
place of the present Advisory Council in the area,

(4) A Texiile Develorment Poard

74. The textile industry is anothgr arsa which needs

a coordinated approach of the type which we hiave been
considering. At nrcsent, thore is a Textile Commissinner
who performs a wide range nf@unctions both regulatory
and developmental. The regulatory functions inclwde

contral over distribution ani rrices of raw materials,
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licensing of new or acfditional capaciiy and conirol.on
the pattern of production, Aistribution and price of the
fingghed nroducts and the nurchase and sale of textile
machinery. The developmental work of the nrganisatiosn
mostly relates to planning of productiun programmes,
assisting the industry in securing adequate surnlies of
raw materials and other inputs, vrovision of technical
guidance andl advice and formulation and administration of
approrriate expert schemes. Besides, the Textile Commi-
VAssioner, there is a Jute Commissioner at CAICutta for
lnnkihg after the jute industry. The Jute Commlssi~ner's
organisation 1is comparatively small and also has regula-
tory as well as developmental functions. This industry
which is our largest foreign exchange earnér, equally
needs concerted attention. The impart of raw wool and

its AdAistribution constitutes annther major task. Synthetic
fibfes will occuny an irportant place in the textile
industries in the near future. After examining the roles
of the existing organisatinns, the Working Group (D) has
suggested that a Dsvelopment Board shnuld bz constituted
for zll the industries mentinned above. ‘The exnerience,
data ani the parsonnel builc up in the office of the
Textile Coﬁmissioner and Jute Commissioner should be

used as. the base for creating thonew organisation. The
Board.should have five members - orie member each for tﬁe
four major textile groups, namely, cotton textile, jute,
man-made fibres and wool, and the fifth member for

financial administratinn. In A=ay-to-day operations,
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2ach member of the Board should be primarily responcible
for the industry in his charpe. The Board zs a whnle
should act only when the problems nf coordinatisn need
attentinn, necessitating a commrehensive view of the
entire industry. In the set-un proposed, thsré will

be nn Aifficulty if the Member-in-charge of jute has
healquarters at Caleutta, We ars in general agreement
with the above vieys of the Group:

Recammondaticne .
15

Ve, therefore, recommend that:

(1) & Development Board of the type we have
deseribod should be constituted for Textiles.

(2) The Board shiowld heve five fuli-time members
Aesignated zs Member, Cotton Tertile; ¥ember,
Jutec; Membar, Man-made Fibres; Member, Wnol;
and Meuber, Jinanclal Administration.

office of (3) The/Mrmber-in-charge, Jute Industry, should
the bz iocated in Calcutta and should assume
all funections which arve at present performed
hy the Jute Commissinner.

(4) The offices of the Textile Commissioner and
Jute Commigsioner will be merged into the
crganisation of the Board.
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COMMISSION CM “2RTCES , COST AND TARTITS

75. A disturbing feature of tae c¢current gconcmic
situation, which has an adver'se offect on the pace
of'economic growth, is price instability. The wide-
sprard system of iwport control provides an effective
protection to the indigencus supplie~ from fereign
competition and often has the effect of produing

a status quo’ mentality in the matter of quality. At

the ware timé, in the internal marXket, production
and priées are nov régulated oy the free and
effective operation of market forces which could
result in the correlation of derrard ard supply

at a fair price level. Protection from the compe-
tition of foreign suppliers and the avsecunce of
effective marxet forces whicn could have imposed

a healthy'discipline on the indigenous supplier,
have placed at his disposal the adveitages of a
sellers market. There ié, therefore, no compelling
urge to achieve efficiency in produvctic+ through 2e-
dvetion in cost. This in its turn lezds to a
vastage of nationél rescurces as well =s the imposi-
‘tion on the consumer the avoidable bﬁrden of very
high prices. This is unforiunate becal ‘¢ the
plamed economic growth at a fast enousn rate depnends

on the existenze of a climcte ol price discipline

- 56 - .
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and price stabilisation based on an expanding
market and of the economic utilisation of resources
leaiing to reduced costs. The tendency of prices
to risc on the ground of increasing costs - which
’is an unhealthy sign of the national econoy - has,
thercfore, to be held in check through proper
regulation.
7G, Such rezulation may, however, worsen the
sitvation instead of bettering it, if it disregards
its full cconomic implications in fields Othar than
the onc in which it is made to opefate. Therafore,
the tendency on the part of Ministries, in recent
years, to resort to ad hoc commitvtees for price
determination is to be deplored. Further,
direct physicai control is not desirable except in
the case of commoditieé which are basic to huan
necds and which 2r¢ in acute short supply. Far
the rest, price discinliine has to be achieved through
sophisticated methods involving continuous watch-
dog cperations, and cost-zstudices by a central bedy
lecading to the ¢reaticn of a healthy economic
atmocphere in vhich efficiency in the use of resour-
ces is sought afier as a neceasary and desirable goal
of industry. This body should work continuously in
the light of a clearly enuvnciated policy on prices
which shciild replace the present ad hocism in the

realm of pricing.
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77. ‘ The funttions which we would envisage for
such a central body can adequately be discharged
only -ty a high-powered Commissiocn to be set up

as sﬁggested by the Working Group (D). The staff
of the Comnrission should include technologists,
ecorcmists and management experts. The Commission
should study the cost of manufacture of important
products, =nalyse it into its different components,
and make recommsndntions for achiaving reductions
thercin, wherever ifeasible, so that an effective
denv mgy be made in the vicious circle of high
ccsts, high prices, erosion of savings, lower rate
of capital formulation a.nd high costs.

78. - While it will not be a specific task of
the Commission to suggest reductions in any of

thé taxes, 1t cculd assess the total impact of

the various taxes which constitute a significant
part of the ~total cost. Similarly the Commission
will not be reguired to formiulate the wage policy
of any industry &s there will be other specizliszed
agenzies for undertaking such a task. The Comnission
will; however, evaluate the ele2ment of cost
attributable to wages and malke suggesiions or
initizte studies for improving tha productivity

of labour. The impact on cost of the set-up and
the Tunctions of the manzgcment 2t various levels,

and the inadequacies, if any, in the field like
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marketing survey and consurer servicing, etc.
will also fall within the scope of the Commission's
studies,.
79. We dn not expect the Commission to discsipate
its energieg in assessing the costs and delermining
prices of a ‘ﬁrge number of items. We envisage the
Commission to devote its attention to sgk cted essen-
izl industrial raw materials and intermediates absorbed
in preoduction. Such commodities may be termed as "gorwth
commodities", as suggosted by the Working CGroup (D).
These will te such as kive an impact on the entire
cconomic ficid. The Commission will also make investi-
gations into the nrices of important irdustrial products
and make recozmendations with a view to assisting_ﬁhe
Government in evolving a rational pricing policy.
890. The coss reduction studies can he only illumi-
native and icdicntive and cannot be statutorily enforced
as in the manner of control on prices. Nevertheless
Government, indusiry and trace, and the consumsr puSlic
will be ensbled to gect a corrasct and ezpert assessment of
the cost situation, and one can expect that the lignt
hrown thercon and the weight of public opinion, will
lead tc the mdoPtiOﬁ of menns which will result in redus
~-¢tion in costa,
£l. The enquiries by the Commigsion will have to be
undertaken oa the renuest therefor being mzde by Governm-

ent. As the Planning Commission is interested in the
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achicvement of the conditions of =2 stable price
economy and price discipline in gensral it should

be able to make the fullest use of tne Commission

on Pricez, Cost & Tariff, fcr the vurpose of conduct-
inzg the studies required in connection with its work,
It will, als> be open to the Commission tn suggest
suo motu various linss of enquiry and to proceed to
erbark on them after getting Government's acceptance.
The Commission will hive to be invested with the
powars similar to those enjoy=2d by the Commission of
Inquiry aprointed under the Commissions of Inquiry
Act,1552 so that it may be able to get without
difficulty, frdm the persons concernad, the material
,;equiredrby it for its cost studies.

82, The Commrissica mey also take cver the
functicns c¢f the Tariff Commission relating to
incuiries connected with Tariff and the latter *
boudy may then be wound up.  In making this re-
comrendition, we are guided by the consideration
that a pfotective tariff - to be regulnted on ti=
acvice of the Tariff Cemmission - has dwindled

.in irportance as =n aid to the davelopment of
indigenous industry. The implemcntation of the
Industrial Policy Regolution and the adverse bzlance
of paymentsx positich necessitating stringent
%mpoft”and exchanga controls haﬁe created a citwmtion

in whien iprdigenous industry is able to function
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in a sheltered markst and finds tariff protection

to te of litile importance in promoting its develiep-
ment. With this decline in the importance of tariff

. protection, th2 number of tariff inguiries has been
going down. Ag comparad to tha protection éfforded by
impert and foreign exchange controls to a large number.
of itzms, the protection granted through the tariff %o
a few items as a result of the Tariff Commission's
inquiries is negligible. We do not see the need any
long»r for continuing the Tariff Commission in order

to conluct the fast diminishing number of tariff
inquiries, and co agree with the Working Growp (D) that
it may be abolished after the setting u@ of aznother
type of Commizsion recommended above. The staff of the
Tariff Commission may be absorbed in the new Commission
whose responsibilities will be much larger than those
of the Tariff Comnission. The work-relating to the small
nunber of tariff inquiries may be entrusted to the new
Commrission. It is true that the Tariff Commission con-
ducts price inquiries when required by Government. Such
worik 1s sporadir and is restricted to ascartaining
costs on the basis of the data provided by the indust-
rial units themszlves. It is rot motivated by the need
to ascartalin causcs of excessive costs, if any, énd to
- suggest m2ans fer bringing them down as a part of the
programue of national ecdnomic develorment. A cost ana-
lysis so motivatsl 2an better be undertaken by the Commi-

ssion, the setting up of which has been recomuend i1 & ove,
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This Commission may be designated as the "Comuission
on Prices, Costs and Tariff" to clearly delinzate
the function azsigned to it. The Wrrking Group (D}
has suggested for the Commission the designation
"The National Economic Commission". However,
23 such a designation is likely to create the
impression thét that Commission will deal with
natters covering an area wider than what we
contemplate for it,-the nane reccommainded by us
would be more appropriate.
83. The Group has suggested that tne Commission
should be administratively related to the Departmcnt
ol Economie Affairs of the Ministry of Finance. We
will make our recommendation in this matter in our
repdrt on the 'Mackinery of the Government of Indla
and its procedures of work!.

Becommendation:
17

We racormmend that:

(1) A Ccmmission to te known =g the
"Commission on Prices, Cnsts and
Tariff". should be set up ty law for
wndertaking the followiirg. functions:

(a) determination of prices of indust~
rial products and incdustrial raw
materials and intermciintes with
a view ©0 assisting the Governament
in evolving a ralicmal price
nolicy;
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(b) cerducting studizs on the costs
of procduction of eslected industrial
products and locating tie areas
in which reductions in costs
are feasible ani necessary and mak-
ing recomzendaticns for the achie-
vement of such recduction; and

(¢c) conducting inguiries relating to
tariff protection and ma&ingL
recomecndations to Governmenv

.

on the basis of such ‘nguiries,

(2) The Commission will conduct #nquiries
and studies either on a requisition
teing made by Guvernment or on its own
roticn after obtaining lhe corncurrencs
of Govarrment, It should also assist
the Planaing Commission in earrying out
studies relating to prices and cost.

(3) The Commission should be invested with
the powers similar to those enjoyed by
the Cormigsicn of Inquiry appointed
under the Zommissions of Inguiry Act,
L9E2.,

{4) The Tariff Commission should be abolish-
ed cfter this Commission is se! up, and
its, staff shculd be arsorbed in.the new
Commxission,

e4. +The Commiscion should have a sufficient
number of mewbers to enable it to divide itself
into small pancls, where necessary, ¢y conducting
"detailed encuirics. This mumber may be scoven. The
Commission will receive assishance frcm a staff
of experts. DBesides tine staff o the ezisting
Tarif{ Commission, the stalf of Ccst Accourtis
Organisation oithe Ministr; of Finance and of the
DGID may be c¢rawn upon. Te Chairman should pre-
ferably be a non-cfficial. One of {hs mezbers

shculd reprasent consimers' interests and another
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should bz a Trade Union representative. The other four
menpars should be drzwn from the fisld of technologists,
economists, management experts and sccountants. The
Commission chould also have the berefit of the advice
of fhe DGID., This arrangement will, while providing
the Commission with technical expertise ﬁrevent any
duplicdtion of werk as between the DGTD-znd the Commi-
ssion. As it will be desirable for the Cormission to

have before it the full nalure of Lhe economic juplica-
tions c¢f any proposal and also the Government's point
of view on matters considered by it, the Chief Economic
Ac¢viser should also be associated with the work of tﬁe
Commission. However, in order thcot there might be no
apprehension regarqing the independence of the Commi-
ssionn, the DGID and ths Chief Econnmic Adviser, while
being associsted with the woik of the Commission, will
not ba Hembers, thereof.

Satoaorendaticns

We recommend as follows:

(1) The Commission shouvld@ have Jeven full-time
membars. ,

(2) It should adequately e staffed with experts
who are required for tihe duz discharge of
its fwetions, Thoius tae staff of the
exdsting Tariff Coumission, the staff of
the Cost Accouats crganisation of the
Ministry of Finance an. thz DGTD may be
drawn upon.



(3) The Chaiwman of the Commigsion should,
preferzbly, be a nor—-offlcial, with
high conrctence and abillity.
(4) Two of the nembers should be techuologl-
ste; two of them should bs drawa Iron the
Tfield of economicts, chartered and zost
accowttant.s and nanagement experts; one
renitses should reprasent consumerc! inte-
rests and one should be a Trade Unicn
représentativa.
(5) The DGTD and the Chief Economic Adviser
should be assoriated with the work of the
Comrission. They will, however, nos be
reempess of the Commission.
£5. The Worlsing Group (D) has stated that it
would have wveary much liked if the recommendationge of
the Commission relating to price determination were
made statutorily binding o Government subject ' » any
specific iten being rerferred back to the Commiscion
for furthcr investigation in case PadTicment found it
' an
necessary to/so on important grounds. The Group,
however, feels that a proposal on theses lines would be
tco "bold" in the present conditions. It hes, therefore,
made a less drastic suggestion viz, that the recommen-
dations relating to price determination sholld bLe given
the highest consideration ard dissented from, if at
z1l, rarely. 4s regards all other functions, the role
of the Commission, according to the Grow, would le
of an advisory natur2. We have carcefully considered
the Group's remarks regsrding the tre-tneat to be

given to the proposed Commlissioca's rscemmendations on

prices and {ind ourselves in disagreement with its
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apprcach. Any Commission, however high-powered it
may be, i; after all appointed By the Gove;g@ent

to asgist it in taking decisicrs and framlng legis-
lation. Therefore, the role of the Tommission can
only be advisory. In the Parliismentary system of
Government of the type we have in our country, no
atthority can have ovar-riding power in the execu-.
tive Jield ebove Parliament ar:l the Cabinet. We
would, therefore, Iike to stress the essentially
advisory role of the Commission with regard to

éll of its functfons. It is neecdless to emphasise
that the advice should be entitled to serious consi-
d:ration and where Governument differs from it,

i, would have to convince Parliemént and the people

¢ the jitilication for doing so.



CEATTTR ¥

IMPORT __CONTROL

8G, Import Control seeks.no; only to ration the
foreign exchange resources-currently in short

supply, but also aims at canalizing those resources
into areas *+°ch are considered as of high prio- .

rity for the _lanned development of the country and at
securirg reduction in the dependence on foreign SUpp -
lies in future 5y providing cpp¢ tunities for developf
ing ind..genous. substitutes for those suppiies., In our
present stage -of--eccnomic developiient, we have to get
recov.ciled to living with a shertage of foreign exch-
ange for scme yearé to ccme. Ard 2 pelicy of progre-
‘ssive import substitution ie nezessary in order to
relieve in theqnrickest possible tim» “he pressure
built vo by the adverse balénce of payments. In this
report we do not propose to deal with mechanies of
iryort licensing. 4 team appointed in 1963 under the
shairmanship of the late Shri H.C.Mathur has already
gone into the details of procadure of the Import Control
Organisa ion and has made a number of recommendations
most of which have been accepted by Government. WO,
therefore, nrcpose o:aly to consider tiie directions
in which the administrative szt-up now in existence for
implementing the import.policy nzads to be reformed

- 67 -



vwith a view to achieving its objectives with greater
efficiency and satisfaction to all concerned.

87. We would like to clear at the outset our views
on two preliminary »oints, namely, whether phrsical
control over imports is at’all necessary for achieving
thz objectives mentioned above and il so, whether

any change is necessary in the authority vested with
the respcnsibility for the control. A number of
alternative systems in place of the pressnt physical
control on imports can, of course, be consideréd, if
control is wiswed merasly as a mechanism for balancing.
the supply of fcre’gn exchénge with the demand therefor,
€.g., a svstenm of wultiple exchaﬁge,rates} Howewver,

as .alreaCy indicated earlisr, ths oﬁjective'underlying
import control is not simr*v one of achieving a
balénce betusen the demand and sup ly of foreign
exchange. It is aiso intended to be used as a pool
for promoting econoric devaloﬁmen# along lines sct

out in the National Plan. The wofking of the market
forces cannot be relied upen to discourage the
demands of scctors which'are considered less essen-
ﬁial from tha poigt of view of the Plan or to auto-
matically meet the needs of. hose‘sectors which are
essential to planned development. Low priority
activities could be quite capable of yielding high
profits and the frec play of mafket forces cenld

render certain cscential scetivities commercially
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less attractive than the low priority ones. It will,

therefore, be necessary to take pesitive action for
channelling the resources towards higﬂ-priority'
activities by means of physical controls. The import
éontrol mecnanism is also rendered necessary by the
heterogeneous nature and inconvertitility of the
large portion of India's foreign rescurces. Having
committed tre country's capital bto industries con-
sidered tec bhe of high priority, we can afford neither
to starve them of their imported input Tequirements
nor leave thom to the mercy of the price mechanism.
w§, therefore, consider that the present system of
import control should be retained and enforced in

‘a manner wheraby the priorities gat out.for differant
sectcrs of industry are reflected in its operations.
88. A suggesiion has often been made that actual
zllotment of permits and licences should be-entrusted
eitrer to a quasi-judicial éutonomous board or to

an association of industrialists. It has been argued
that such a method for the distribution of permits
and licences would inscpire ecnfidencs 4in the public.
We are not in sympathy with this sucgesticn. The
executive Government esnnoy divest itself of the
responsibility for the opwraction of physical ceontrols.
Avpportionment of foreign exchange and licensing of

imports are conditioned by several factors which have
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to be talan-into. cansideration having in viev the
needs of planned'develophent, e.g. balanced regicnal
development, export promotion, avoidance of meno-
polies, import substitution, eic. A quasi-judicial
autonomous body or a toiy consisting only Gf industria-
lists can hardly be able to concern itsell with these
factors when distriouting licences and permits. We think
that there are advan%ages in combining at governmental
level the powars relating to rule-making, licensing,
inspeetion, etc. We do not therefore agree that the
powsr to issve licen;es.or permits should bé transferred
to a quasi-judicial body or a body of industrialists.
For reasons of similar nature, we also do not agrze with
the idea that licences should be auctioned in a.free
marlet so that the-scarcity velue of forsign exchange
might be reclised by Covernment. Wé, however, propose
later in this chapter a safeguard agsinst arbitratiness
and injustice by authority.

Eganmpgadﬂiian:
4.3

We recommend that the system of physicsl
import control shwouid con!inue and the orpa-
nisasion for implementing the control should
continus So be an execuvive agency of ths Government
89. The Study Team in commenting on the proce-
dure for allotment .of foreign exchange for maintenafice
requirenments and for tlie import of current inmputs
has observed as follows:

"the entitlement of indlvidual iiporters is
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determined mainly bty two eimple criteria which, in
fact, influence the aliOcation derisions all along
tha control line, namely, 'historical' shares and
'registered cépacity'. Apart from some adjusting
factors like anticipated changes in production,
chanzes in the indigenous content according to
phased manufacturing progremmes and inventory con-
ditions, which are generally taken into account,
the prime considsration is to relzte the current
allocation to that cf the past yeafs. Since the
allocation of scarce current inpﬁts determines the
level of production, the present system based on
historical szhares more or less, secures a uniform
level of under-utilisation of capacity in all the
sectors of industry"
90. We have taken note of the recent relaxation
in the import control introduced after the devalua-
tibnhof”the,Indian rupee and the libzral treatment
accorded to some industries which have been listed
as priority industries. They have been assured of
the supply of their fuil requirements and they can
apply for imncrt iicences aﬁy time after the
earlier licences have been utilised to a prescribed
extent. For the non-priority industries, however,
the carlier »nra-devaluation practime of the DGID
distributing his allocatlion among tne various indust-

Tigl units continues. For them, there is no
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undertaking given by the-Cuvernment that vhelr
full reguirements for the optimua utilisstion of
their plant or equipment will be met.
91. We agrec with the Study Team that the present
'practice of allocating foreign exchange for mainten-
ance immorts does not fully taks into aécount tha
relztionchip botween the amount of resource alloca-
tion to a given scctor and its resulting cutput.
Tt is imperative that the apportionment of foreign
exchange should be hased on reliable statistics
of the ¢ifferent ratics of utilised cepacities in
different industries. Even for industries which
are not classified as pricrity indusiries and con-
sequently =are not guwaranteed their full requirements,
" a more g -lective treatment should be nossible in
place of the presen” system which distributes
. scarcity uniformly without any congideration to
the marginal utility of the scarce resource like
fofeign exchange in different industries". A
rational cystem of apportidnment must eeex to
maximiseiproductipn with the limited amount of
foreign exchange availabie te the country.
o2. -The Study Team has prorosed thet the DGID
should periodically wovk out for each important
industry the rate of utilisation of -the installed

capacity. The DOTD already ovbtaing periodical



- 73 -
returis from industrial units in its chrrge. There
should be. a systematic processing of this data so
that with the information at its disposal, the DGID
can cecure such an allocaticn of current inputs as
can ensure their optimum utilisation. As a supplew
ment to this exercise, an endeavour should be made
to remove to the maximﬁm extent possible the air-of
uncertainty regarding the Goverrmsnt's policy for
the allocation of exchange for maintenance imports.
While there is a special procelure governing the
allocation of exchange for the import of capital
goods and the policy regarding the Zmport licences
for "established importers" ic clearly iaid down in
the Red Book periodically published by the Government,
the policy regarding the import of maint=znance items
required by "actual users" is not made known to the
general public. We realise that there are practical
difficulities in making a comprehensive declaration
of policy, as suggested by the Study Team, for the
maintenance imports to be allocated to 2 vast

number of 'actual users', Nevartheless we fecl

that an a*tempt chould be made Lo declarce such a
policy for as wide an area as possible so that the
public may be aware of the principles wnhich will
govern tha allccation of %Jreign exchange for

maincenarce imports over thet area.



Deconpendation:
20

Ve reccmment that:

(1) An ettempt should be made to-éeclare”
periodically for as wide an area as
possivle the Government's goreign
exchange policy regarding waintenance
impor®s.

(2) The DGTD should pericdically work guF
for each important industry the utilti-
sation of ite installed ceyracity so
that the allAcation of curren? inputs
could be viewed along witn this Qata.
to cnsure their optimum utilisation.

g3, The Government of India set up in January,
19€8 an Advisory Council on Trade replacing the
Export and Import Advisory Council which had been
in-existence till then Thefunetions_of the Advi-
sory Counecil on Txade cover not only the field of
imports and exports but also problems of internel
trade. This Council is reguired to review twice

a year the verformanze of the country's economy in
its commercial aspects, consider problems celating
to expansion of exports; regulatiin of imports,
the operation of import and export trade control,
the workirg of the commercial services with
particular reference to expert marketing and
export assistance, the organisation and expansion
of the export scctor of the economy, and the

arrangeme 1t with rezard to internal trade with

particular reference to procurement, sale ard



distribution c¢f essential commodities. The Council
includes four Members of Parliamenf, the Seéretary,
Ministry of Commerce, the Minister and Deputy Mindi-
ster of Comnerze, representatives of commercial and
‘industrial organisations, representatives of public
sector trading organisatiéns, Chairmgn of the Comno-
dity Boards, representatives of the Reserve Bank of
India and the Export Credit and Guarantee Corporation_
and several othsr official and non-officlal menmbers.
In view of thé Counecil's covefage of various business
ihterests, we agree with the Study Team's suggestion
that discussions should be held with the Council
periodically regarding the poiicy and the procedure
TEgarding the;allotmeht—of“fcreign éxchange.to the
industries and the principles to he.followed in

the unibt-wise a;location of foreign exchange. at
the same time we would like to emphasize that the
Council should nct be uw d as a forum for various

interests to air their irdividual grievances.

Becammerndation:
2L

We recommend that the policy and the
procedures for the allctment of foreign
exchange to industries and the principles
to be followed in the unit-wise alloca-
tion of foreign e¥change-  shionld be dis-
cuszcd periodically with the non-official.
menibers of the Adviscory Council cn Trade.

24 liost cf the dissztisfaction with t%2s operation
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of _import ¢ontrol_arises from a lack of elarily

and concroteness in the declarations of policy with
regard to irports. A good deal cof dissatisfacticn
can ve removed by a timely declaration d‘import
policy in sufficiently detailed terms and by the
ascociation of business interests at the time of
formulation of the puidelines for the issee of
import licences. The removal of grievences will
further be facilitated by providinzg a proper Iforum
to hear apneals againsi the decisions takken by the
licensing “uthozi§ies. Opportunities are, in fact,
now provided for an agzrieved applicant of a licence
or permi. to sezk relief at a higher departmental .
level., IHowever, in order that the partiss concerned
may receive greater satisfzction than at present,

we suggest the.setiing up of a Board of Refere:s

who will function. in the-manner indicated below,

At present a person who is not satis-fled with the
decigion of the licencing sutnority has a right to
appeal twice, The first apreal lies with the head
of the office in which the zpplication was dealt wibh.
If the appliéant 19 ro. satisfied with the decision
of the first appellate authority, he can make a
secord a;real to the Chief Controller of Tuports

and Expcrits, New Delhi (Appeals Wing). The Chief
Controller can alco review the decizion taken in

the second appeal. ¥Furtker, there is a Grievances
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Conmittes at-Gevernment level with the Special Secretary,

Ministry of Commerce as the éhairman, other members

of the Committec being two Joint Secretaries from that
Ministry and the Chief Controller of Imports and Expdrts.
An appeal for revision lies with this Committee after a
person has éxhausted the two appeals as well as the
"review appeal” mentioned above. There is, however,

no statutory provision for thetonstitution of this
Committee.

95. We recommend that after'the second appeal, the
right to an applicati5n for review by Government should
be provided for. Such applications may be filed in
reapect of orders relating not only to the issue of
permits and licences but also in respect of punitive
orders passed by the licevusing auvthorities. Before dis-
posing of the applications, the Government should obtain
the adviee of a high powéred Board cf Referees. As
suggested by the Study Team the cowposition of the
Board should be such as to inspire ptblic confidence.
Bes.ides very senior officers, the members should
include some representcatives of recognised bodies

in the field of industry and commerce like the
Federation of Indian Chambers of Comxmerce and Industry
and Associated Chambers of Commerce, It is, however,
not iceessary to have & Jjudicial wember as such, decause
no judiecial evaluation or legal interpretation

i
will aris2 in the cases deelt sith by the Board.
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The Stuly Tezam nas advisedly adopted the

desirnzation "Board of Referees' instead of

-

"Appellate Tribunai"., We agreze with the rearon-
ing und:zrlying this proposal € the Team, Mo one

can question the Administration's right to allocate
foreign exchange for diffarent uses in accordance
with the pattern viich they fecl is best suited to
gsive effect to the cbjectives underlying the Gover-
nment's Jmport controi policy. It is important,
howevar, to ensure thatths distribution is governed
by wellrdefined and well undershood criteria. The
party affected shoulld have an opportunity to knor
what the specific criteri;zgid how they have been
applicd., "The fuaction of thes BOard of Rzferces is
not to guide the Governmnent as to the channels in
which scarce resources are to be divertz=d" but "tb
ensure that the distribution of the resources hzs
followed the specific criteria. The souriness of
the criteria and the technical considerations

N

underlying them are outslde the Board's dowain",

i

Cocornend2tions

C.t
<

i

We recommend ithat:

(1) Drovision shoul?d bhe wmade Jor filing
revicw applications to Govermment
azainst esecond anccllste ordcrs rela--
ting to permits awnd licencec, inclu-
aiag punitive ordsrs.

(2) A 3Board of Referees should be =at up
for auvising the G :rnment before Hoe
applications for re¢ ew are dicposed of.
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(3) The Board of Refere@es should include,
besides very senior officers of Governusnt,
represantatives of recognised bodiass in
the field of industry and commarce, €.g..,
Federation of Indian Chambers of Commarce
and Industry and the Asscciated Chambers
of Commerce.

-

(4) Where the decision on & review appli-
cation is not in favour of tne appli-
cant the reasons underiying the decision
should elearly be Lrought out.

.(5) The review applications sheuld be
disposed of within z period of, say,
three montans.

/
26. The Study Tean has referred to the rvquirement
that the appiicants for impor:c liceunces chould produce
income-tax verification certificates or exemption
certificates frem the Income~tax Officer. In order to
save time and labcur to all concerned, the Team hés
suggested that this requirement be done away with and
that the income-tax authorities should be requircd to
employ their own methods and ressurces to ensure

collection of arrears. We agree with this suggestion.

ndaticn:

Becemme
23

We recoxmend that the present practieme
of ealling for income-taxz verification
oir exzemption cercificates from import
licencees shouid be given up.



CEAPTER VI

BXPORT PLOMOTION

97. We have in an earlier chapter referred to the
role of import control as a me'Hénism for enzuring an
equitable distribucion of scarce foreign exchange and
algso for prcmotirg conditions whereby the depcndence
on foreigin supplics could progregsively be recduced,
The problem of adverse balance 0f trade, faced here
asg elsewinere 1n any developing country, cannot,
however, be satisfactorily sﬁlved unless along with
imnort -control, export promotion is undertagken in a
big way.
923, ~ Various incentives have been orfered by
Gorernuent in recent yesrs in order to sncourage
exportgs They are gererglly of the nature of tax
concessions, cash assistancas or concessiors in
gratiting imporf entitlements. Some of thé incentive
e asures were withdfawn after devaluabtion in 1966,
which in itself was a pctential incensive for experts.
The gtudy Teazm has examined the existing incentives
and has suggésted some sdditionzl ones, The following
ares eXamrples: _
(1) Provigion of a rebate of income tax

relased to the dincrease in a year's

export turrover over such turncver

of a basic yeares

(ii'® De=durtion in computing th: tzzable

incowe . twice the amount of evpanses
incurred on the exploratilon of markets

~80-



subiect to the condiition that thz reductéon
in tax wi. 1 not exceed the amount of such
GXPENsSS,

(iil) allowing exporters of nor-traditional
items to retain a part c¢f the foreiga
gx~hanze earned by Then.

(iv) ajiowing exporters to import raw materials
ard irtermedigtes in case their internal
prices are too excessive or their qualily
is poor.

e9., Proposals 1like those listed above involve
questions of tragnsient detalls o« policy which is
subject to change from time to time. No points of
long term significance or of an adminictrative nature
are involved. we do nok, therefocre, propose to comment
on ther,

Lxnors Promotior Coyncils

100. Seventeen Wwport Promotion Councils have been
set up for sypecific commodities for undertaking market
surveys, conducting publicit;, propagating'information
and for serving as a forum through which the exporters
could discuss their difiiculties w. tl: the administration.
The gtudy Team has noted that the Export Promotion
Couyneils have been mosbly engrogsed in providing
assistance to indivicdual members. As a result, the
supervision of the working of export assistance schegmes
and' other promotionsl activities have been reglected,
With the abolition, after devaluation, of the special
eXpore prbmotion schaires, it should be easier for

these Couyneils to re-orient their activities to the

broader promotional problems, such as study of



ceaditdons-prevailing in International markets,
problems connected with packaging, freight reducticus,
shipping opportunities, tariffs and devising of metheods
for increasing export-oriented prodyction in the
councry, We agree with the Teanm.,

Reconmendation:
24

We recommend thast the pxport Promotion

Councils shou’d consturiiy be engaged in

identifying handicaps experienced by

indien exporters and recommend 2doption

of specific remedies to remove Them.
loi, A review of the work of the EXpOrt Promotion
councils rélating to markev surveys by the Indian
Institite of Foreign Trade has disclosed several short-
conings in the sur-eys. These survéyé lack in depfh,
and nany of them are said b be too sketchy to be of
any practicsl use. The Institute has mentiocned that the
fatlure to make market survey reports purposeful and
action-orierted was the most sericus defect of the
majority of the reports it had examined. To remedy
these drawbacks, the Institute has suggesied that the
ultimate purpose of promosing exports needs to be
translated into specific objectives and the surveys
should be designec to oprovide spscific information
to meet speciiic situeticns rather than collect
general market information. The Instituse has also
provosed thet proper communicztion should be

establishew between the spongors of the survey and
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the marke’s research agercy and the sponsors should
provide the .ageney wit’: complste background and
information in the context of which the survey 1is to
be undertaken. The Shudy Team has recommended tha’
the Indian Institute of Foreign Trade being a specialised
body and possessing the knowledge of the Iatest
techniques should be the main ¢goncey to ~ssist the
various sponsoring bogies with the exact d2sign of the
market surveys. The Ins®itute a2lso should cevelop
within it:uelf the competence and capaecity ‘to undertake
acsignnents of overseas market surveys.

Pecomendantion:

X
FaTe)

We recommaend that:

(1) The Indian Insti tute of Foreign Trade
shonld azsist the various bodies
sgun,orlnT marret ‘urvevs with the
exacl design of the market surveys
ar:t in locatlng cumpetent JOreign
surveys and researcl: agenciese.

(2) The Institute of Foreign Trade should
alsc develop within iis-lp the
crmpetencs and capacilby to undertaie
aozlgrinents in overseas market surveyse.

102, A sigeavle amount of~foreign exchange is
utilised ny delegabions and study teams sert abroad.
Fifty pcer ceug Of the expense including the cost of
international travel is met by She Gowernment of Trdia,
T = An 2 3 . - |- ~

4n order thait the valiable foreign ewxchange placecd at
the disposal of the Eyport Promotion_cguncils is
utilised to the maxiium advantase, crrbain defects

roticed by the study “eam need to b. rem0véd. The



o
VRS

Stugy,Teamualso sugrects that before departure %he
delegation shouid be provided with full stabtisties

and market survey reports concerning the rolevant
mzrkets. The Indian commercial represantatives

abroad should invariably be ccnsulted about the
provosed itinerary of the lelegation so that they
could fix usefuyl contacts.,. On return, each delegation
should submit a report containing its observations:
and the concerned gxport Prom~tion Council should
speedily take up the necessary follow-up action.

Recommenderions
26

ve recommend that:

(1) "he following def=zcts relating to
delegationg to foreign countries
gponsored Ly the wmwwport Promotion
Copncils shouzld be remove ds

{(2) Bunching of several delegations in
onz country;

(b) Cusuisable timings of the delegations

(¢} Inadequacy oi the knowl dze of the
fembers regarding the commodities
2unecerned axl tpe pattern of their
trade; and

(d) Inadequats !novledge about the
recniiar customs and practices cf the
councvy vieited, -

(2) On return the delegations should submit
reporss containing thelr Obzervations
and the concernel g port Promoitiocn
Councils should tzile ths necessary
Follow~uz a2tion.

|..I

53 The 3tucy Team has takein note of the importance

of Txport Houses specialising in diflerert commodities
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in the diffeyent reglons and »0o0ss essing nccessary
marketing skills and resources reduired for undertaiiing
export business on a lar7e scgle am in a sustained
manher. Such Erport Houses are considered by the Teanm
as necessary for mecting the stiff competigion from
highly cefficlent and expeiienecd businessmen cperating
all over tre wopld to-d= . Gove:nment‘have gncouraged
the formeitinn of Byport Houses by recogpising them for
the purpose of providiig facilities like lump sum
release-of -forelgn exchange for business visits abroad,
grants-in-aid for undertgkinr~ market survevs and export
publiecity, etc. A committee knovn as the Selective
Committee which had examined the schemz of recognition
of Export Fous2s has sugzestad that competence, cr dit-
worthinegs aond the resources of the applicant bodldy
should be takepn into acccﬁnt for +the purpcse of
recogrition. That Compivtee has rccommended that She
schemz of recognition should enable the Fxport Houses
to develop sufficient spscialisation. The Comﬁittee
las further proposed that recognition shoul ~ be with
reference to speeific commodities or sroup of
cormodities 80 that the aCvantagszs o specialisation
are reaped, The Study meam has, however, noted that
Export Houses have yet to build up expertise and

that in the initial stages the recognition of

Export Houzes should not be tou restrichive. The
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recognitioa.msy Pe_lisited to a specified mumber of
vears £0 that the performance of tne wxport IHouses
covld te reviewed when they come up for renewal. Ab
the time of this review, Government should ascertain

1

whether vhe Ezport Housé concerned kas maintained high
stendardn of integrity and business ethice in its

ovcracions and taks -sultable acticn accordingly.

We recommend uhpt wnile recoianition of
E-port Fouyses nied not  be unduly restrictive
for soma time to oime, the recognition
should be ilnited for a °OGClilC nuhber of
Fegrg apd ite Tarther ontinuance gshould
dopend wpon the vtesuits of a special review
cenducted vitnh a visw to ascertyining
vhether on miport Hoyse heos maintained

high standard: of integrity ond ousiness

Pt

elmies in ots opergthions.
134, vite ghudy Tcanm has referred ¢ the increasing

e

isation ia the finld cf

[ 93]
ke
{r
(¢}
g
&

exports and the emergence
of mercnant exporters 274 the problems thyt are likely
o crop up in theiyr rrlationship with She manufacturers.,
Differeinces are 1ikaly 4o zwise orer tha dates of
dglivery,; shor. . delivery,. delivery of defective or sub-
sfﬁnjard gcods, 2t2, The erporbers may slso fail In
ceryying oult thsir psy of the contracts, The f
of g code of staudard tvzde practices will go a long
way in eliminating the czuses ¢ these differsnces.
Ctaniard verms of conhraels could, ther2fore, be formulated
for each conmodity or group of cerpodities with regard |
T0 the- quality of goods, previgion of after-sales

service; ddhe“ence to samples, ete. The Lxport Promotion
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Councils should take up the resmonsinility of formulating
such standard terice.

Recommendasicn:
8

iz recomsend that ths @xport Promotion
Councils snonld formulate a code of trade
rractices ang vtarlard terms covaring the
contvacts betyeen the exporter and the
manufacturer for exca important commodity
or RLCUP of commoeditias.

Coemmodity Boards

105, Several Cowmodity Boards have been estgblished
under  1law for looking alber the promotion of certain
piantztion crops andlfur giinulaszion of thelr cxportse.
The Study Team has exanined the functioning of cne

cf these Boards, vis., the Tea ECard. The Board consists
of 12 members renrecserting ovners of tea estatoes,

5 representing traders includins exporters, 7 represent-

ing employ.cs in te2a estabes and garders, 3 representing

w

Parliameni, 6 renrasepbing consumcers and other interests

and 7 representing the Governments of tho princinal tea

rowing Stutess e argree with the reasoning of the
Study Team thnt Lh2 present composision of the Board
is statisfaclory for briaging together the differen:
inseresys cencerned in this sechor of the economy for
the Dpurpose of cocrdinated thin:ing and articn. Hdwever,
ve rzcomuend *hat the Chgirman of the Board chould
not be appoirtad pursly on gro:nds of admini trative

ability and that he should te a rerson with worgin

k=2
L g

knowiedge ox the industry. This recommendatiosn would
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enoly-equelly to other Boards as well.

22

We reccmmend that:

(1} The practice of giving representation
for various interests on the Commodity
Boaras snoulid contiinuas

(2) The Chairman cf the Commedity 3oard
should be one kaving a knowls dge of
the sschor concerncd,

105, The SiudyTeam has referred to the criticism

that these Boards do nos enjoy autonomy in the sense

that é publlc sector enterprise does. The object of tpe
management of the public undertakings is to run them

cn sound business principles and Yo make réasonable
profits fer the concern, +hese Boards wers, however,
created for an engirely different purpose, nanely, to
create a forum for Ddrirging together reprezsntatives

cf dififererns interests and for facilitating collective
decisions for developrsni of producticn ond expert of
plentation crops. Thz question of exercising autonomous
powérs of the Type enjoyed by public undertakings |
dses not therefore arise. There 1s, however, a casz for
freceing these Boards from unessentizl features of
adaminicstrative and financigl ccntrol by tne Ministry.
ATter budgets are sancsioned, it should not be rnecessary
for the Bozrd to go to thejovernmert of Indiz for any
further sznctzon on ind:ividuel items. Similarly, foreign
exchange may b2 placed gt the«iiSpQSal df the Boards
after scrutinising their proposals aht the'beginning of

the year and the Boards shoukd be given full freedom



to organise their publicity and promotional activities
within the limits of foreign evchange placed at thelr
disposals

Recommendation:
50

We, therefore, recommend that:

(1) After the budget of a Commodity Board
is sznctioncd. there should be no
further occasiow for getting individual
schemes approvcd by the Government,

(2) The foreign exchange allobment should
be madz at the beginaing of the year
after duae scrutiny of the proposed
expendityre and the Boards should be
12f¢ to lneu~ ¢xperditure within the
allctted funds wighout furthsr reference
to Coverrmenst,

Exnort Credit CGuargntee Corporation

107. While The question of cxport credit ié an
integral part of tnhe overall credit policy, we shall
consider at this stage the functioning of ECGC only.
The ECGC hag been established vith a view to covering
the erporters' credit risk and for furnishing guarantee
to the finzcecing banks to enable the exporters %o gef
adeyuate credit facilities. The Study Team made a

case study, with the-assistance of the National Council
of applied Econcmic Research, of the working and
procedures of the ECCC. It has found that although the
-business of LheECJC has been exbanding, there is stil]l
a very large scope for furtrer expansion. Again,:
although the Copporaticn's functions as given in iss

Articles ¢f pssociation include provision of Supplementary
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Zinsnce and grenbing loazns to promote export, it has
not provided any supplemensary finance for export so
far. I% has also not given any guarantees to exporiers
£0 cover pzrtienlar cournbries or buyers.

108, . we arz2 not in favour of RBCGC diversifying its
activities to include supplementary finanece. Direct
fingneing is essentiplly an area of commercial banks
and specialised crzdit institutions. The ECGC is only
a credit insurer and guaranter of risk. The two areas
of businesg, namely, giving export credit and guaranteeing
credit and risk are entirely different. Export credis
relates to the'creditworbthiness of the exporters while
cr=2dit guarantes is related to the place of destination
of exports,

Recommeniations
S

We., therefore, recommend that the BCGC

shoull nct uncarteke direct supplementary

financing of exports.
103 . The coverage of BCSC is wide in regard to
certain countries and Low in certain others. It has to
balance its operatione by naking suitable adjustments
in its treatment to different countri:zs and different
comrodities. Defgults arse likely to srice in the Western
induStrialised countrics and mast Zuropean countries
also 2nd it is not correct {0 think that there ia 2
higher rigk in business transachions in develcoping

countries alone,



We, therefore, recommend that the ECGC should
trorougnly examins the past experience 1B
djfleyent countrics in regard to lnsuraice
claims aad keep in view the export strategy
of Govermmewnt from time to time in respect of
specific morkets ang specific commodities.
Thay shceuld revise (he insurance rates
incorporating necessary differentisls 1n the
light of various factors mentioned above,

110. Normally it is the exporter's duty to take
necessary achbion against defaulting buiers. Sometimes,
nowever, the Corpcration may take over the responsibility.
Once 2 claim has been paid by the Corporation'the stake
of the Corporation in recovery is greater than that of
the exporter.

Becommendations
)

We recomrend that tine Corporation should -
agree to carry oub racovery proccedings on
bahalf? of thelr clients rather liberally on
request. The Corporation shculd also be
given a general perzission by ths Rese-ve
Bank of India to filzs cases withoult %he need
for speciic prior permissicn in indivigual
croese A blanlket foreige 2xchanze permit
should be grantad to the HCGC to enzble then
to meet their legal exsenses abroad.

Indian couyncil of nrade Fairs and pxhibitions

L U Trkarnsfdanal faiea and.eyhIhificns ove valuable
madia through which thé country can project its industrial
image arourd the world avd thus aim abt expaniing the
market for its preducts. The Directorabe of pxhibiticn

in the Ministry of Commerce hag been hanliing these
watters, vthougn, after its constitution, the-Indian

Councit of Trade Foirs and Exhibitions (ICTFE) haé



taken over a considerarle porticn of this work. The
Copncil is an organisation independent cf Government,
and its chjectives are the promoticn and organisstion
of the .parti_cipa‘tion in international trade fairs,
establichment of trade centiss and undertalking
progrzmmes of visual publicity in the interest of
oxport prdmotion. EThe nembership 0f the Council is
open to individusls =8 well ag organisations intcrested
in exports. The funds of the Coyncil to a large extens
are providasd by Govermuenbt grants, thougk 1t also
derives income Crom members'-sub:criptions and fees
from participants in fairs and exkidition-,

20 Thz gbtudy Teanm hds pointed out that ths
Directsraté of Exhibision has continued to handle a
nunber of  foreign erxhibitiouns, especially world
fairs 1ike the ones at New York sid Montreal, oven
after the constitution of the Gounicil. 48 the nabure
of tne activities relating to'exhibitions and fairs
is-¢szentially commerzial, it could best be entrusted
to the‘traden The Team does not csuggest that She
whole of the work ol the Directorate,should immedistely
be trancierred to theCoyneil, buf thiat the transfer
should take plsce as early as poszible, The grantséinraid
may continuz for a few jzars. Tue Counci'. should
u—timasely bccome's:W guppcriting, charging tha
necezsary fees for tie services rondered to the

trade. Ve agreoe,



Pecouner fation:
g4

We recommend that:

(1) Trne aciivities of the Direclorate of
Exhivition ghould, a3 early as possible,
be transferred tc the Indian Council
of Trade Pairs aul pr-hibitions,

(2) The pronte=~ine-aid to the Council may ]
eontinue for a lew years, but the Councll
~1ﬁ414 LL timakelv become self-supporting,
chargiig the neressary fees for the
2LV ices rendcred by it to the trade.

113- The study Teanm has mace suggestions for
curtailirg the tine imvelved in is ruing financial
anctiong by Government in individual ca28C35,

Pecommandatiovl.
o5

We agree with these proposals and accordingly
vocomnend that:

(1) A bulk alloiment of foreign exchange
shouid be male at L2 beginning ¢f each
year. When expendivure 1s incurred against
thiz allotment, %the Department of Esoncmie
Affairs need oci be required to give a
clearance Lo each item of expeuditure,

(2) The rogquirements of staff (in berrms of
nen=do¥s ) for each falr or exhibition in
wiileh the ICTFE is gllcowed to pariicipate
snovil be worked out &nd got zpproved in

The beginning of $he year anl thereafter
“he Coancil should be aliovad to seiect
Thio persong snd the periods of deputation
without Ffurther raference to Covermnment,

114 . The ghortzge of our foreign eXCLaNgs Tesiurces
renders 1t necessary that the fereign publicity effort
is not spread too videly. e should try to contentrate
on a limited muber of 4tems. Th: ICIFE ghould also

help in orgaalsing foreign publieity for verimn g
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BXport Premotion- Cotneils who now seem to be digsipating
thelr smail resources in ineffective publicity scattered
over a large arca. Tne ICTFE by working as their publicity
agents could save them a lot of expenditure on Commissgion.
In fact, this Couwnecil could work-cut an overall strategy

of commercial publicity abroad, keeping in view the

resources avallable for the entire erxport sector,

Recommendation:
YAy
=D

We recomnsnd that:

(1) Poreign publicity for export procmotion
shoulcd be limited to selected items
ald areas.

(2) The ICTFE skovld help in organising
the foreign puklicity for various
Bxport Promotion Councils.

(3) The ICTFE should also work out the
overall astraiegr of comuercial pubiicity
abrozd., keeping in view the resources
avaliable £ or the entire exXport sector,

Drawbacks ol uvcfoms and Exeles Dutics
115, Refund is a% present allowed of the import

cuties on raw materials ard components which hzve gone
into the manufacture of gocds exported from the countrf.
Foy some commodities, the amouni of money to be refunied
(drawback) on account of customs aii excise duties is
calculated in accordance with a pre-determined formula.
This is an arrangedens wilcn is convenisrt to the
Governmgnt offices who glve the »efund as well as to

tha rscipienbs thereof. llowever, this facillty is not

avaeilable for a large number of products. The exporters
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of the products have to go fthrough the complicated
procedure of proving the valre of the customs and
ezcise duty conteat in the cost of their exported goods.
The lack of certainiy regarding Hhe quantum of drawback
which he +ill ged alsd puts the erporter in a difficult
position while quoting his prices to foreign customers..
The Study Tam has sugzeshted that in the interest cf
procedural simpiiciﬁrﬁhich will enhance the ugility

of this facility, drawback should be paid at a fixed
rate for as many products as possible, It may be that
some efficient, producer:s may be in a position to get

a refund lerger than the value of vhe duties! conbtent
in Sheir costs; bubt this may be overlocked in the
interesy of ewport promotion and the incentive for
import suvlstitution it providss. The amount in anj
cagse may be reduccd if experiencs shows fhat the total
amomnts refunded exceed the dutles realised,

Recommzndation:
37

We, therelore, recommend that the system
of fixing standard amouns of rafund on
account of custoans and cxeise duties which
havae gonz inco the eocht ¢t scne exported
producta may be exbendad 0 a3 mary more
products as pogsivle.

Review of Txrort Dutles

116. In Junc 1925, the rupee wes cdevzlusde fLhis meant

a géncral assistance to 211 exporters in that it

improvedl the sellins mosition in extornsl markete.

As- the-poe=devalusiicn prices of certain traditionsl
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cormmodities aﬂproxlﬂau :d to international prices,
ldevaluation would have resulted in windgf:-11} profits

for the exporters of these commodisy Cs. GOVErnment,
therefore, sought to mep up these exira profits Chrough
export dutics. While'the levy of export duties in the
then situasion was justified, procreggive reduction

in the lonz run of these duties may become nNecegssary

to compeangate for the £all in interrzbional prices.

The Study Team has suggested that a continuous watch
.be Lkegt over the internetional prices of these
comﬁodities sc¢ that tinely reductiionsg iﬁ expert duties
are effeéted, if necessary, to preserve the competitive'
position of the exportors, This resronsibility should
rest with the pinistry of Commerce and Industry which
should take *he initiative in the matter of suggesting
to the Ministry of Finance recduction needed in an
expors dusy. In the event of 2 difierence of opinion
between the Ministry of Commerce and Indueiry and thne
Ministry of Fiiance, the matter will obvicusly have

tb te referred to the cobinet,

Recommendations

ﬁv
La_.

W2 recommend that the Ministr: of Commerce

and Indvstry chouvld kKeep a coatinmious watch

ocn the iuternational prices cf the commodities
subjact to expert duties and take the
initiative in zaggesting to the Ministry

of Pinance any roduction “n the du*ies
regyuired to conpeqSF*o f\r the f2ll in
iagernqtional f_ibnc " Llizge conmmoedities.

Th She event of a difs erence »f opinion
in 2y case bstween the Ministry of Commerce
and Inductry and the ministry of Finance, the
ratter should be referrad to the full Cabinct.
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les Tnx_on Gn0ds Feported

Sal ) R
117 We have suggested o cimplifiecation of the

procedure already in exictence for giving drawbacks of.
duties on raw materisls and componenbs entering ingo

the marnfachture of cxnorted products. Bub we are not in
a position to make a similar recommenuation with regard
to the sales tax paid on such raw materials and components.
There is no SChEme'for giving drawbacks of gales Tax in
such cases and the formuletion CL such schcme is fraught
with formidable difficulties. Evcn with regxrd to glying
relief\frnm celes Lav on gocds which arae exporied (as
distingnished from sales tax paid on raw materials and
comporentsz,;, there is nc uniform practice. In a few
States exerphicn from or rebate of sales tax is provided

on transaciionspreceding the actupl export of certain

[

specifizsd cavegories of, goeds. In ouker States no such
relief is provicded. An eguitable and effectivzs scheme
of sales tax reiief on exporsed goods wiailch originate
from several Jtates., would require unlformlty in the
rates ol salwg taxX on tha goods sclected fer sales tax
relief, IFL“* grr, there wili have to be an undersfanding
between the gtates sud the Centre regarding the mahner
in vwhich they should share in providing thq-ralief. We
do not, tierefove, make any recommeniations in this

regard and only rafsr to the subjecct ag one neriting

|an

czreful exaninevion by tha pentral governmeri in

ccasuvltation with the gtates.
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Irport Bntitlements for Exported Products

118,  Prior. to dsvalusztion in 1966, exporters were given,
as. a measure of evport assistance, licznces te import s
quantum of scarce raw maﬁerials.and components, 1n addition to
what Was allocated to trem under the usual contrﬁl measures.
 The additional import entitlement varied between 207% to‘75%

of tk2 F.0.B. value of exports and was zsnerally pegszed at
twice the value of the import content. Attractive thouzgh the
concesslon was, it was always a subject of controversy. Anyway,
it was abolished wheh the rupee was devalued. The import
enviilement is now restricted to the value of imported raw
materiasls and components absorvbed in the exported products.
The licensee ié also z2llowed to ute one-fifth of the wvalue

of the licence (not exceeding k.1 Llakh) for the import of

jigs and tools and equipment for packing, etc, 11he import
content of the iﬁportant comnodities for export is determined
by the technicgl advisers of the Government, viz., the pGéTD,
the Fextile Commissioner, the Jute Commissioner, etc. We
agzgree with the gtudy Team that this procedure makes for
simplicity. wWe also agree with the Te=m that in order to
remove any misgivings -from the minds of the exporters

the estimates of import content should be reviewed from

time to time by the technical advisers of the Government,

in congultation with the rcpresenvatives of tr-de and industry.

ReconunGcrdations
3¢

We therefore recommznd that thzestimateg of the

impors- content in the precducis exported, adopted
for the purvose ol calculagvinsy jwport entitlements,
should be reviewed pericdically, say, once a year,
by the technical adv.sers ~f “he Goverrment in
consultation with the concerned Bxport Promotion
Counciis and Development Councilse.
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FORRIGH COLLARORATION

119, A developing ccuntry, vhich has embarked on
a bold programme of econcmic development does draw
upon tha fruits of scientific and technical advance
,mad? elsewnere. ©Such a country should, hovever,

- frese itself, in the shortest possible time, of its
dependence on foreign assistance lest 1t should,

for ever, remain tied down to outside forces and
interests. It is, of course, not as if the aim

is to do awzy completely with import of 2ll knowledge
and technique. Hven in the most advanced countries,
thare is a two-way traffic of 'kmow-how' - it is
recsived as well as given. The aim should be not
thé ending of all commerce in ideas and techniques,
buf the discontinuance, as soon as possible, of
dapendence for national survival oﬂ:foreign
assistance. It should, therefore, be the cardinal
objective of industrial policy to explolit to the
maximun the industrial potential and technical
kinow-how already created in the country. All
foreign collabcration should be subject to

this basic aim. We would in this connection draw
attention to Deccmmendatior 4 of cur Report

on the Machinery for Planning "that each
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scheme or project involwving foreign aid chould
clearly set out the measures for dispensing with
such aid in the shortest possible time and should
alse egpell out the nrecise otligations, in ﬁhis
regard, of all concerned",
126. The Working Group (D) has suggested that
a [oreign Investment Law should be passed embody-
ing the following provisions:

(z) Foreign majority holdings in the under-
tairings in India should b2 prohibited,
gave in very exceptional czsss vhere
the Government thinks it appropriate
in pubiic interest to permii{ forzign
majority holding. In such rare cases,
the Toreign investrment shovld be of a
large maenitude and permission should
be given orly with the approval of
the Cabinet.

(b) For~ign investments should be guaranteed
againcet nationaalisation and expropriatcion.
In taoce cases where under the formal
lew of the country naticnalisstion takes
place in public intlerest, a fair comprnsa-
tion shouid be given.

(¢) The use of foreign brand names should
be pronibited,

(¢) The units es*tablished in India with
foreign techrical ¥now-how and/or
fereipgn investment she1ld bae free to
sexl vhaelr manufaclared preduct-
anywhere in the world.

121, lhile we are in sgreement with the ideas
underlying these propesals, we are noh in favour
of passing a law as suggested. Such a leaw would
unduly fciter the oxercise of discretion by

Government in approving foreign collsboratiocn
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agreements. As regards nationalisation, we are,
in principle, cpposed to the vriting of gucrantees
of the type suzgected by the Working Group into the
law of the.country.
122. We realise the nzed for giving the widest
publiicity to Government's policy in regard to foreign
investments in Ingia. This policy can be declared
by a Government resolution and laid before Parlisment,
The basic policy statement which now governs foreign
investment is the one made by the late Prime .
Minister Nehru on the 6th cf April 1542 in
Parliament. This statement says that as a rule
Jthe\mejor interests, owiership and effective control
of an undertaking should be in indian hands. |
Goverrment would not, hcwever, cbject to foreign
capital havirg control of a concern for a limited
period if i§ is foﬁnd to be in the national
interest., mach individual case woenld be.dealt with
on merits. It has also been mentioned that if
and vien foreign enterprises are compulsorily
a~quired, compensation will be paid on a fair
cnd equitable tasis. In the face of suvh clear’
declaraticon of Governmsnt policy, it is nos
necessary to pass a law as suggested by the

Groun.
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123. 45 regsrds the last two points made by
the Group, namely, that the use of foreign brand
names should be prchibited and that there should
-be freedom for szle in any part of the world by
undertakings which ccllavorate with foreign pari-
cirants, we consider that these mabtters should be
1eft to negobiations between the parties concerned
subject to approval by Govermnent. After 211,
there are two parties to an agreement. The laying down
of rigid ﬁro-conditions may sometime place
entres;reneurs and the Government in en awiward
situation if the said conditions have to he subse-
quenily relaxcd or altered, We must iicw presume
that the foreign party or even a foreign govern-
ment will always be altruistic, at any rate in
commercial ventures. _It is a mattef for the
parties qoncerned; wvho will have th safeguard their
essential interests to the extent possible. The
best thing ih the circumstiances would, therefore,
be to make a declaraticon of general policy which
would provide for ecxceptional cases being deait
with cn their own merits. The Resolution enunciating
the pelicy can also mention the speciiic fields
of industry, in which foreign investment werld be
welcom: keeping in view the st~gzs of developrent

and the relative priorities. The Resolution may
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be modified, when necessary, in the light of changed
circumstances,

hDecommendation:
40

We, therefore, recommend that a Resolution on

foreign investmint should be icsued by Govern-

mentt setting forth its policy regardirg

CCPiltlols subject to which fereign collabora-

ticn would he zllowed., The Posolution should

also provide for exzceptional cases being dealt

- with or merits end also indicate the arecas in
whicn foreign investment would be welcome.

124, Apart from cutright purchase of know-how
agalinst lumpsum payments, there are several ways in
which foreign collaboraticn talkes place. In some
cases, the know~how'and tecklmical services may be
proviced by the foreign collabcrator for which he
gevs Uald in the form of rovaltles and fees. In some
otner cases, the coliaberatien is through equiuvy
rarticipatica the necessary canital boing provided

in cacgh or Ty machinery and eqﬁipment. There is also
ancther variety of collabeoration which invelvesro-
vision of equity participation as well as provision
of tecimicagl Mmow-how and services for which royalties
feeé are paid. lhy administrative Ministries are

invested with powers to approve collaboratvion agree-~

or

men's subject to the rayment off myaltiss for technical

know-how beirng within CC?t"ln sp2cified limits, ‘hen
the proposed terms cf parment exceed these limits or

wvhen the agrecments present unvsual featureg, they
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discussed and decided upca in an interrinisterial

@

ar
cemmittee, namely, the Fereign Ag:e%ﬁents Committee
headed by the Sccrebary, Ministry of Industrial Develop-
ment. There are two more inter—ministerial comniittees
dealing with foreign collaboraticn, namely, the
Fore-gn Investment Committee and thg Negotiating
Commiitee %o vhich we shall rcfer later cn. The Study
Tcam which had conducted a case study cn the masters
ceming hefore Ll Toreign Agrecments Commititee. found
that a vest majority of cases which went before this
Committec were within the compelence of the adminis-
treative lMinistrics themselves who had been delegated
suitable nowsrs in *his behalf. We agree with’the
Study Team that this tendency to itransfer the
responsibility for a decision falling within one's own
powers to an cutside committee leads to ccnsiderable
delays. We, therefore, agrce with the Study Team

that the Foereizn Agreements Committee shculd in

future require the concerned adrinistrative Hinis-
tries to state thé cxceptional features of the cases
which ncecessitate the concurvence ¢f the committee.

Ir thera_are no excepticnal feaotures, the adﬁinistra-
tive Ministrice musc themsnlves diccharge their
responsibility in regard to approval of agraements.
125, Foreign collaboration agreemonts have been
drawn up in a larne muber of cases over the past
seVeral years and as suggested by the Study Teanm

it is time that areview of a1l the agreements is
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made with a view to evolving standard gunidelines
for the drafting of agreements. The abssnce of such
guidelines Jeads to considerable G¢alay in the finalisa-
tion of agreements in many cases. Once guidelines are
drawn up, consideration of individual cases by the
Foreign Agreements Committee will be rastricted to a
few cases prescenting exceptional features. Thq above
review may s undertaken by the DGTD who should draw
ur the guldelines in consultation with ths Department
of iiconomic Affairs.

Recommendaticn:
4l

We recommend that :

(1) The DGTD should conduct a systematic
study of the collaboration agrzements
entered inthe past and recommend, in
consultation with the Department of

Economic Affairs on points involwving

financial implicaticons, standard terms

of financial and technilcal collabora.-

tion with foreign investors,

(2) This review znd standardisstica of
terms of collaboration could be started
in important szctors and lLater on
extended to the remaining sectors
a.S WGll.

125, The Ioreign Investment Committee under the
chairmanship of the Secreziary of the Department of
Beconomic Affairs was coastituted with a view to
_giving prompt decisions in casges involving major
issues and all cszses involving majcr foreign equity

participation., The Study Team, after going through

‘thc cases brought up before thizs Ccmmitteec, has
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found that the constitution of the Comittee has
actuzlly inhitited the exsrcise of dincretic: Ly
the ccnocerned adminisirative winistries becaise even
cases huring no serious policy considerations ars
pushed up to this Foréign Investment Commitiee, The
procedure aiso regaires that the recommendations of
thz CommIthce should be submi“ted for the approval
off the adrinistrative Miristry cercerned, tho
Minister of IndnsseizlDevelopnent and the Hinister
of Tinmanc:. A1l tais leads to consicarable delay.
Farther, the clearence by the Ferelgn investmernt
Committee does nol dispense with the approval of
the eministravive Vinistry and the BDreign Agone-

. R~ Tl ey T 4 R, o
tec. wWa ieck, Taerelrre, vhat (e Ls

[

ments Lorn
no need for thix high level cormnittee and dn the
interess of expediticus disposzl of cases, this
addivlonal level of consideration may he . dor > awszy
with., The Foreign fgrecements Comnittee méy tself

considesr tac matters whizh 1row gec to the Foreign

investment Commitice. Cases involving major poiicy

(S

[}

matters wo:ld in =ny cacz have to go te th
Hinisters concerncd and If necessery to the Cabinet.

T'{ﬁc(')mnl ~ndat -,0\- .
/"

de recomnend that th: Toreign Tmestmens
Commiitice may be aselisined ar.d the masters.
now gedrg before 1t may be considered by
las chann Ligreements Committee %self,

127. The Negotiating Committes considers all

cases Involving investments of over .5 crores.
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The Chairman of'this Cocmmitwee is the Cabinet Secretary.
We feel that so far as foreign céllaboration agrecmants
are concerncd, the Foreign Agrcements Committee is
sufficiently broad-based and that there‘is no need
for another committee tc go into these agreemenﬁs.
However, the Cabinet Secretary may be associated with
the disposal of cases cf foreign collabcratiod. which
involve an iﬁvestment of over Bs.5 crores.

Reeormendation:
£3

We racommend that foreign collaboration
agreements Involving investments of over
Bs.5 crores necd not go to the Negotiating
Committece and may ke considered by the
Foreign Agreements Committee itself. The
Cabinet Sccretary may, however; be asso-
ciated with the decisions in these cascs.
128, The Study Team has objected to some of the
me thods adopted for determination of the quantum of
royalties and fees. According to the Tean, the
‘quantum of royalties shoild be determired having in
view the relative complexity of technolcgy involved
and the facilities availaeble for obtaining it from
different sources, It should not be related, say, to
the foreign ecuity participation. Similarly, the
Team 1s sgdinst relating teclnical fees *to the value

of dimported enuipment or tc the forelgn cquity parti-

cipation. DLetermination of royalties and fecs is a
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question in&olving technical and economic considerations
and we do not propose to make any recommendation in this
regard.
129. The Working Group (D) has suggested that
Govermment should draw up three lists, viz., (1) a
list of items_ of technical know-how which could be
permitted to be imported; (ii) a list of items in
respeet of which know-how is available in the countrys;

and (iii) a 1ist of industries which should not be
allowed to go in for foreign technical know-how,
These 1ists should be examined by a Standing Committee
consisting of threc mombers of the NationalE conomic
Commission (name proposed by the Working Group (D)
and changed by us into the “Commission on Prices,
Cost and Tariff"), the Director General, CSIR,
concerned Directors of National Laboratories. the IGID,
the éhief Goenmomic Adviser and one or two representa-
tives of industries. After scrutiny by this Committee,
the above lists should be finalised and given wide
publicity. We do not agree with this suggestion.
Apart from the unwieldy size of the Committec proposed,
we do not think it a correct procedure for the G overn-
rent to prepare the lists suggested and submit them
to the Committ<e for approval. After all, the
information required will have to be collected by the
DGTD and we think that the best arrangement would

be to make the DGTD formally responsible for pfeparing
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the iists, after consulting the concerncd intcrests,
The 1ists wiil then be finalised by Covernmcont. e
have already rcccamended that the DGID should nake
a review of the foreign collaboraticn agrrements and
draw up standard terms of collatoraticn.

Recy mmendaticn:
4

We, thercfore, recommend that the DGID
shiculd prepare lists showing items in
respact of whien lmport of foreign
know-ncw will ba permitted; itams In
respect of which indigencus know-how

is availablc and incustries in Traspcet
of which import of technical know-how
will be prohibited. Af{ter itc arproval
of the.lists, the Governusnt shoulid
give them wide publicity.



CHADTFR VI'Y

MANAGEMENT OF T ORGLIGN EXCEANGE

Faorelgn Bxchange Budzet

130. The exercise of six monthly and annual foreign
exchange budgeting sterted in 1957 when cur. forsign
exchange resources caue undef severe strain. As
practiae& to-day, it is primarily a system of estima-
ting the re€eipts and expenditure of foreign exchanga
over a period and the apportionment of the available
resources to various uses in conformity with the
priorities of the Plan programme. The single factor
of foreign exchange availability can have a decisive
impact on the slze and the composition of .the annual
development plan, and the phasing of individual
programmes, etec., In view of this, it is rather
disquieting to see that the annual »lans wilthin the
framework of the Five Year Plan are more or lees,
settled priﬁarily on the consideration of the
availability of the internal resources without
adequate regard to the impliéd foreign exvchange
oblizations. There has to be a greater inter-liniting
of the rupee resources at the dispecsal of the
Goveri:ment, the foreign txchange resources and

the bank credit available to the inducstry or agri-~
culture for arriving at a purposeful policy.

120
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131. The control on the expenditure of foreign
- : - 4
exchange “r exercised at the point of commitment ard

e

not at the stage of setual outge of foreign exchange,
R R e oL TS RS fo LR
devaluation, and *he liberalisation of imports to reet
the current, requirements of priority industries, irmport
licencas are granted on the basis of the anticipated
cix months' requiremer.s of the inrdustrial vnits.

We do recognise t..it the shortv-term budgets are a
logical result ofliving dangerously nsar the margin.
But the element of uncertainty which this inevitably
creates amd the practice of accumulating inventories
which it understandably encourages have a deleterious
effect cn industry. The allocation of foreign ezchange .
for the maintenance reguirements of the industrial
units should, therefore, in éeneral be done on an
annual basis. This w’".1 bring about some element

of certainty so necessary for planning the productioh
programme., Very often, this element of certainty

is much more important than the abs@lute gquantum

of foreign exchange ultimately gfanted.

132. Therz are many obvioué limitations: cn the

data which form the bacis of foreign exchangs budgeting.
The utility of the foreign exchange bu&get énﬁ;rely
depends on the relisbility of figures furnished by

the Reserve Bank of Tndia ragarding the anticinated



inflow end outflow of forelgn exchange within a
specified peried. The Reserve;Bank,in turn,
depends largely on the factual infermation supp-
lied by tha authoriced dealers of fureign exchange.
The £tudy Team has brought out the several
factors which to~day vitiate the reliability of
statisvics available To the Reserve Bark of
Incia and the Government, This finding of the
stugy Team has been endorsed by tre Estimates
Committee in their 30th Report (19€7-63, Fourth
Lck Sabha). 1t is of the ubtmost irportance

that the system of data collection should be
impfoved.

Beoommendation:
45

We, therefore, racommend that:

(1) The annual foreign exchangc estimates
should be taken up simultaneously
with the foraulation & the Annual
FPlan whicl. should take into conside-
raticn the availability of foreign
exchange. :

(2) As a genersl rinciple, the allcca-
tion of frreign exchangs for main-
tenance requirements o the indws t-
rial wiits stould be done on an
annual basis,

(3) The system of data collection in the
Reserve Bank should e improved and
the Bank adecrately equipped for
tabulating the infcrwation collected.
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Administrative Arrangements for the
allocation ‘of nreisn Exchange.

133, Our general épproach of utilising to the
maximum the industrial potential already created in
the courntry weuld reguire correspcnding changes in
the arrangements and procedures for allocation of
foreign exchange. At the moment, there is no adequate
supporting econnmic data like the installed and
utilised capacily of various industries, the szount
of imports in the process of movement, stocks at the
beginning and at the end of the period, total anti-
cipated demand and production. Wi%h the suggestiocns
we made for systematic data collection and processing,
both by the Reéserve Bant and thd DGTD, it dould be
pocsible te intreduce nmore sophisticated controls
--and procedures. The priorities fixed for the indus-
‘trial sector in the manrer recommended by us in Chapter IT
sihould naturally te the starting pecint for the
erercise of foreipn exchange ailocation. The EGTD
‘should be the authority for initiating these propo-
sals in the light of priorities fixdd.
134. We have recomﬁended in Chapter IXI that for
the higher priority industries, licensing should mean
commitment for the provision of 211 innu“s ircluding
o reign exchange. In the same way, icr the second group

of Industries requiring foreign exchange, the arproval

]
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of the (Cgpital Goceds Committee shnould not be treated

i~

S & lere roytine exercize. We envisage that the
procedures -for foreign exchonge alliocation should be
-such that it shouwld be the final stage of a process
where foreign exchange resources are committed only

to decserving cases who are in a position to use it
speedily. Before giving the Capital Goods Committee's
approvdl, it would, therefore, be necéssary that the
stage of prepafedness of incdustrial units is thoroughiy
examined. |

135. We have earlier emphasised the need for

deing away with reliance on foreign a2id in the shortest
nosgible period. This would require a concerted
effort on all fronts, particularly at the point of
allocation of foreign exchange. Accérding to the
present procedure, the industrial units arz, more or
less, sure of a continuing‘foreign exchange alloca-
tion on the basis of past allocations, .for ending

the reliance on fereign aid speedily, 't would be
necessary for tne DGED to-makpwa critical examination
of the foreign exchange r@qhwrcments ol dlfferunf
industries. This may be done in consu;tatlon with
the industry. A realistic schadule should be

drawn up with thelir cooperation according to which

-~

oreifn nrohance allocation for the incustries
11 %2 redvaed. If tuis is done, “ne industries

concerned will nave a time perspectivz before them

A’,.b

"
]
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within which ihey will make an eff-ort in the direction
of import subsiitution and developront of the technical
know-how within the industry itself.

Becopmendation:
45

We, therefore, recommend that:

(1) The GID should nltlate the proposals
for apn)rtlonlng the availadle Lorelgﬂ
exo1anqe for current requ_wemcrks of
industries in the light of accepted
prioriiies.

(2) The approval of the Capital Goods
Committe: showld be considered as
the fiual stage where foreign exchange
re-ources ard comnitted, Thereiore,
*l.e stuge of prerparedness of the
i-Adustrial units before giving appro-
v i should be thorcughly examined.

(3) The DGTD after a critical ezamination of
the foreign exchange requirements of
Gifferent industries should work out
a schedule according to which thea
fereign exchange allozation should
progressively be redquced,

Arr- ngements for the timely and
pro; or utilisation of the Forelgn
Exchinen allocated,

—

1385, One cf the causes of delay in the utilisation
of foreign exchange is the varying degree of atitractive-
ness to importers cf the different sources of foreign
exchange. Applicants for import keep moving by

stagés from the Jz2ss attractive sourccs to the

rore attractive ones. This situation can be avoided

if a system c¢f sore meaningful allocétion of

foreign exchange, source-wise, can be evolved,

Technical Advisers to the Goverrmat should undertake
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periodical studies to determine the industries for
which a creditor country is a particuwlarly suitable
supplier of equipment. Ac the Study Team has statad,
"what should be ascertained is not merely the technslo
gy evolved in tﬁe créditor country in comparison to
INdia's needs but also the existence of c¢xperting
firms willing to supply tue equipment on the terms
negotiated-on the Governmsnt~to-Government basis"
The DGID should be concerned not mersly with the
prevention of import of equipment which is indigenorsly
available but should also ensure that the technoiogy
pronosed to bs used for a project is best suited to
the needs of the country. © should, therefore,
determine in zdvance the types of enuipment and the
type of industry which can be financed f{rom particular
,soﬁrces to the maximum economic advantage of the
country znd give wide publicity to them. If intending
entervreneurs are thus provided with information,
a considarable time nand money - involved in negotia-
ting with improbable foreign suppliers will be saved.
137. For sone indﬁstries, the practice followed
is to set monetary limits for the import of plant
of standéri siges obviating the need for a detaibad
serutiny of the list of goods proposed to-be imported.

This gives to the industrial unit scme Ilexibility.
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as to the items to be imported within the monetary
ceilirg. The ceiling obviously has tche periodically
adjusted with reference to the manufacturing
caéacity coming up ﬁithin the country itself. Tkis
practice snould be extended to more and more indust-
ries So as to ernable the entrepreneurs to take the
maximum advantage of it without making serious inroads
into the ccuntry's fereign exchange resources.
133. Compared %o the attenticn at present devoted
to the expenditure of foreign exchange ou mirute
invisible items aid the detailed scrutiny of the
list of items o7 equipment, the attention paid to
the prices of the importcd equipment iz surprisingly
inadequate, Ve are well aware that sopliisticated
equiprenc is generally not susplied off the shelfl
but is specizily fabricated to meet the requirements
of a custoner. There ought to he a systematic
analysis in the DGID of the various quotations
received by importers from alternative ‘sources of
supply. This will serve not only as a guide to
entreprencurs; it will help in détecting cases of
deliberate over-invoicing.

Rocommendations
47

We, therefore, recommend that :

in advance for tne benefit of iuporters
the types of equipment and t° - tymes of,
induvsiry which ¢an be financed from parti-
cilar sources to the maximun economic
advantage of the country.

(1) The DGID should determine and »iHlish
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(2) The present practice of setting ovirall
moncoary Timits for the Zmport of plants
of standard gizos instead. of setting limi-
ts fer individual items Jhould be extended
to mcre industries.

133, We now procaed to deal with a few specific

issues arising out cf ths exercise of toreign exchange

control.

(i) Grart of Foreign Exchange to

Trazsl for Businsss Feasons.
Applicants who seelr to travel for the
furtherance of trade, indﬁstry and commerce must
satisfy the Reserve Bark that the jourrey is bona-
fide ard for the purpose of ,furtherance of overseas

trade, Holding an import licence or an .industrial

- licence or a Lo2tter of Intent is a vrima-Tacie

evidezmc e which helps in dec’ding the hona-fides

of the aﬁplicant. We, however, feel tha*t there is
considerazble delay in the disposal of these cases
in checking whether the perscn'proposing to travel
abroad has renatriated eurlier expcrt proceeds,

We feel that. this check, as a matter of w utine,

a cause of annoyance and should be given up.

NN
0

Tt world be far simpler if the Reservs Bank of
India could periodically nake out a iist of those
persons who'are chronic defaulters in this behalf
and who should consequently be black-listed for the

release of forszign excharge on business grounds,
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140. An applicant proposing tc travel abroad in
the interest of premoting e¥ports is required to
produce evidence of nis financial standing by
furnishing a Ba.ck Certificate. We do appreciste
the fset that the limited resources of foreign
exchange have to be used to tie maximum advantage
of the courhry, but a.person’s bank account is
certainly not ihe only guide in this resnect.
Businessmen belon;ing to a firm which is enrolled
as a uebaer of cuy Ezpert Promeotion Council or
registerad wick them nzed not be bothered with
the brrden of proving their fiaancial sftanding svery
time they trrval abroad.

Rozommendasd ~ne
43

We,y therefors, recommend thas:

(1) Thne present practice of checliing
wnether a person nroposing to travel
abroad has repatriated earlizr export
procceds should be given up; instead
the BBl should periodically prepare
a 1list of persistent cefaultsrs in
this regard who should be blad.lig*ed
for the release cof exchange for travel.

(2) Puniressmen belenging to a firm which
s a wamber of any Export Promotion
LUouncil need ncet be regquired to furnish
a. Bank Certificate vcuchsafing their
financial standing, Hefore they are
granted foreigrn exchange for travell}”
tc promcte exports.
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{ii} Grant of Foreign Exchange
for studies ahroac

147, There are detziled rules regaliating the release

of foreign exchange tc stud~nts propesing to study abroad.
The rules prescribe the courses of studies eligible for
tkis facility and the minimim academic standards vhich

a student muzt satisfy. Iio comprehensi.e recgulaticns can
n0soibly comer the entire field of educa*ion with its
increasing specializations. .This Znevitably leads to an
ezéee&in:ly large number of references from the Rescrve
Bank to thle Government of India. ﬁoreover, the rules lkeep
alterins so frequently that stuvdents.can hardly plan
their future pregramme of study,

Recormendation:
49

We, therefore, recomrsnd that *tne rules

- regulating the relecacz ol foreign exchangs
for studies abroad should be wiiely published
for generzl nform tion and :zhculd not be
altored frr a period of at l:a3t three years,

(:1ii) Grant of Foreigr Exchange for
M24igcsl Tyaakzont Abvread

142, Persons who ~re =llotted foreign exchange

“for “1e pu—cse of medical treatment abroad are
required to submit to the Reserve Bank a stakment
of accounts shewing the amounh speut on medical
treatreny, the sums spent on their own and their
attendant's mainr=nence, ehe.. We wdershand that
a large number of such parsons have In tre past

raliled to render eatisfacter- szccounts.
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Recomeandaliinz:
50

We, therefore, recommend that the Raserve
Bank chould insisi on thie production of
provsr acecounts by persons granteé farelgn
excharee for medical treatment and should
undertake vhere n2éessary enforcerient
proceelings.

(iv) Piblication of regulations
governing releasc of foreign
exchares for "Invisible Ttaems"”.

143, The rapidily with which the regulations relating
to the releaze of foreign exchange for various pruposes
other than irports kee»n changing and the inadequate
publiecity giv:in to these rules causes considerablé
inconvenience to the public. Thke number of people
affected i3 enormous and in the absence of an authori-
tative document loying down the regulatinns in force,
consideréble difficulty is beirg experienced by the
gencral publie. In order to remove this uncerteinty,

the regulations gnhverning the ra2leass of foreign

exchange Lor.'tinvisible--Fhoems™ should Le published in

the shape of a "Red Beok" on invisitles., The amount

of foralgn exchwn 2 spent on various uses and wherever
practicanle, the  auber of ap)licants of each of the
various types sh 41 be published for general information every
six monitics.

Recommendatinn:
[

51
Wey thecefore, reconmend that:

(1) A "led Book" on invisioles conLain-
inr regalaticons governing release
ol foreign c¢xchange for invisible
itoms ray be published.
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(2) The amount of foreign exchange spent
uncer the various items and wherever
practicable, the number of apolicants
of various uvypes should be published
every six moaths.

(v) !'P) Forrm Control

144, The gtwly Team has examined the working of
the present regulaiions which restrict the travel abroad
by Indsan nafionals“ It has referred to the fact that
even those who do not seek any release of foreign
exchange from the Reservs Bank are sub ject to travel
zstriotions exercised througzh what has come to Bo
known as the fP"Form‘Control. l'heo:r-etica.lly, there n~are
arguments to support this control, but the utility or
merit of = specific control is measured by its tangible
beﬁefits in comparison to the quantum of efrfort by
the Adrinistration and the degree of hardkhip or
harassment to the public., The Study Team has pointed
out how the enforcement of this contrcl has led to
ssveral malpractices without any countervailing
advaatage to the foreign exchange recgources of the
country. There are severe limitatiors on the usefulness
of this type of regulation. Apart from this the
intangibls benefits of foreign travel to the residents
~ofa country adequately compensate for the amount of
foreign exchange involved so long as suéh travels
are not udertaken merely for the sake of 'globe-
trotiing' or for pleasu.e,

" We have noted thatsome procecural change
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has beem 2ffected in the case of certain categories
of persons going zbroad like wife and dependent child-
ren joining head of fhe family, Indian natinnals working
abroad ete, While these chaiges zre welcome, they
do not affest the validity of the arguments on the
1

oe

baslis of which tho Study Tesm has suggestzd ¢t

abolition of thc P Form Contral

Becammondation:
£2

We, therefore, recommend that the 'P!
Form Centrol should ve abolished.



CF PTi#R IX

CONTROL OF CAPITAL ISSIT3S

145, Capitel Issue Control was first introduced
in 1944 by a Bule framed under the Defence of India
Act, 1939, After cessation of the War it vas conti-
nued from time to time by an Act of Parliament,
namely, the Capital Issues (Continuance of Ccntrol)
Act, 1947. 1In 1956, the act was placed pemmuncutly
on the Statute Book.

146. The control over capital issues when first
irposed was intended o channelisze. the flow of
capital towards essential indusvries. However,
after the coming into existence c¢f the Industries
(Develoﬁment and Regulation) Act, the utility of
the capital issues as.a device for canalising
investinment in desirable dirsctions has practically
vanished.

147. After ‘the issue of the Capital Issues
(Exemption) Order, 1966, the importince of this
control measure has further dwindled. Under this
order issues of.cépifal by banking and insurance
companias, private companies and Goverrnment compa-
nies are exempted from control. A4ven the issues by
public compsnies will be exempt from control if
they satisfy certain concditions iaid down in the
Order. For instance, one of the conditions is

124
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that the isczues chould be &t paf and not at a
premium or at a discount. A company desirous of
availing itself of the excmption should file with
the Controller of Cepital Issues a statement of
its cerital issue proposals in a prescribed'form.
The Contrcller of Capital Issues should, within
30 days of the rec-ipt of the capital issues pro-
posal, infoim the company concerned in writing whe-
ther or not he has any objection the:eto.
148, Tliough the procedure outlined above limits
the period of conzideration of capital issues
proposal to one wonth, we do not see any reasocn vhy
this procedure should at ail be necessery in all
these cases which aciually satisfy the conditions
laid down by the dxemption Order., The Cortroller of
Capitel Issues need nct spend his tiﬁe in verifying
whether the issue proposals satisfy the conditions,
It may be ieft to the companies to make the issues
if they are satisfied that the necessary conditions
have been fulfilled. They will have to bear the
respbnéibility for the ceoasequences of the infringe-
ment of any of the conditions. The Controller of
Capital Issues haz, of course, to see that thé
rates of interest on debcntures, of the preference
shares dividends, and of the timinz of the big

itgsues are in accordonce with the Government's



12€

policy. For this purpcsz he now acts under Secticn
6 (ii) of the Swxemption Order which enables the
Cantral Government to modify in the prblic interest
any proposal for issue by a public company desiring
to avell itself of the exemption. Hven for achieving
this purpose; 1t is not necessary to 2dopt the
procedur2 of prior reference to the Controller of
Capital Issues. Government's policy on interest
on debentures and on preference snarec dividends,
should, to tlle erxtent possible, be incorpeorated in
the Exemption Crder itself. Similarly, Government
can declare in which Qf the months big issues by
comparies will nct be permitted. This declaration

en be made under an enabling provision incorporated
in the #xemption Order itself, If these zters are
taken, compaiies may be allowed tb nake their issues
withous referénce to the C.C.I.provided they satisfy
the conditions prescribed in the BExemrticn Order.
The work devolving upon the €.C.I, will then consi-
deratly redused and will be coniined mqqtly to cacsz
waer2 shares zre proposed to be icsued at a2 premium
(mostly »y foreign comparies) anc wher2 interest on
debentures end rrelerence shares 12vi.ends ore pro-
nosed Lo be given at rales higher than thosc mentioned
in the Bxcmption Order. Cases of the labtter type
rust be rare. A4s the worlk of the C.C.I. will be

considcrably reduced, it wiil not be necessary
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to have a semarate offise headsd by a Controller of

Capital Issvcs. The Sacratzry, Department of Heconomic

Affairs, mey be decloyed as ex~cffidio Controiler

of Caniial Issues and his office should be cuficient
to give extra help to carry on the cuties of the
Contreller of Capital Iscsucs,

Lonmmendation:
e

(o]

We, thacefore, recoruend that :

(1) Tho naviruam anount of dcrtenture interest
or vrefer-ence share dividends which
crald ve Fixed by compenilns withoud
refercree to the Contrellier of Tapital
lssue. may be incowporafted in She Capital
Issaes Lxueption Ornder.

(2} The months during vhich large issu2s of
cupital by comneries are not to he
peraitced should b2 dezizyed from time
o time Ly the Government uander powers
corived froo an enabling provision io
e _ncorperated for that purpese in

ne gxemption Order.

™ ~ompanies may be allowed to meke

ssua2g provid-d all the conditisns
acluding those relating to the matters

ferred to at (1) ana (2) sbove are

sotisfied without making a prior

ia?crence to tha Controller or Capital
calec,

proin3

" La

(1) Ty s2pavate nost of Centrolier of
Conmitial Izsves wray bo zholished and the
Senrotary, Denartment of Peoncorice Affairs
may e d2-lared o¢s tle Controllsr of
Canpital losues ir edditiow *+o ais ¢wm
dajsics.



CEAPTER X

ADMINISTRATION €F CCMPANIES AQT
1.49. The Working Greoup (C} has assenmblad

enough material to show how during the last half

a century joint stock companies have steadily
grewrn and now hold an dwneortart position in the
counlry!s economy. 4s thoy make a substantial

contrlhrtﬁJL to the realisat

[N

on o the goals of

planred develooment in the private sector, their

4,
0
ot

healtny functionirg is a matstar of prklic cencern.
It is. therefore, bLut appropriate *that the regula-
tory provisions of the Comparies Act besides laying
down the structure and msnnar of funeliioning of
cormpanlies shoul: seck to prevent malpractices of
the management. I% soould, however, be borne in
ming that flexibility arnd -expesiency ere ile
essence of corrercial enterprise ard irnitiative and
discretion are its indispensable aidgs. any

systam of regulation vhich unduvly curbz these

wou.d 4szfeat the object underlying the lLaw

namely maKing the institutions effective, effiecient,

ing .

purpocseful and scund. Both in framing the rules
and taking sdministrative action, *his basie
approach mist e borne in mind.

150, The Worlking Crovp (C) has devote?d
attention not only to the administrative sct-up

for administering the Companies Act dbut also tn

12¢
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149. The Working Group (C) has assasmblzd
enough material to snow how during the last half

a century joint sftock companias have steadily
grovrn and now hold an iﬁpertant position in the
countryis econociny. Ls thoy meke a substantial
contributisng ©o tho realisation of the gcals of
pilanred develooment in the private sector, their
healtny funciionirg is a matier of purblic cecneern.
It is, tmerefcre, Lul ~ppreopriate *hat the regula-
tory provisions of the Comraries Act bezides laying
down the struciture and mennar of functiioning of
companiez shouvl: seck to prevent malpractices of
the management. I% saould, hewever, be borne in
rmind that flexibility and -expemiency ere {le
essence of corrercial enterprise ard initiative and
giscretion sre 1is indispensable aids. ANy

syslan of roguiation which unduvly curbs these

wotld defeat the ObJﬁCt underlying the law

ot

namely nmaking the institutions effective, elficien
purposeful and scund. Poth in framing the rules
and taking administrative action, *his basiec
approach miit be borne in mind.

150, The Working Grovp (C) has devote?
attention not only to the edministrative sct-up

for administering the Companies Aet but also Lo

12¢
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an examination of the technical content of the law
itself and has made some detailed suggestions. We
invite the attention of Government to the more
important of them which are summarised in the
annexure to. this chapter. Beyond expressing our
agreement with items 4 and 8, we do not propose
to make any recommendations on thet.
1561. The adninistrative set-up consists of the
Lepaltiicay 01 Lolpaiiy Arlaics all Uiz ;Qas;gxﬁnh FRCRENEN
the Company Law Board have jurisdiction over the
whole country, the Regional Directors, each one
having jurisdiction over a specified area, and the
Registrars, siwmilarly having a jurisdiction over
specified area within a region. Mozt of the powers
conferred on the Central Gecvernment are delegated
to the Company Law Board and the Rcgional Di:ectors.
The Act invoeis the Courts also with certain powers,
The Registrar ferives lis powers directly from the
Act, The Advisory Committee constituted under
Section 410 of the Companies Act advises the Central
Government and the Compény Law Board on such matters
as may be referrad to it by that Government or
the Board.
1562. In this chapter we deal with the suggestions
made by the Working Group (C} as a result ¢ its study
of the functioning of the abave administrative set-up

and set forth our recommendations thereon.
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The Advisory Committee

153, ~ Section 470 of the Companies Act befcre
amendment in 1964 fequired the Central Governmcnt
to censtitute an Advisory Conmission for advising
it on matters which involved the use of discretion
by the executive when passing orders under certain
Sections of the Act. Such matters were enumerated
in Section 411 (since repealed). As merntioned in
the First Annual Report of the Worling and Adminis-
tration of the Comranies Act, 1956, "the interposi-
tion of fhe Advisory Commission between the publie
and tﬁe Government was considered desirablie becau;e
of the large discretionary powers conferred on the
Central Governmént under the diifecrent secticns of
the Act mentioned in Seetion 411. It was felt that
in the exercise of these powers Government should
have the advantage of a careful assessment of the
pros and cons of individual cases which call for
the exercise of Government's disecrevionary authority
by a body of competent people who were generally
familiar with commpany methods and pracvices and
were expected at the same time %o take a broad
view of the legal and socilal responsibility of
compeny management and also o the pervasive public
interest implicit iu the manner in which the
companies carried on their work.-”However, later
on Snction 410 was amended and a provision was

mace for the establishment of an Adv@sory Copmittee



123

to replacz the old Corpany Law Advisory Commission.
The Commitiee wnich has sincc been constituted will
give advice only ~n such matters arising out of the
administration of ﬁhe Act as may be referred to it
by the CGovernrent or the Company Law Board. In other
words, there is no obligation on the part of the
executive to seek the adviee of the Advisory Committee
when dealing with the matters which, in the past,
would have becn raferred to tie Advisory Commission.
The Working Group (C) has suggested that the Advisory
Committee should be endowed Qith powars and responsi-
bilities in respect of those areas where the
Administration now exercises wide discretionary
authority in regard to the many aspects of company
managcment and practice. The majority‘of the Werking
Croun (C) has suggested that the Central Government
should consult the Advisory Committee and formulate
general principles and guldelines in respect of the
following matters:

1l. Menagerial appointments and remuneraticns.

2. Removal of manzagerial personnel.

3. Sole sclling agents.,

4, Int@r-company investments and loans.

5. Inspections and investigations.
6. Cost auviit and ¢ 2cial audit,
7. Disclo:rares required in prospectus.

8. Exznption of Government compmanies urnder
Scction 620.

9. Desirable (ebt, equi*y ratios,
10. Amendment of Schedules.
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The majority doees mot consider it necessary for
Government to seeX the advice in individual cases,
if the declsions are taken within the approved
guidelines, We agree with the majority's suggestion
which can be carried out without any amendment of
the law,
154. 4 ninority of the Working Growp (C)
is incliined to the view that every individual case
involving zxercise c¢f discretion by Gevermment should
be referred te the Advisory Committee for advics.
In its opinicn matters whiéh require the advice of
outside bodies weuld fall into iwo types, namely,
those involving technical or guasi-technical problems
and those ccncerncl with the exercise of discretionary
executive powers. No general principles of guidelines
could be formulated for dealing with the latver type
of cases. It would, therefore, be a valuable safe-
guafd to all councerned, if decisicns involving the use
of discretionary powers were taken on the considercd
zdvice of a body outside the administration. We do
not agree with *his wview. If no genural principices
or guidelines can be formulated in dealing with cases
involving discretion, consultation with an cutside
body will be pcintless, Such consuliations will only
iead tc the substitution of one unguided discretion
by another unguided discretion. We are, therefore, of
the view *hat attempts should be made to evolve guilde-

i1ines even in respect of matters involiving discretion
and that for this purpose the Advisory Comnittee
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should be ecnsulted. Cases which deviate from

the guidelines should, as a matter of course, be
referred to the Advisory Committee. Govarrment

may also refer to the Committee any other important-

matter not covered by thoze for which guidelines are

given,
Recommendation:
&4.

e recommend that :

(1) Governmant should formulate general
principies =2nd guidelines in 2onsultation
with the Advisory Committee in respect
of important meiters.

(2) Cases arisinz in areas in respect of
which 7Tuildelines are prescribed should
ve.ref.rred to the-Advisory Cormittee
for aivice if they deviake froun the
guidelines.

Tnapections and Investigaticns
155, ~oadly speaking, Government exercises three

types of povers which glable it to rrevent malpractices
by management or uncever tiem, if they had dlready
taken place. These ave: (a) the power to get books.of-
accounts and other bocks and papers inspected.by the
Registrur ov Ly any other Government officer authorised
in thiz behalf, vide Sectzon 209 (4)(b) of the Companies
Actsy (b) the power to direct that a2 speeial audit be
carried out either oy the Company's auditor or some
other Chartered Acccuntant, vide Section 2334 of the
Companies Acty; and (c) the power to appoint ore or more

competent persons tu investieete the affeilrs of any

i
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company on apvlication by the members of the ccompany
or on a report bty the Registrar or in pursuance of a court
order or on its cwn initiative.-A Directorate of
Inspection has been established with héadquarters
located in the Department of Company Affairs, New
Delhi, with the object of organising inspectiens
mmder Section 209(4)(b). Such inspections are

carried out by Regional Inspnectors under the

guidance of a Diréctof of Inspection and Investigation,
The interition appérently was to make inspections,

as a matter of course, cf Qll the coﬁpanies in the
coumntry. Hewever, in practice Inspections are
undertaken only when there are some specizl reasons
for it, =ay, when & complaint has been made about

the manner in which the company is being run. The
results thrown up by such inepecilon may indicate the
need for a spscial éudit or investigaﬁion. The
Company Law Beoard, alter going through the special
audit or investigation report, as the case may be

can initiate punitive éction against the management
if found necessary. Sich.punitive action may alwo

be taken on the results of original inspection itself.
It is also possivle that special audit or inveszwiga-
tions mey be ordered without thers being a formal

inspecticn under Section 209(4)(b). |
1586, Ths Working Group (C) Mas pointed out how with
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the functional/cbntrol of the regional inspecting
stalf being exercised from the Centre, the Regional
Directors did not feel that incy had that measure of
direct responsibility for the inspection work in
their region as fcr the other work looked after by
them. This is unfortunate. It would be but appropriate
that Regional Directors who discharge several functions
with respect to the compaziés in their regipns |
should be fully cognisant of the manner in which
these companics were being run. In this connection,
inspections carried out urder Section 209{4)(b)
will be of imuense value. We, therefore, agree with
the Working Group (C) that the Director should be
relieved of the refponsibility for organising
inspections which should be transferred to the
Regional Directorr.-The Director will then be
concerned primarily with the formulation of principles
and techniques for the guidance of the Regional
Directors and the inspecting otaff. He will also be
rcsponsitble Tor working out —n integrated procedure
relating to *the implementation of the sections
dealing with inspections, special audit and investiga-
tionz, After shedding the responsitility for
conductirg of inspuections, he should be able to fing
timz to a2ttend to the much more important task of
dirceting investigations and later on for following

up the results of +tlie investigations with the help of
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competent technieal cofficers. We are in acreement with
these suggeztions,

Recommendation:
55

We recommend as follows:

(1) The responsibility for the conduct cf
inspections shoulid b~ transferrad to
the Regional Directors of Company Law
Acministration to whem Regicnzl Inspectors
are administratively subtordinatz. The
segicnal Directors shouwid, however, draw
up the programme for inspection in advance
andl get them approved by the Director of
inspection.

(2) The Degional Dirzctors should take such
fellew-un action c¢n the inspection reports
as 1s found necessary in all matters in
respect of wiich powers have been uelegated
vo then under ihe Act. Cther matiters should
be referred to the Centrsl Directorate.

{8) With the %ransfer of his responsibility for the
conduey of irs pecticns to the hegisnal
Directore, the Director of Inspection and
Investigaticsa should concentrate on the
directing of investigation, ani on i"e
follow-up action (incluiling prosecutiion)
forwd neces3ery as the result of investiga-
-ticr. lie should be re~designated as
Darector of Inspection, Invescigation and
Proscecution.

(4) Tae Director will feormulate principles,
proceduras and techuiques feor carrying out
inspections and investigations. The Director
will give, where necsssary, technical guidance
in imdividual cescs to the Regional Directors
gnd he regioncl inspsction stafi. Waere
inter~regional inspections ars to be carried
cuc, e will have to-dovise a concerted
stravegy which will ensure effective cocrdina-
tion of the inspections carried out in
various regions..

Those parts of the Secrectariat which deal
with inspection, investigation and rrosecu~
tzon, s.oull be transferrad to the L. rector
so vhat duplicaticn of werk may be avoided.
Matters of policy and final approval cf
prosescuvion will, of course, continuve to

be dealt with in the Secretariat.

—~
93]
s
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157. One <f the nembers of the WorPirg Group (C),
a.b

Shri S.Verkataraman, has suvggested that/soie important
centrec, there should be insgection wings working
directly urder the Director of Inspaction. These
would be retuired for carrying ovt inspections, as
nhreliminary to detailed investigation and for
stuiying the workir: of inter-related ccupanics
located in different —wegions., We do not see any
ohjcotion %o providiag special facilities for inspec-
tions under the guidance of the Direcltor Of}ILSpeCtion
“dn some selecizd zases while transferring the
respensihiiits for inspestion, in genera™, t- the
Reglonal Directors.

Tae Compsny_Law 3osrd

158. In Ccteber, 19453, *he Department of Company
Lav Affairs wis abelished and the Company Law Board
was sct vy in February, 1964. Mci3t of the powers and
furctioins of thi» Central Government under the Companies
Act hnve been delegated to the Beard. Iater, a
combined Department of Company Affairs and In Surancé
vas created arnd the Cheirman and.Members of th: Board
were ro-de signéted as Secretary and 5oint Secretaries
of th: Depar*ment. Iisurznce was later tiken out of
thils Depariment which thencefcerward was designated
as Department of Company Affairs. The Working Group (C)
suggests that the Company Law Board wiiich dpes not
discharge any fpecial functions be wound up and that

the responsitility for the administration of the
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Companies Act be placed "suarely and visibry"
on the Department of Company Afrairs,
159.  We are not inclined to agree with this
suggestion. We welcome the intrecduction of the
principle of collective decision at top levels in
certain types Qf situationé of which the cases
arising in Company Law Administration furnish good
examples. It is in the light of this principle that
¥e have recommended in another part of this report
the setting up of Deveclopment Boardsrfor Textiles
and Coal. We understand that while the Members can
dispose of certain types cf cases nllocated to them,
decision on important matters and subjects arc taken
by the entire Board. This appearss to be a satisfactory
arrangement and may be continuad.

Administrative functions discharzed bv Courts

160. The Working Group (C) suggests the setting
up of IAdministrative Tribunals in the more important
commercial centres and of an 4ppellate Administrative
Tribunal at Delhi to randle and dispose of tha
-increasihgly largs nunber of company cases which are
now réferxed to the Courts. We will desal with th's
suggestion in our report on Adminictrative Tribunals.
There is, however, a case for reiievirg the Courts
of items of merely administrative nature. These
could be transferfed to the Central Government
-which could delegate them to the Company Law

Board or the Regional Directors. The Ccurts will
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then be 1-{t with.cniy such cases as would involve the
shifting of evidence through julicial processes for the
purprse of arriving at findings. The releﬁant provisicns
of ‘the Companics Aot may be gone throughrand the
functions s%hich are cf routine administrative nature may
be transferred to the cx~cutive. The provisions of the
Companies Act for winding up alsc invest the Courts with
some functions. Scme of these are administrétive.
An 1llustrative 1list of such functions is given in the
annexure to Chapter XIII of the report of the Working
Croup (C). Ve agree that such func{ions may be transferred
from the Courts. The transier should, hcwever,
be to 1lhe Administration.

Reecemnends? Fons

o
w0

We recormend that the functions which are
now discnarged by the Courts under the
Companics Act may te reviewed and those-
wiridh are of rToutine adainistrative nature
nay be transferred to the execvitive,

The proposal for an integrated administration
for Tormar s _Leyw_and c¢oriain other enactments.

161. The Werking Group (C) has suggested that in the
interes* of eflicaoncey and purposive administration of
not only the Cocrmpanies Act but also of the other related
enactments dealing with capital isrues, stock exchanges,
the Iinencial Corpcravions, the Tife Insurance Ccrporation
and the Urnit Trust, all thesec subjects should te adminis-
tered under the broad policy guidance of one and the

same Ministry. It then envisages setiing up of zn

integrated Ministry dealing with 211 these subj=cts
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to which the work relating to the Industries

(Development and Regulation) Act concerning tre

investigatin of commaniss in disiress should be transier-
red. We are not convinced of the need to put all these
subjects under a separats Ministry., Nor are we convineced

of the need of subjects other than Company ILew Administraticn
being administered in close proximity with the Company Law
Administration. Capital issues control. throws up issues which
are mainly for the Finance Ministry to consider. Tt does

not deal with the administration of cormpanies; it has only
to implement Goverpament's financial poliey with regard to
investments, irterest rates, etec. Similarly, the Financial
Corporations are banking institutions par excellence and
ther have wvory Jittis 7o do with compény adrinistration.

e Unit Trust, again, 2z an instrument Tor the achievement
of Government's economic policy relating to channelffing

of funds into selected invesiment arceas. Similarly,
activities of the Life Insurance Cornoration liardly concern
company administration. A part of its investment is no doubt
being made in companiss' securities, but thiz does not mean
that the againistration of Life insurance sheculd be done

in close association with the administratidn ol company

law. Thus, we do not see any compelling reason for

bringing the sbove four subjentis in clese association

with the Company Law Administratien. Th;re may, hoveved,

be some jusiification for bringing Stock Exchange
Regulation into closé reletionship with tiae Company

Law Agministration, and to this extent we agree

with the Working Group.



Recommendationr:
57

Ve recommend that the wori relating to
Stoclk Exchanges may be transferred to
the Dapartment of Cocmpany Affailrs.

Worlers' Par-icipation in lianagement

162. "he Working Croup (C) has stated that the
time has not yet arrived for providing for particira-
tion of workcrs' reprasen®atives in the management

of companics. The. demand for suchk representatisn does.
not apvear lo be perticularly strong. It is only afte;
further improvements have been made in workers!' rights
and more cystematic and comprehensive use has been
made of a wide rance ol joint determination within

an enterprise in its day-to-day activities that
statutory representation ¢f workers in the management
of companies whether at the top (Board), middle
(Excentive management) or lower {(Shop-floor) levels
may o2 concidered.

133, The Commission is cf the view that considera-
tion be given to the imcortant issue of particivation
of workers! rerresentatives in the managsenent of |
comparies, Thiz subject will urdoubtedly be
considered by the Natiocnal Commission or Lzbour,

The trend in demccratic cowntriss to—da& is to

make the werkers ieel a legisimate sense of

partlcipation.



AMWEYTRE 0 CHAPTER XJ

Some of the sugegestions made by the

Working Gronp () for the amendment

of the Companie- Act - Reference to
the nars 150

1. A comprehensive lock should be teken at the
Getailed provisions of the Companies Act and also of

the other related statutes at an anpropriate time as
soon as the Legislature has dealt with the Mononolies
and Restrictive Trade Practices Bill which is now before
& Sedent Committes.

2. The defini” ioun of '"private company" contained

in the Companies Aczt, 1956 should he amended and a
private company should be defined as cne vhich
restricts the right to transfer shares, limits the
number of its members to 5C, prohibits any invitation
tb'the public to sibscribe-for shares and also restricts
its berrowings from the public and inonecilal institutinns
other than banks, ete. to 50% of its paid-up capital.

3. the time is not yet ripe for writing 1into

the company law specific provisiors for setting up

of a 2-tier boards, nusmely, supervisory and the
managerment boards. The business leaders should in

the mearwhile consider whether it weould not bhe

advantageous to encourage the growth of an informal

142
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typz of collepiante mannpcuent under the board
supervisicon ard contrel ¢f couposite boards of
directors. The efficlency, guality and the
harmony of managzment would consirderally incroarse
if the senior exzevtives o companies are given
acces3 to the managaasnt board 2.d couvld partizi-
pate on an equal footing with the ton management
In major -oliey-nciing.

4. Foilowing thic zbolition of the lManaging
Agency system the lew ghould provide compulcorily for
at leact one ianaging Director or cne whele-tine
director or a mznager belig provided with a seat

on the Board of every prhlic company.

. Tre Coupanies Aet provides that no one can

O

,be epnointed to be a Managing Director for more than
twe public companics-excent with tha approval of

the Central Government. This prohivition sheuld

also extend to rrivate companies, i.é., ne o1e vho

is a Managing Director of a pibiic company shall be
appointed Managirg Director of more 4hnan fonr
comranies in 211 of which not wmore *than two sﬁould be
public companies.

6. The mexinum numher of companies in which a
pereon can he a direccteor shduld te reduced from

20 to 15,



7 No cne who has attainéd the age of 70
should be permitted to continue as a lirector.

&, ‘The number of ordinary directorships which
thé managing or a whola-time director of a public
company will held should not b2 mora than 2 or 3,
9. The Group does nct recommend a compulsory
system of proportional representatinn for

all or even selected groups of companies. Even
the option given to a ccmpeny by Section 2€5

has not so far been used. Government may,
hQWevér, study this matter and also the
sugeestion that where a substantiel majority

of shareholders ask for the appointmant of

a director in addition to those who cre

already on the board, it should be

necessary for a company to appolint hin
notwithstanding anything contained in

the Articles of the Company or the Act.

1C. ' The right to speak should be extended

to a proxy.

1l. The companies should provide compulsorily
for the appointment of qualified Scerztaries

“n the case of large piblic companies with
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a paid-up capital of 7.50 12khs or more.
Suitable gualifications for such Sacre-
taries should be prescribed by Govern-

ment. |

12. It is difficult to lay down any
general principles prescribing the qualifi-
catinns and experience needed by the Managing
Director or whele-time director. Nevertheless
the Administration should be able to lay
down in general terms ithe type of individuals
who would prima facie b2 julged unfit for
appointment as managing or whole-time
director and mzke its yolicy known to the
business community‘and to the shar~holders
and other directly concernad with the
managem nt, ol coipanics. Section 274

lays down some disqualifications. The
Administration should add to this list

in tha 1ight of its administr:tive vpolicy

as regards the anpointment or re-appointment

of managing or whole-timg directors.
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13, while suitable amendments should »e made to
prohibit the contribition to politiecal parties or

for political purposes, similar ban should not be
inposed on the use of company funds for charitable
purposes.

14 (a) Government should sanction a reasonable
remunergbtion for the entire period of the first appoint-
pnent of a Chief Executive.

(b) In the case of going concerns, the
remuneraztion duly approved by Governmsnt chould be
deemed to be the minimum remunergtion for a
period of two to thrse years at a time, If at the
end of this period it is found that the amcuni of
remuneration saacticnsd is in excess of thé sta-
tutery limit, Government should have the rizht
to review the case and to prescribe such other
femuneration as may ve appropriate to the fortunes
of the companye

(¢c) Further, in the case of going concerns,
the shifeholders should be frze to fix the remunera-
tion of the chief Executive within the limits of
maximun administrastive ceilings as may be fixed.

The decigion of the shareholders should be ‘.aken by

Geclgbn

W

a special resolution st a meeting. Th
should be conveved to Government within a fortnight of

the special meeting. Government should have the
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rignt to order any suitatble modification in the
proposed remunsration and other terms and conditions
of employment of theChief Executive. If no
objection is raised by Government within a period
of 60 days after receipt of the compan) s proposalsy
they should be deemed to have been approved.
15. (a) Government should consider strengthen-
ing of the pruvisions of Section 294 particularly
of sub-section 4(b)(ii) so as to enable thenm to
keep a close watch on the tendency to use tihie sell-
ing agency agreencnts as a device for unduly adding
to the remuncration of the management of companiese.
(b) Senior officers of the depértment in
consultation with selected representatives of trade
and indystry should ev-lve appropriate guidelines
for the use of deparimental officers entrusted with
the responsibility for the administration of the
provisiong of the law relatiné to sole selling agents.
Copies of all sole selling agency agreemerlits entered
into by public companies with a turnover over a
prescribed limit in ary particular line of trade
or industry shculd be subaitted to Government for
registration in the rezional offices. It should be
open to Government to modifly the terms of these
azrecnents at any time durlng their penaendy after
hearing the parties concerned, and companies should

be required to give effect to these modificationg
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with effect from such date as Gsvernment mi zht
indicate,

16.. | The tendency to substituts consultants,
technical advisers, agents or spacial officers for
the managing agenns should te checked. ®Bona fide
consultants or technical officers should Y3 compen-
sated by means of fees so egleulated as to ensure
that they are commensurate with the value of the
services, The remunerabtion siiould not be fixed

as ad hoc percentages of commission on zross profits.
In any casge where remuneration is given in the form
of a percentage of gross profits it shouli be sub-
jeect o ratification by the compzany in a general
meeting within a period ¢f not mora than six nmonths.
Government may aliso congider the system of regis-
traticn of consultants dnd technicsl advigers.

17. Section 408 of the Companies pce* enables
the Government to make appointments of on- or two
direchorz. IV was 2zpected that these nominees would
be able to »ull their weight and to influence
decision~-magking by the other members Oof the Board,
The evpactations have been larzely belisde. It is
therefore necessary that Yorernuens chould consider
how Covernment Directors can most effectively

funeticn, (ne method is to empower them to hold
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ﬁp decisions in respect of some specific areas

of cumpany management snd refer them to Goyernment
if .they wers of the view that such declgions would
be opprescive to any members of the compay or night
prejudice the interests of the company or might be

against the public interest,
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SUMMARY OF RECOMMENDATIONS

CEAPTTR IT - STRATEIY CR wCONOMIC DEVELOPMENT

The Priwme Minister should kecp herself
informed abouxt the overall prozress in
the imoiemenbtation of the Plan with 2
view o ensuring that®t all the sectors
of the econory move Torward in vnison
vita the Plan and to issue necessary
directives.

As soon as the Plan is fornulated and
approved, each Ministry or Department
conecernad should frame operational
gquivalents of the Plan proposals. On
this basis a general paper coveriig the
entire field of Central and State
develonmental activities sheould Le
prepared and circulated to all concerned.
The paper snouléd contain guidelincs far
development in high priority arezs and
should he in the form of a policy-cum-
operaticnzl statement for the short-term.

The broad strategy {or industrial growih
should zim 2% harnessing the high potential
alrza”y created in the industrial :ector
and the btechaological know- how available
snd ending in the shortest possible time
the prosent state «f abject denendance

on foreign aid.

The organisational structure of public
csectcr enternrises should be shrengthened
- creating technically competent and

hish-powered szctorsl corporations,

211 dndustries should be divided into three

categories:

(a) A high priority category comprising
a spall nunber of industries which
would involve a large capital investment
eni/or a considerable amount of foreizn
exchnznges. The industries in this .
cohegory chonld be licensed. The llcegse
shonlsd be given only after the earmarking
of inpuss has been completed.

-z 150 :-
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(b) Industrics which renuire foreign e xcnange
and/cr assistance in the matt-r of other
inputs and are not included in the
categorv (a). They should be graded
accor Gii.g to 2 scheme of priorisies.
while they willi nobt require to be licensed,
allocation of foreign exchznge and other
ipouts will be in accordance with the
schadule of priorities.

A11 other industries which do not require
foreign euchan i and which zre not entitled
to any pricrity consideration in the
natter of allczaticn of other inputs,

Tizee industrics will not require %o be
lirensed,

—
[¢]
~

G.

8.

ITI .- THE ROLY_CF GOVARDMENT I
ST D) LLVE L OPMEAT

The sikjects ~l Commerce and Indusiry should
be conoinzy iato a single Ministry of Commerce
and Tadurerys. This Minietry should be
rogponsitle for formulating btread zolicies and
ssrabegy Jor Indestriel and commereisl
wveleprens “n the puclic as well as private
antor: . T ghovtd, however, uot be in adminig-
=obive contridl nf any public secter indus~

v

- :—I-l-n ~ r

Lrinl undertaliings,

(1) e work of the DUTD sheuld ke divided
azong o nunber of Dirzctorates, each
Directcrave being responsitle for
advisor,” servics o a group of related
industries. Above the level «f Directors,
there 5101dd be threa or four Deputy
Qirzctovs-lieneral, =ach of tiew having
undre bim s Few Direclors dealing with
wroadly relazted sublecta,

S

©1 Ministr’es which have to deal with
slruee arcors of indusgtrizl Cevelopmenth
Cr 02z O rore major industries, there
shouia nhe o+ complemers of %echnical
ofingers «v senior lavale drawn from the

- . 2 ~ L v an e . al
fJ.)C.%Cig ..L.-L;-, ,.l.:l rom tihe }v)-lL‘_‘l_::LC sz>tor enser-
PLeses ans OL. T organisations shrowing
up techrizal ouilent,

—~
(v}

o e . . '
{3) The advisory sarvice provided by the DATH
siivuld alzo exiolid to sugir and vanaspati

(19 The higher techniz:i vosts in the
organisation of the T3TD should



appropriately be graded with
suitable emcluments for each grade.

¥2) Provision should be made for the
anppointment to higher technical posts
"on contract" for specified periods.

(3) Officers who work under Sovernment for
a long period should perindically be deputed to
field crganisations so that their outlook
may be realistic and their knowledge
up-to-date. '

The Direcior Zeneral, Tecimical Development,
should be pe-~ifically charged with the
rzsponsihility for promoting modesrnisation,

The DGID, theouszh placed in the Ministry

f Commerce =nd Tndustry should be
viewed ag & Lommon servire zgencsy o the
entire Gevermment of India. Ministries
dealing wit’. individual or sectoral
1ndust¢1es or puu#_ﬁ sector vndertakings

saoul. be ablie to Zraw upon this service
Girecily.

(1) T{ should bes doszrable to constitute
Dzrelepment- Boards for inaustriczs
which mzy gssum2 large dimensions and
require srenial care in the matter of
developxent and regulation,

™

(£; The functions of the Poards will e -~

pl nning of production and setiing
up O production targetss
e td

‘e 1u:11511nr the ne2
et

~Gdvize S0 Governn

f)
=
riu
1

(4 )

3817
3

(c) pr >vli¢4g terhnlﬁdl consultanecy
corvice to public sachor wiier-
takiags, other auﬁononoug Hrganisa~
tinns, =200 the privat. sector;

(¢ ensuriag whz provision of necessary
scarc? In~uts to irdusiry; anc

coll—culon, Maintenauce =od
publication of indust rlal statistice,

Fank ¥
@
g
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?he Heads <7 these Boards should be
able o doal directly witi the
Sacretary end the Minister concerned,
their offices functioning alsc as the
offices of the Miniciry.

The Develnpment Foards should be ccmpact,
well-integrstoed codies and chould be _
corposed Jargsliy of tecnnicai end specialist
perscnnel of high competence.

Persons with economic and managsment
exvertise rav be appointed as memiers

of a Dcard 1. tke nature and the nseds of
the indveiry concerred justily svcn an o
appoinhirent, Cne of th2 members could

be an a“min:strator with a {laiz for or
having spacialised linowledpe of

or erpevisznze in the econoric and financial
fiplds,

Tue Cogl P~ard :.omld be reconztituied invo
a Lrev:lopuors 3cazi of the type we have
dzoeribed. ‘

Jt oghovld inter alia be entrusted with
fvanctions relating to emmasnsion and moder-
nisnaticn of nir2s, proecurcement ol machinery,
distrivution of coil, coordinaticn of
resgarcl, Inport cubstitulion anil export
promotion,

The resulator: funetlions now bein
exerciced by the Corl Controller shouwld
be transterred to the Eoard,

The 3czri should bava a high-cowered
full <t me Chalrman, raving the reguisite
knowlnage ~nd experience in thz technical
field ¢f rining and geolory, There should
on four other weubers, nomely, Meder

{(Tocluicsl), Menmber {(Finunce & Adriinistration),

Meroer (Comperciall end the Chisf Mining
inzinecer,

The Coal Boartd, wren dealing with matters
chirr thall yep drcery. shoutd co-cpl an
aaviso~y boly ecarcisting of ~ {a) the

Lirecsor Genar:1 o8 Ninss Safetv: (b) a
saimes officaer «f the *trausneirtation

virg of the Railweys, (¢} ~ »ensgsen-
tative ¢ nuvblic sextor collieries; (1) one
reprdcentanive of ithe private sectop-
enliieries anu {(e®) Lwo representatives of

W
L3 princival consuners,
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14.

|
)
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The Chief Inspector cf Mines should contirue
to ve respousihle for the enforcement of
mines safety regulation.

The licensing function oi the Iron z2nd Steel
Controller in respect of imyort of steel should
be transferred to the Chief Controlier of
Tmporis and Exports. The remaining

functions of the Iron and Steel Ccitroller
skould ve trgnsferred to a Directcrate of Iron
and Stecl in the Ministry of Ircn and Steel.

L Develonment Council for Ircn ana Steel
under the Industries Developnent and
Regulation Act should be constituted in
rlace of the present Advisory Council in the
area.

(1) A Develepment Board of the type we have

described should be constituted for T.xtiles.

(2) The Board should have five full-tinme
members desigratcd as Mlember, Cctton
Textile; Hemher, Jute; Member, Man-made
Fibres; Merber, %WooR; and hemver,
Final.cigl sdministrationl.

(3) The Cif:ce of the Merber-in-charge, Jute
Industry, snould be located in Calcutta
and shculd wussume all functicons which
are ab present performed by the Jute
Commigsioner,

{(4) The offices of the Textile Commissioner
and the Jdnte Commissiconer will be
merged into the organisation of the Board.

CHAPTER TV ~ COUMISIION 707 YpRICES, COST & TARIFEF!

17.

(1) A Commission to be knowi ag the
"Commigeion cn Prizes, Costs and Tariff"
cnould be sev un by law for underitaking
the follnwing functionsj

(2) determingtion cf prices of industrial
preducts and indusirial raw matcrials
and Inbermedizbes with a view 10 assis-
ting the Government in evolving a
retlonal price policy;
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(v) conducting studies on the costs of
production of selected industrial
prcduets and locating the areas in
wihict, refnuctions in costs arns feasible
and noerssary and making recommendations
for ine achicvemsnt of such rcduction; and

{n) coriucting inquiries relzting to tariff
protecticn and making recommrndations to
Governn.ent cn the basis of such
i.‘;.’,_‘;ui s

(2) "he Commission will conduc* irnquiries and
studics either on o reqiisstion being
anxde by Governtien® op on its cwi motion
attcer odotaininzt the concurrerce of
Governmant, it should alsc assist the
Planmning Comnissicn ia carrying out

gtadics relating to prices anda cost.

(3) T2 Commission should be investod with tha
now:rs similer to thoss enjoyad by the
Yamnisgions of Inquiry appointed under
the Commissicns of Inquiry Act, 1852,

() Tne Torif? Coamissior shovld he 2bolished
alwrr v s Ceoviissior is gcet up, and its
stali sihoild De absorbed in the new
Commissiiiia

(1) Thec Comwitssion should have seven
il -tinme acmbers.

N

t ghrould wde~uz 1y be s%2.Ted with
¥perss yho  are rogquired for the due
adnrerege o0 Ahe funceticn:. T hus the
« 0f the existing Tarif? Comind.ssicn,
1e ftalf o7 the Cost Accounts organisation
¢ tro dlaistry of Finwnze and of the DOTD may

4

be drawn unon .

(2) Thx Chairmen of ine Comuission sacuid,
rreferably be a non-clficial wich higa
conetence and aviiityr.

{«) Two of the momb: po should nu ten nologistas
tws of them £ ould v2 crawn from she field9
of' ccoromists,; echartered and w03y accounw
tants ard wansgement expertz: onc member
siwuld represcu’ consamers! interests
and one sutd Le a Trade Unie . represen-
tative,
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(5) The DGID and the Chief Tconcomic Adviser
shob*h e associated with the work of the
Commission. They will, however, not be
gembers of the Comm1351on.

CHAPTER V -~  DMPOAT CONTROL

190

20.

21.

22,

The system of phvsical import control should
convimie and the organisation for implementing
the control shouw' d continue teo be an execut¢ve
agency of the Government.

(1) An attemnt should be made to declare
periocdically for as wide an area as
possivle the Governmenils foreign exchanze
policy regarding maintensnce imports.

(2) The DGTD should periodiceslly work out for
each impcrtant industry the utilisgtion
of its installed capacity so thai the
allocation cof current inputs could be
viewed along witn this data ©o ensvre
thelr optimum utilisation.

The pclicy and the procedures for the
allotment of foreign e xchange to industries
and the principleg to be ;ullovei in the
unit-wise allocation of foreign exchange
shculd be discussed pericdically w-th t he

non-official members of the Adviscry Council

on Trade,

(1) Provision shoulC be made for filing
r?:ew+a 2klisgs] rnﬁl of@m¢gagfgnt
.a’t‘.:anr to permivs and licences,
including punitive orders.

(2) A Beard of Referees should be set up .
for advising the (overrment before the
applicatious for review are disposed of.

(3) The Board of Referees should include,

besides vely seninr officers of
Governmentv, representatives ol recngnised
podles in iae Tield of irdustry and
comnerce, e.2., Federation of Tndian
Chomoers of Commerse ard Industry and

the Aigsceiatad Chacbers of Coxmerc?
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(5)
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Wher~ the decision on a review apnli-
cubtict is not in favour of the applicant
the reasons underlying the decision
should clearly be brought out.

The review applicaticns should be
dispesed of within a pericd ol, say,

throze enthe

preser.: praciice of caler
ircome~tzx verification or oxemption
ceriilicates from import licensess
shovld be given up.

"3, The
for
OBAPTIR VI
24,
to
28, (1)
(o
26. ()

EXPCRT PROMOTTON

The Bxport Promciion Ccuncils should
ceisbantly Lo engaged in identifving handi-
cups experienced by Indizn exporiers and
recomiicnd  adopticn of specific ramedies

remove bhent.

3

The Indian Tnstitute ¢l Fe—olgn Trade
shousl gs'ist the wvarioug .cdies
suonscering markec surveys with ihe
sXash cesz cf the market SUrvevs

P

[l

in lecating compebent foreign

svLvass anl raggarch 2 gencies,

Tha Iastituvte of Forslizn Tradr shoulid
algn 'v‘,+op within itself %ho
compet=ice anl  capacity Lo undertake
2S3lINIenTS L overseas market surveys.

The foliewing éesfecte relating to
C

G-lezaticns to 1

reign ’Uuntr1V“

reoasored by tne Export Promoticn
Councils shonld be cenoved;

{a; Twnnhing of scversl delegations in
one countryg

(0) Unsuit-ble %imirgs of the delegationg:

legationg;

2} Inadequasy of the kaowlelge of *he
membersy regarding vhe cot :5ditics cone
ce™et tnd tha pattern 0 fhadtr Leoda.
vl F P 0L their trade;

T TN o

(¢, rirdegaaze ﬂnOwiLdgb about the

vecenliar cusioms and procticss of the
souniry visited, *



27.

28.

29.

30,
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{2) On return the deslegntions should submit
reports containing their observations
and the concerned Export Promotion
Councils should t2Xe the necessary
follow-up action.

While recognition of ZExvort Houses need
not be unduly »nstrictive for some time

to come, ths recognition should be limited
for a2 sp2ciric aumber of years and its
further continuance should depend uwpon

the results of a special review conducted
with a view to ascertaining whebther an
Exnoirt House has maintained high s-andards
of integrity and business ethicsg in its
operations.

The Export Promotion Councils shculd
fermulnte a code of trade practices and
standard terms covering the contracts
batween the exporter and the manufacturer
for each important ccommodity or -~roup of
commodities,

(1) The practice of giving rspresentation
for various inierests on the Comnodity
Boards shouldl continua,.

(2) The Chairmen of %he Comiodity Board
should be wne having a knovledge cf the
sector ccn-erneil.

(1) After the dbudget of the Commodity Board
is sanctioned, there shculd be no
further cccasion for getting individual
schemes a=proved by ths Covernr:nt.

(2) The foreign exchange allotmen’ should

" be made -5 the beginning of the year
after due serutiny of ths proposed
expenditnre and the Boards should be

ileis to incur expenditurs witi in the allotted

fuds without further re’eren @ to
Governmens.

The Export Credit fuarantee Cornoraticn
should not undertake dirsct supplementary
financing cf exports,

The ZCCGL should thorouzhly examine the
past experience in differerx cocuntries in
regerd to insursnce claims and keep 1in
view the evport strategy of Government
from ©timo to time in respect of specific
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markcts and specific commodities. ‘They
should rcvise the insurance ratzsz incor-
porating nzceszary diffaerentials in the
light of various factors mentioned above.

The Corporation should agree to carry out

reszovery proceediings on behalf c¢f

rair clienws ratier liberally on request, The
Corporation ghould zlso be given a general permiss-
ion by th: Reserve 3ank of India to file

cases without the need fer speeific prior
permission in individual caszs, A blanket

Toreign exchang: permit shovid be granted to

the ECGC to enatvle them to meet their legal
exyenses abroac.

(1) The aetivities ¢f the Diresctorate of
Gxribition should, as early as possible,
te transferred to the Indian Ccouncil of
Trade Feivts and Fxhibitions.

(2) The grants-in-aid to the Cownril mey
contitua for a low years, but the Council
shou.d ultimately ovecome self-supporiing,
carrgng the necessary fees for the
gervizog vendered by it to the “rade,

(1) A bulk allotment of foreign exrnange
should te made at the beginrirn; of sach
vear. When oxnenditure is incurred against
whis allstment . the Departmeut of Economic
+f7airs need net be reguired to give a
clearance o cach item of expenditure,-

(£) The raquirements of shafr- (in terms of
man-Gays) fer each fair o+ eXhibition in
whieh the ICTFR ig allowed 4o participate
should be worlked out and gob approved in
e reglmning of the year snd therzaltenr

16 Louncil should be zllewed to select

o

1
wlle persens a2nd the periods of deoutation
witlout furihar rzferercs 4o Governmens,

F

(1) Ioreign pub’icity for export promotion
fhonld ve limitel to selected itormea and

3
IO 5,

2} The JCUTE shnuld halp in orgenising the
foreipn pusliciiy ¥or various Lxport
Promotlon Counsily, '

(2) Tha ICTFL should alsc work ou%t Jhe overall

: ctrategy »f cormmereial publicity abroéd
feep.ng in view the resourcess availgble
fer the entire export sector )

o



37.

39,

['O L ]

41,
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The system of fixing standard amount of
refund on account of customs and excise
duties which have gonc inl~ the cost of
sctle exvorted pr. *ucts ma; b: extended
t0o ag many more produchts z¢ possibdle.

‘he Ministry Commerce and Industry should keep a
continuous watch on the international prices of
the comnrodities subject te export duties

and ta=ke the initiative in suggesting to the
Miristry of Firngnce any rcduct! ons in tha duties
required to corpensate for the all in interna-
tional prices of these commodities. In the event
of a difference of cpinion in any case batween
the Minisziry of Commarce and Indvstry and the
Ministry of Fingnce, the matter should be referred
to the fuil Czbinet,

The estimetes of [he impoert content in the
procducts experted, adopted for tne purnosc of

silealating impert. entitlicoments, should be reviewed

periodicalliy. szy, once a year, by the vechnical
advisers of the Government in consultztion

with the concerned BFyport Promotion Councils
and Development Comnoils,

CHAPTHR ~VIT - FORGBIGY COLT«20RATION

A Resclution ¢n Torelign investment shouwld be
issued by Govermment sctting forth its policy
regarding conditicnsz subject to which fereign
collaboration would be allowed. The Resolution
should also provide foyr sxcepticnel cesces belng
dealt with cn wmerite and also iidicawe the

areas in whica foreign investment would be welcome.

(1) hould conduch a svabematic

the collaboration sgrecuents

i~ the past and recoxnend, in

behion with the Departrant of Econcmic

on pointe involving Tinancial lmpli-
standsrd tverms ~f Financial and

secanical coXlaberation witia foreign invistors.

(9Y Tris 1aview ané staondarlisatuion of
‘eyms of enllaboration coulu De started in
snnortant cochers and latzr on extended ho
the remaining sectors rs well,

The Foreign Investnent Comm” ttec may
ha altoalished and iie matters nowy going
. - =y eF e SESS

hefore 1t nmay be coasiderced bq ske
Fereign Agrecments Commitfee itself,



43. Fcreign collaboration agreements involving
investments of over K, © Crores ﬂeed not
go to the Negovialting Commitice and nay
be considcred by the Foreiga Azreomenss
Committee itself. Tha C-binet Sceretary
may, however, b associated with the decisicns
in thesc cases.

44, The DGT. chwevld nrepare 1ists showing Liems
in rcap’"t i yhilen impors of Ioreign Kncy-
how will be pizvaitied; items in respect of
wnich indiger wws know-how is available and
infustrios it rucucet of which impors of
techrisal know-how will be prehibited.
After ite approval of the lisis, the
Gevernmaont shcu™d giva them wide putr  ieity.

CHAPTER YITI - MANAGEMINT OF FOREICN EXCHANCE

‘-

45. (1) Tre enuual foreisn nrchange cgiimatos
sheu'd be taken up uAlaLJanﬂoualy with
vhe formulatlicn of the Aruu-l Plxa which
shoul ¢ tase hto DlsIAwradno“ tre availl-
abkllity of forecign excheanze.

(2) As a gorneral principle, the =2 iocabtion
af ferolpin exchange for maintenancs
roguirer-mis of the induztrial units

1.uld e dene on arn annual basis,

(2) The system ~f date coll-eticon in the
Recorve Bans shiomld be iwrcvaed and the
Baiui adequat~lr equipped for tzbulating

tha informaticn cuilxected,

45, (1) Tne DOTD zhould indtiate the propcsals
for a?Portlrnlng the availatbie erELgn
£XN hn‘go Ir~ curroent reguiremonts of
irfvstries i the 1ihd of accepted

I)r-L\,, I‘l AL GS.

(2, The ariroval of e Conitul Joods
Cermities should be ronsidarzd as %Lhe
final stage wher2 foreign exchange
reaourzes sfe committed, Therefore,
Lhe rfige ol prepuzv-dness ol she
industrial miits Dofore givine ppnroval
should ko thorcughly excmined,

(38) Tre DGT.2 aftcr a ~rivicel eXanlination
ol the fereign exchange reguirements



47 .

483.

49,

50.

51,

of differcent industries should work out

a schedule according to which the foreign
.exchange allocation shculd progressively
be reduced.

(1) The DGID should determine and oublish
in ad¥ance for the bzneflt of importers,
the types of equipment end the types
of industry which can be financed from
particular sources to fthe maximunm
eccnonic advantage of tho couatry.

(2) The present practice of setiting overall
monetary limits for the import of plants
of standard sizes instead of setting
1imits for individual items should be
extended to more industries.

(1) The present practice of checking
whether a person propnosing to travel
abroad has repatriated earlisr export
proceeds should- be given upj; instead
the RBI should periodicall; prevare
a list of persistent defaulters in
this regard who should be black-listed
for the release of exchange for travel.

(2) Businessmen belenging to a firm which
is a2 member of any Expor™ Prozotion
Council need not be requ -ed to furnish
a Rank Certificate vcuchr 3fing their
finaneial standing, Lefore they are
granted foreign excharge Ifor Lravel to
promote exports.

The rule regulating the release of foreign
exchznge for studies avroai should be _
widely published for generzl information
and should not be altered for a perliod of
at lcast three years,.

The Reserve Bank should insict on the
production of proper accounts by persons
granted foreign exchange for medical
treatment =nd shou:d wdert-ike whrare
(Gt eos A0Y Gl OI'CEMEls procss llngs.

(1) A "Red Book" on invisibl. containing
r~gulations governing reieaie of foreign
exchange 1or invisible item may be
puoiisied.



52,

53,

54,

(2) The amount of foreign exchznge spend¥ under -
the warious items =nd wherzver practicable,
the number of apwnlicants of various Types
should be »nublishod every six months,

The

Pt PForm Control should be abclished.

CHAPTYR TX -  CONIROL OF CAPIT.L ISSURS

(1) The maximum amouat of debenture interest

(

)

or prei'crence sharc dividends which could
be fixed by companics without rcference

to the Controller of Canital Issues may be
incprorated in the Capital Issues
Exemntion Order,

The monthe during which large issues of
capival by companies are rot to be

- permitted should be dcelared from time to

(3)

(4)

CHAPTER _ .

time by the Covernment under powers gr
derived from an enshling provision %to be
incornorated for that puraose in the
Excmption Crder. '

The companics may be allowed to mzke
igsues provided all the conditions
including those relating to the matters
referred to gt (1) and (2) zbove are
satisfied without making a prior reference
to the Centroller of Canital Tssuzs.

The sernarate post of Controller of
Caritel Issucs may be ebolisned and the
Secretary, Dcpartment of Economie Affairs
may o faclared 25 tha Tontrelisp of ’
Canital Iesuss 1a addavion to nis own
dutics. ‘

X - ADMINISTRATION OF COMPANTAS AQT

(1)

(

)

Government should formulate general
prirnniples and guidelines in consultation
witih the Advisory Committece in respect of
important matters. i

Cases arising in areas in res i

as ‘ noareas in respect of whi
galdellnei arc prescribed should be °h
relferred to the Advisory Commit

4 ) S S . ._l.m.l'.atee for i
if they deviate from the guidelines. advice



th
(%)

{1) The responsibility for the conduct of
inspeztions snould ba transfarred to the
Regloned Directors of Counany Law
Administration to wrom Regional Insmeactors
are administratively sudordinate. The
Reglonegl Directors shonld, howaver,
graw up the prograrme fir inspection
in advance ezrnd get them aznroveld by the
Director of Tarpesticn.,

(2) The Regional Directore sheould take such
fo'low-uo action ¢a itho2 inspectica renorts
as is foomd nacessary in ali matiors i
respect of which powers have beon dele-
grved io them under ithoe Let. Clhar matters
shonlé be referred to the Cenbral Dirzo-
torate.

=

-
%

~ ¢f his responsihility for
. ingpectlons to the Regionel
Diracsors,; tho Dirbctor nf Inspection and
inrestlgotion chould ~one atrgru on the
dirzcting of invesulgatio;, and on the
follow-up action (inciuding prosecenion)
fonmad necessgary as the rosult of investi-
gation, fe should be re-designated as
Director ¢ Ingpectiorn, Invesiigation and
rosecubion.

(4) The Direcctor will foruulabe principles,
procadurel and techniques for carrying ous
inspcctions and iovegiigations. The
Director will give, whero nccessary,
technical guidence in individual cases
to The Regional Tirectors ana the
reglonal ingpection staff. T“here inte
reglong_ 1nspectlona ars to e carricd out
he will lav: to devise a corncoerkted
stretegy which will ensure affecrtive
COClle;t¢Oﬁ o. the inspections carried out
in varicous regicis.

(8) Tiose paris of the Secretar’at waich deal
with inspection, dnvestigav ton and
arosziution, should be translarred to
the Torezt - » g0 that darlization of work

may b e avoided. Mattors c¢f poilcy and
finagl asproval of proseculion w1ul, of
course, cunibinue to be deelt with in
the Sacresariat, '

The fuactions vliiich ape Lo discharged by
the Courts wnder the Companies Act ey

be reviewed and thosge which arc of detln“
administrative nature may be transferrel
to the executive,
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The york relating to Stock Hxchanges may
be transferred to the Department cf Company
Affairs,

Sd/~ K. Hanumanthaiya
Chailrzen

sd/- H.V. Kamath
Momber

83/~ Debabrata Mookarjee
Memrber

84/« V. Shankear
Member

Sd/_ V.Vl Chal"i
Scer:tary

Ncw Delhi,

July 20, 1968



