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INDUSTRIJL PEORGANISATION
4ND MELGTRS .

i. Introduction

1.1, Capital, plant, knowhow, technology,
dynamic managewent, mass prcducticn and

largo markets are among tho esscntial sloments
of modurn industrial enterprise, The primary
objective of any progressive industriel
organisation is to sccure maximum production
through optimuw utilisation of scarce resources -
financial, manasgorial and technological - to
meet the growing demands.

1.2, The ¢zinomic rationale for industrial Cme— ]
- réorganisation and mergecra ia the reelisation
of ¢conomioes of acale and through them the
benefite of mues production, adiquate in
volume and satisfectory in quality and competie-
tiveness., A larger unit, as a Mls, is in a
better position than a smaller unit to mobilisc
tho resourccs needed for ressarch and devslop-
ment, on ths resulis of whicn the future
success of the c¢nt.rprise hingis. Taa
coonomies of mocele dopend, in their turn, on
the size of the plant. i‘he size of the jplout
is datermined by tuchnological‘oconsiderations
on the one hand, and demand cocnsidsrations on
the othar.

2. The situation in developing
ooun'erieat-n some ralevant
eo: 3

-y

2.1, In developing countries, the limiteticne
of domestic domend often impose a constreint
on the optimum size of the plant as may be
warranted by the most up-to-date technology.
The requirement of Ofﬁ.m size of the plunt
oan, no doudt, to a large extent, be taken
care of by developing countries, where shere
is no pre-existing large industrial basa, at
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the stege of os..:lishing new industiries.
Tven harz, because of the limitetions of
demand, the ocuctrainte of scarce financial
and mansgerisi resc.arces, and the rneed to
secure a fair peasure of ragional develop-
ment, the alternatives way be either to

hhavs plants busezd or ur-to-date so; histicated
technology and ¢° leregs cepacities which wmay
not be fully utilised or plents lased on
eppropriute iabour irtensgive technology
guited to tio local situstion end of smaller
cupecities which vear a relution to the
merket. Alongside of thess fectors, the
protection .3t ha« to be afforded to infant
industries in-veveioping countries by tariff,
ang mory imp.itantly import contrnl, may
@leo tend tc ¢.eate, over a period, a certain
lack of awarc:w.ass of ocost considerations.
These fector-, combined together, result in
a situeption in many developing countries
where thv gircumatances are weighted agains?®
economic praduotion in the global sense.

The concept of econcmic production (unless
the industry is baeically in a position to
compete in export markets) may then have to
be looksed at in a national rather then
international context.

2.2. FEvan where new enterpriscs are este-
blished, the ucnnerxr in which thoy grow will
depend on whather the items of production
ara such that in a developing country tr.ir
demand will grow or export markets cen be
devecloped for ther on edvautagecus tarms.
In other words, the manner in which enter-
priscs will tend to beconme cconomic in sigze
in developing countiries depends on the
types of products and whether they will
have a growing domestioc or axport demand
within a reasonable time. In a world of
growing size 0f economic operations, the
size of unite in developing countriag is
almost alwmay:s bound to lag behind economic




sizes in a globhal senee, and probvlems of
reorganisation snd mergere can never abate.
But the process oy industiriel ruorgunisation
and margsrs ic not o simpls probism of
industrial e¢cononice slone. Apart from
individus) inetunces of such usrgers or
racrganisations tek.ng place on thy initiative
of entrepren urs, any purnosetul reorganigation
or mergur would nsed legislative 48 well as
8Xccutive sction on the tert af the Govern-
ment,  Whsn developing countries ara &rappling
with the besic problems of astablishing manu-
facture and absorbing technology, it is un-
likely that they will be in g poasition to
devote serious economio congldsration to the
problems of .'.rgors and reorganisation es the
industrial es.aomy grows in size and diversity,

2.3« Thore is anothaer senss in which the
problem is likely to be fac:d by certain
developing sconomies which have had a tradition
of limited industrielisation in procauiag,
extractive or other industrics including those
catering to export markets. 1In such induetries,
the maochinsry way have bacoms obsolesocant or
the tochnology outmodod. The units may have
become too small by modern standards and where
tho industry e 6xport-oriented, its competitive
power may be getting eroded., If the industries
are those which the foreigners kave left at the
time the country achieved Independence and the
sucsassors do not have adaquate manegerial

- abilities, thon again problems are lakely to
ariase, fn other words, industirics as well as
individual unite nay be subjeot to fluotuating
fortunes arising out of trends in jnternational
trads or technology or merel out of lack of
nanagerial effort. If the developing count

is one which has g subastantial portion of wha
uz be called "previous generetion industries”
which are fraught with problems of obesoliszcsnce
end relabilitetion, then the subjeot of

industrial reorgenisation end NErcery UssURGS




a good deal of relevence. The navantagee
of industrial reorganisatiou and mergara 1in
guch a situation arz otvinus. The weseding
out of unsconomic units, mitiag out an-
necespary salling cosis, impreving anc
ensuring quality, madernisatisn end techao-
logical improvizents, oluation to £ro lums
of meintonance and Speis Puivl, 8ud Lidsrsi-
ficetion ot ihe production patteim to Teich
the changing Trends in dumand ers al.
posgible.

2.4, At the sam» tinc, ms hes buen mentioned
earlior, devaloping countrice ur any oountry,
for thet mattcr, zaunot look at sich problius
@s purely a provlem in industrial :conomics.
Very often social and political aspiretions
of the psoplu come into the picture. In
daoveloping couvantries, euch reorganisation

and morgurs er¢ generelly bound to involvs
substantinl changes in the rattern of owner-
ship and control over the means ol production.
These changos at tiwes give risgse to censitive
probleme such as monopolies and concentration
of economic power in a faew privesc hands,
Honoce what is important ie tc devise mcthods
which will be practical and acceptcble in

the circumstances of particular countrias

and partiocular industries. The quastion, in
essonce, is how to reap ths benuiits of large
scale entexrprise without injury tu broader
national scciaml otjectives and intereesty.

2.5, Sometimeas, the key to scoaomi- opsration
may not nocessarily be pergers, but toe ex-
peansion of uueconomio wnite, if demand
conditions purmit. Tie advantages o. mergers
will elao vary depcnding on individuel cir-
cusstances., The epecific advantege, whethex
in terme of manageriel integretion or integra-
tion of the plent or cutting out selling coste
or laging @ base for ressarch and duvelopment,
will have to be identified end it will have to
be seen whether this adventage will be roalised
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in the proc4ss o” roorcenisstion end wmergers,
In other words, .nfigtriel venrausndeetian
and murguls vy to Lo regericd ge penia
townrdg particui.r nde o tod <+ €16 .n
trhomrelvuy,

2.6.  SBubjicet so ‘voaau dbrerrations, 1o fio
fields of ndiuniries. particular.y thows
raloting to i Cxycot oilovt, 2an be fwenuatisc
in individual developing countrizs for purpoge
of raorgmnisction. But in cach cawsa, it will
have to ve sear woather what ig really rvquired
is reorgaaisation or marger in thoe aene. of
changes of ownershi; vattern or neraely moderni-
salion and the induction o2f sound managsricd
end twchnolosical preeticaa,

« The Baelkground in India.
Lum-&—-ﬂ.\..u

3.1. The industria) base that hed baen
duveloped in Indis {rior to the Second World
War coneisted largely of Processing indusge
tries such as plantation industries (tae,
coffee ctc), textilece, jute and sugar,
extractive indvstries such as oil orushing,
some mining industries {coml, iror ore,
pangansas and limgstone), a fow ming based
industrics, and a roicntively zmnll number
of msnufacturing and febrication indnstriss.
Most of thess industries wers 1evelopad,
cwned and managud by British compenies or
sentreprenaurs. There wero, of ccurse,
isoleted instunces of Ploncering gfforta
of Indian industrial énterp-ien, the most
notabls of which was t.c cgtablighman; of
the Iron and Stusl works by the Tetas at
Jamshedpur. Thy size of nenufacturing
enterprises was gonerslly small dasigned
to cater primarily to the limitad dopuasti-
demand. The genersl puttern of manegemear.t
that had beon ¢volved and come to be known
a8 the lanaging Ager.cy System consisted of
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the pexformance oy the 8o callod_munag;ng
agency firm or pgmmup of 8ll *the functicnn
connactud wits pramotics, Tinwanco wnd
menagsront o1 4 nunbar of anite in u;ffero?t
fislds of dndueirisi ocotivity. Industrial
growth in Indin in thae ysers b.{fors inde-
pendence waes lergely miisd by the afforts
of theése managing ag ney housgus, Tt hes %o
be mentioned tlat while tha Managing Agency
houses promn* & a sizeatvle numbar of indua-
triel units under thoir umbrella, there wagz
hardly any scopc¢ for reticnsl intcogration in
the opaerations of diiferent unite undar sny
single managing ageney calculnatad to promotd
seonomias in prodiiction cr marketing. The
syas%em, however, resulted in control over
slzeable arcce of ‘ndustrinl activity vesting
in the Manzging Agency houses.

3.2, The impetus to industriaslisation did

not ceess or slow down with the comning of
Independence., But on the eve of Tndependence
many foreign companies which owned snd managed
industrisl undertakings ih India sdoptod =
policy of repatriation of their azssts as a
consequence of which several under<akings

were bought over and passed on to the control
of & fow affluent Tndien familiaes. These
femilies too found it to their =dvantage to
adopt the menaging agency systexm to control
their newly acquired intarcats. She managsria).
abilitiaes of tha new Indian owners of the
industriel undertekings neturally varied from
one cemé to caothor. Som: of them es also
scme of the foreign maneging agrancy houses
which continued in industrisl ventures in
Indie wers motivated primarily by the desire
to make quick end lax i@ profits out of the
undertskinge und dov. tad 1little attention to
the need to rehabilitete and modernias their
plant and machinery througk roplacements
necessitatud by wasr and toar and the fast
changing tochnology. The need to reorganiss
the structure of thase productinn anites to
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respond to nuw sit.tlons eos CRANENE
requirements vwas also Leneraliy no+
recogniscd.

3.3. Organiscd pianning by the Stete Iy Vhi
rost Independence pericd which sought to
mobilise and herness aii aveilebls resources
to implemout & progre.ms of R&931Ve undu -
trialisation 24 g fepLu paca, 2leo facils inted
to an extsnt the esteblighment nf new pro-
duction unite by these faw wall to do induntrigl)
housas wino hed by then acquircd gome axpsrience
of running indusiries. in viev of +heir
resources and SXper: cica, these houseg e a%
a reletive advantegs comparad to newer entre-
preneurs in epulying for and gecuring lisencss
for starting n.w industries or for expanding
their existing capmcities. The policy of
&ctive snoour.gement to foraign ecollaboretion
in the early fiftiacs alsn gava en adge %tn the
eestadlished a:d well to do industrial houses
ac they found it casier to eecure the colla-
boration of large and reputed companicg
abroad, Bxistenoa of limitad markete for
some articies, import regtrictions necessitated
by foreign @xchange shortage and the necd to
Protect national industrics, exchange consrol
and the thaen policy of bankas %5 lend preferan-
tially to the men of meane and substance, all
tended to help, to a greater or smaller sxient,
the establiehed industriel houses to ocnaoli-
dete their noid and control ovar sizeable
gactors of industry in the oountry. The
Monopoly Inquiry Commission appointed by tn3
CGovernment of India in 1964 in their report
submitted in 1965 pointed cut that 75 prominent
business groups contr-1lled eltogethe~ 1536
oompeniss having to*e agagts worth

R.2,606 orores* and a total pald up ocapital
emounting to R.646 orores. According t¢ ihe

o

. e - - O O D e Bty 5 e SIS

®* A orore is ten millions
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report, in 19563-64 thesu 75 groupe controlied
44.1% end 46.9% of the total paid up capital

and asguts recpeciivaly of all non-government
end non-banking companies ir the country.

3.4. A8 haa briefly hean referred 0 earlisr
in this pap:ir, or i " ~-~tiwg peint to nota
ies that most industrinl combines in Iniis
which reclly ere groups of industrial anits
do not fall intc nny set pottern, i.e.
horizontal, vertir:ai, lateral or diegonal
integration. The most common type of
combine noticed in Indie is what may bs
callad "conglomuraste” whercin units alto-
gother diffcrent and having no rational con-
nection with each othar, combine and are
managed b¥ gn ageney controlled by a Large
House. or example, the Tata Housa controla
not only e sscel manufacturing antergriu,
but it controls undertekings menufacturing
loags cosmetice, adible oile, locomotives,
textiles, automobiles, industrial machinery
and maohine tools, electricity generating
units and e lerge spectrunm of difforont
types of enterprieecs. It is relevant to
point out that by and large, these conglo-
merates aro inconeistent with the modern
oconcept of induetrial reorganisation and
rationalimation. A conglomerate with lerge
investible resources does not necessarily
invest in areas of the highest priority. It
has little value from the angle of souni and
efficient industrial growth. Conglomerate
g:'owth, on the otihsr hend, resultas in the
iffusion of mcsrou econcmic rescurces ovey
& wide range of prodi >ts irrespectire of
their importancs anu priosity in the soonony .
One seldom comes across oams:s of meass pro-
duection, product improvemsnt and cost
reduction in Indis as & direct result of
eonglomerate growih,




J.5. Indie's expericnce in regard to
industrial crrgicisrates or 2nubings hes
boen that wh.l.a thay have contributed .,
the establishiunt 27 = mambsr of industrigs
in the country, hal.sd in tre development
of promotional nu’ Lonegarial skills and
in securing foruirn ¢ 1laboration, 1.6y
have led <o & . Vilagiebn UL 10000MAC QOTe
centration with t¢ attendant evils, viz,
high prices, A:terioration ir quality and
keeping out ncwar ¢ntrzpreasrurs from the
field. Thus, the growth of industrial
combines *n Indis, by ¢nd large did not
achieve thu objactivas for which rationnli-
sation and cxpension of certpin industrics
are genecral.y advocated, vig, Product
improvement, cost ssduction, optimum ueo

of capitnl anc nanagerial talent resuliing
in better servics to the consumer. It ocau-
ho%, however, ke denied that there were a
few 1s0lated instances of mergers whioh led
to rationalization and improved ocorporate

erformence. Thus, in the thirties a

arge aumber of comaent produocing uaden-
takings ceme tcgether to form the dcsociated
Cement Compar.y which hen aince grown jinto
one of the large corporate organisatiors in
the Irdian landscepe end hee been dietin-
guighed by good working results and profitadbility.
In the fiftios tha Indien Iron Corporetion and
the Steel Corporction of Lerngal #sre rarged
on considoration of geale snd rationalisation,
Howevaer, the impatus for reorgenisetion ond
merger in these ccmes stenned from sn awars-
néas of the nced to tone up the working of
industrial productior units end not in
pursuance of any oon'.aioua policy o1 re-
organiaation of i{udustrics on rational end
efficient lines.

36, To sum up, iho problem of industriel
reorganisation and mergers in India has
histerically had iwo dimensione: on the
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one hand, in certein traditional industries
like coal minesa, cotton textiles and jute,

the problem of modernisation, rehabilitation
and reorganiestion hes arisen for reasons of
obsolescencs, mismanagexmsnt, loss of com-
petitive advuntegs, tse march of technological
eventas, etc. The other dimerigion to the
problem has been a process which is not
strictly industriel re-organisaetion or merger
but ons of initial industrisl expansion an
eventual industrial hegemony exercised through
conglomerates of companies resulting in
proolems of concentration of economic power,

4. _Bvolution of Government Policy,

4.1, Till lndependence, the then Government
of India did not show any great conosrn over
the growth of industrisl conglomerates and
combines and had not evolved any policy
towards them. After Independence, the eoo-
nomic policy of the sountry was re-orisnted
end the State tcok upon iteelf the responei-
bility to avoid concentration of ecoromic
ower, One of the Directive Principles of
tate Policy as laid down in the Corstitution
of India requires that the "State shall,
in particuler, dirsot its policy towards
ssouring thet the operation of the economioc
system does not result in the concentration
of weslth and means of production to the
common detriment®. The Industrial Polia{
Resolutions adegtod by the Government of Indis
in 1948 and 1956 ha stressed the need “to

aceslerate the rate of economio growth and

to_speed up induetrialisation and, in parti-

cular, to develop heavy industries and mechine

waking industries, to expand the public seotor,

spereuurs seottets L BEETN 0 L
aector. o Resolution

steted "oqually, it is urgent, to reduce
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disparities in income and wealth which
exist today, to Prevant private nonopoliag
and the concentration of cconomic power in
different fields in the handg of small
nunbers of indivigduals. Accordingly. the
State will progressive.ly assume a pre-
dominant and dirsect Tuspolsicility fer
setting up new industrial undertakings and
for developing vransport fecilitieg,n

4.2. In pursuance of the Indugtrigl Policy
Resolution, 1956, ths Iublie Suctor of
Industry has bean expanded substantially
since the beginning of the Second Plan(1956),
The plannsd and massive expansion of the
gublio seoctor in récent yeers, apert from
olping to checx the conceniration of
economic power in Private hands, hes enabled
the State to secure control over the manage-
ment and growth of basic industriegs like
steel, oil, rortiliaer, heavy machinery,
zowor 8éneration equigmont and machine toole.
net addition of ks, 481 crorae in the paid-up
Oapital of Government companics wag made
during the Second Plan period (1956-1396)
and 8.691 crores during the Third Plan
zoriod 1961-66). During the reriod after
he Thira Plan and upto 1970-71, a further
mun of X.826 crores has baen invoeted in the
8id-up capitel of the ruvlic sector companies.
8, while at the beginning of tha PFirer
Jive Year Plan in 1950-51 the public aactor
companies accounted for only > paracent of “4he
total Paid-up capital in the entire corporate
ssotor, they mocounted ‘er 43 per rent ag on
J1et March, 1971,

4.3, But in the eéarlier years following
¢ advent of Independence, no specifio policy
of industrial x%arganiaatiqnﬂor mergers was

largely focussed on the need to broaden and
strengthen the industrial base and to the
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development of a atrong and vigorous public
sector to csver the utretogic end basiec areas
of industry. The gtray merrars of industrial
unite, mid reccratrunition o0 the structure of
a few unita whick ‘ook place wore mor: due to
the fluctuating for+ur:: ~f tho industrial
units which werye iavolved and not as a result
of any clear prlicy oi reorgsnisation of any
particular s<ctor of industry con efficient
and modern linee. The few cmaes of wergers,
restructuring, and reovganisation which did
take place were guided by thu relevant
provisions of the Compsny Lew, which at that
time were primariliy reguls%ory in character.

4.4. In 1969 Government decided on oleer and
purposceful policies end initiated conocaerted
measures casiculated to reduce tha concentration
0of economic power resulting from control over
large industrial conglomerates by the large
industrial houses. These meassuras included

(1) the naticnalieation of the major commoroial
benks in July, 1969 which deprivad thece large
houses of thair hold over the resources of

many of tho largor banks which were under their
influence till then, (ii) the abolition of the
syston of Managing Agency ené Scerstaries and
Treasurers withk effect from 3ri April, 1970
which to a large axtent, 413 awayv with the
visible means of control of the Large houces
over the majoriiy of the ocmpanics till then
under thei» rezugewos® ané seversd the manage-
ment links betwoen such ccmpanies; =ad {1ii)
Issue of Guidelines t. “hs public financial
institutions to govern cheir investment
policies which provide. for their increasing
ecrtioipation in the equity capital end in

he policy meking ard nano ement of private
sector companies, thua ags sting tha process
of the loosening of the affiliation of such
companies with the Large Houses,




4.5, Farthor, uau.cr ihe rew Irdus‘'rial
Llceneing POLICY wiich Lacinie orarative 1in
February, 1970, cortni linitations w. re
imposed c¢n undoescaking, VeLOLoang o foreign
majoritylcon;erns aid *he twenty Largax

Houses (liste1 in the “ndugtrial Licenciry
Policy Loguiry Scumittee's Report). In
aceordancyd Wit hig poliey, thesze undzr-
takings wer: 6xprited to utilise thair
reaaourceas 5oy +the devslopmans of industrias
in the 'Cor: andg Heavy Invastnont Saeterc @
and for gubgianti s liy Ciport-oricnted
production. Definite rolicy orientationg
calculated to Tromots small scalo industrigs
end encourage rjw entraprensura in tha medium
scale gsector .aru alsoe given, The rssepr.
vation of an wicreansingly larga>» numbar of
industries for future development in the
8mall Soslse Suetor, the sxemrntion from licena-
ing of industries with investments bolow

B. 1 orore for ali but the Largor Houser ang
FPoreiga Majority compenies, the cucouragemont
8iven to ncw antropranours and tre inereasing
finanoial esgistancs granted to swall gcale
units, all helped to crgate conditions for
widening the base of industrial ontreproncur-
ship and promoting bread-basad owncrship and
eontrol over industrial broduction,

4.5, Orior %o the enactuant of the Mon-polies
and Restrictive Trade Practices Act, 1965, the
ovarnment had no BeY 1 policy towerds
induetriel intearstinn and mergerg,  Gnverne
ment hed neitie .- Cxlrunsly Tavourcd nor dige
approved of such combingtions & a noster of
policy, and under the Companics Act, mergera

" L ad -—a-,.‘mu-.nq-u-‘-m’m-‘--u-n--& B v G B S S W

® The Core Scctor of industry whicn has heen
80 dasignatad in view of the highest Friority
assigned for its development has been licted.
The heavy investment saotor is that sector
where in individual units the capital invegt-
ment is B, 5 crores or mora,
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or amalgamations weorg left to the initiative
of industrial units and to thoe docisions of
Courta on marit. Cortein industrics like coal,
iron and stecl and banking, hoveveor,
imvlementod schemes o” amalgamations and
mergers st the ingtence of Governmen: as such
e Btep wap considered beneficial for increasing
efficfenc:,a Similarly, formation of joint deals
and expori trade esscciations was also
encouraged by the 8tata. Thue the economic
adventage: of retionel comdines wore not lost
sight of even in the absence of any clear
policy enunciation.

4.7, Earlier legislative moasures, however,
d14 provide for the guided growth of industries
on planned basis and for regulation of various
aspeots of tho funotioning of industries in the
broador national intereet.  The Industries
(Developmont and Regulation) Aot, 195% has
Koviaions enabling the Government to take over

dustrial undertakings if they are found *o de
working to the detrimont of the publie. ‘“he
Companics Act hee, spart from the dotailed
provisions to regulate the funotioning of joint
stook companies, a string of provisions to
govern tha procadures to de adopted in the case
of mergors and amalgamations.

4.8, T™h: Industries (Development and Regulation)
Act, 1951 through u recent amendment and the
Companies Aot havc provisions to facilitate and
regulete industiial re-organiesation and mergers.
Section 18 FC of tho Industries (Development

and Regulaticn) Aot pivides that in the case

of an industriel undirtaking the management of
which has been taken over by the Govermment, on
receipt of a report on tue affairs and world.nc

o2 the underta y £ the Government are

satisfied that (a) in the interssta of general :
pudlio, or (b) in thy interests of the sharsholders,
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or (¢) %o ssrure the prooew Tanigeuont of the
cempeny ownin:s tp- undewrelsing . 44 4g
nicegsary s to vo, oy may, Ly crler, decide
0 prepare & ohams e e *27apstriction of
the company cwnirg thy .dgustidial undertaking.,
Section 12% ~f tha Comprnacs Act, 195K provides
that 1f = scheme ofF WWTEIL Ly approvad by
nine-tenth aajioriiy of AFrranclaers, it suell
be binding on «)). Hoeti.:. 580 ampowers the
Government o nompil two or mere companies to
wpalgemate ‘n ihe notional interost, In caso
the scheme of morger invelwvop vhe ume of
ra-igaus of ocapitul, approvel of the Controller
of Capital Isuueg Le plge nocesaary. Undar the
Banking Companies Act, 1749, 4r the interest of
effioclant conduot of businaee, the procems of
merfer of banks hay been simplified; rocourse
to Jaw courte hus hean obviatad, legal
formalities have bvean mlnimleod and the risk
of a fow gharoholdary holding up the scheme of
merger hse veean elimingied. By s subsequent
amendment of the Aet, tha Govarnment have
a8sumed necussary powers to affoet compulsoxy
emalgamation. of a bank wih tha 8tate Rank of
Indis or with any othar bank. However, any
echeme of merger of hunka raquires prior
approval. of +the Dessrve Bank of India,

4.9, Analgemation and mergers under the
above-noted legislative snactments have heen
used in India Pravigusly with a view to glv

do Jure recogniticn ty & as feoto situation 4in
which the compunies oncexncd wers .lready
interlinked by virti. .7 control execcised bty
the eame grovp. Noi only coupanies under the
geme managing agency were merged with eaoh
other, but sven tra r TO1E@ managing agency
compenies were mualgarated. Such mergors
however, rasgultad i large conoentration of
sconomic power in tne hends of certain menagement
groups. 3ome exemplen of euch anelgamations
are those of Jardine Hewderson Ltd,

Meoneil and Barry Ltd., end Martin fmrn Limi%ed.
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It has tc bo poir+ad out that thoe regulilove
rovisions in the Companisc et andsr which
heso morgcrs werc facilitataed falled To *ako

into considuianion ke anoromic and socil

aspectz of margexs.

5. Tho pregont policy towards roorganisuvion
and mergars.

5t The Monopoliee end Rogtrictive Trade
Practices Act, 19€¢ for thc firet time voatoed in
the Contral Govornmsnt %he muthority to approve
or disapprove of mergsrs or amalgamatior
involving companias which are covaraed hy the
provisions of the Aot reiating to concentration
of aoonomic. power. Cno of ite _mportent
objeotives i3 to regulate mergers and expaneioca
sohemes of .he larger houses. Schemes of mergers
or amalgamation of an undertaking whoa: aacete
are not leas than §.20 crores or an undertaki
which ie either a dominant underiaking or whio
after the proposed merger is likely to become
such, require ap r?val by the Central Gevernment
under section 27?2 before +he court can sanction
thew, JIn approving of the merger applicetions
the Central Government has t¢ take into accoun
all matters which appear in tha particuler
oircumstances to ba relavant and, among other
things, give adequate conaldsrction to the need
consistent with tra genera) sconcwic position of
the country -

a) to uchieve the pruducticn. wupply end
diatribution, ty most sffic.an% aud
economical means. o goods of auch type
and qualities, in such volumca =nd a¥
such prioces as wi. L best zcet ‘the
requireucnts «f “n: Dalsnes of Tndis, and -
home and overseas merkets;

bd) to have the trade organised in wash a

way that its effiociency is progressivol,
inocreased; y FrogCane y
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(o) to engure the best use and
distridution of men, materials
and industrial capacity in India;

(4) to effeut techniocal ang technologioel
improvements in trade and expansion
of oxisting markets and the oponing up
of liow markets; 4 ~

(o) to encourage new enterprises as a -
counteraoting force to the
- oongentration of economic power
%0 the common detriment;

(2) to r:_fulatc the ocontroel of the
naterial resources of tho community
40 subserve the common good; and

(8) $o reduce disparities .in developmout
oetween different regions and BOYe
especially in relation to areas which
have m.inod‘ narkedly dackward.

5.8, The Oentral Government may, before
8600 their approval, send a ccse to the

‘ Monopolies and Bu%natiw_ Trade
Preactices) Oommission for furthey onquiry where
such enquiry is considered necessary. The
.Central Governmant has dealt with seversl cases
of marger under these provisions, In one case,
vis. the merger betwoen Forbes Forbes canfbpll
end Comp 104 and two of its sudeid aries,
Yarrior fﬂan Limited and Auto Accessoring
Iimited, the merger has been allowed on the
ground %hat the atry will {therady ve
organised vore effoctively, will ensure the
o8t use and Aiptridution of men, materials

and induetrial ocapacity and reduction in cost
of produotion and nanagement. In another oase
'8 proposal for amslgamastion of Bengsl and
! Industries Limited, J.X. Agents Private
o $0d and Madhya Pradesh Indu d1es Limited
. _%a® not sllowed on the ground that it would not




siyve any specisl public purpose and would on
the other hand anocreace the oconcentration of
economic power in the hends of the controlling
group to coumon datiment.

6, Crite for identi
5 wWhich reorganise
e Jdoglrables

6.1, Before 1den’c1f¥1ng the oriteria for

the selection of industries in which re-

organigation and mergers would be desirable, 1t

merite repetition that Govarnment's prizary

objective is that the integrated or nerged
units should function efficiently within the

cation of induai :
on end mersKeras Woulcd

broad framcvork of the accepted social objentives

of the countr{ and national priorities. n
CVolvin% a policy in respect of industrial
integrations, Government have to take into
acoount all the relevent faots, particulerly
their long range impact on_ distribution of
d4ncome and we»ith, and employment.

6.2. Within the droad perspeotive mentioned
adove, it is possible to delineate areas or
windun‘riu where mergers or combinations may be
fruitful., On a droa rackoning, it is Lelt
that it would de advantageous to have
{ndustrial reorganisation and mergers under the
following circumstances or in the arcas of
industry mentioned below:

1) Where the msnufectvred products ani/or
the physiocal squipment used in thelr
production ere large, .. atoal, ’
automobilea, shipas, public wovks .
contracting; ' ‘

14) where the zrodnotion involves a number
of suocessive procesees of mamufacture
or operations on the raw materiel, and
there are economies from having a‘h the

rocesses under one roof, or controlled
y one administration e.g. 8teelj




111) where ugonsive research aotivity is
important to comretitive powor - e.g,
chenicals;

iv) where the product is fairly standardiged
and can, therafore, be produced on a

mass aoale in long runs by specialised
nmechines;

v) where the markeis are geographically
concentratsd or transport costs are low
in relation to the unit value of the
product;

vi) where production involves several
@ifferent operations and the existence of
nocasional large indivigibilities ereates
& balanoing prcblem;

vii) where there is a large excess capa-ity
in different manufacturi utits
naufacturing similar produots;

viii) where thers are large number of uneconomie
Wnits in the same line of manufacture
competing with each other in the ssne
markets; and

iz) where the total demand inoluding expors
possidility is sufficient to suppoX
only a few firms of economic sine.,

7.

vy

(VL 0W 02 RETrReIrs angd a
. 201 80%87 p03%0Fs 1n Indias

T.1, In some of the Indian industries 1ike
goal, jute, cotton textiles snd in respeot of
ks, mrg-u in the past did prove useful. Ia
the case of these industries, there wers a
&ra«unoﬁ of small-giged unite ang many of

nere 111-0quigpod and uneoonomic. In order
$0 work out defini

@ proposals for the amalgsmation
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of collierien, a Committas on Amslgamation of
Collieries was appointed in the ysar 1955
which recommendzd ‘that small col ieries ‘
should be mnaigamata? and brought urder unif;ed
control for their raorganlsation and modernisa-
tion., The Government followed up this
recommendatior. by conatituting a Committee to
promote voluntary emalgemetion of small coal
mines.

7.2... 8o far as the textile industry 1s
concerned, the Cotton Textile Inquiry Committee,
1958 recommended that mills of uneconomic size
should be made economic by proper balancing

or by amalgemation with some other units whioch
ocould afford tc purchase and instal the
machinery and plant needed. Similarly, eteps
have been tekern in the jute industiry to
eliminate the unedonomic units by transferring
their loom-hours to other mills working on
double shifts with greater economy. This trend
towards closing down less efficient units and
concentrating production in more economic and
modernised units desarves to0.»e notad. But in
all such cases of rgorgenisation, what was
sought to be secured was the better snd nmore
economic functioning of the concerned indusirial
uanits which had a potentiel for improvement in
performance through replacerents, rehabdilitation
and modernisation end wherever neceaaari

through oxpension of the size of operation.

In the procees such units which had hardly any
potential for imprcved parformance had to ke
closed down., JFesentially ths schemc of
reorganisation was contered on individual .
4ndustrial units in the industry nnd was not a
scheme denignad for a reorganisation of the
structure of the indusiry as a whola. The efforts

nevertheless resulted in detter and more
economic production in the particular sector
of induetry.
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7.3, The case of banking end insurance
companies received gpecial coneldoration,
because of their special poaition in ‘the
national economy, i large ssotion of the
banking industry enc a major portion of
insurance businous uad elreedy been integrated
with the establislment of the $tete Bank of
India and the life Insurance Corporation
reopootivelz. More reoentli 14 other importent
private banka and lately all the general
insurance conpanies were nationalised. Here
the scheme of reorganisation and integration
in stages covered a major gegment of the
Banking Industry and prectically the whole of
the Insurancs industry. 4 seotoral approach
was adopted here on broader Folicy conasiders~
tions and the socheme o.f reorganisation was not
oeatered on individual units in the industry
on the dbasgic of their relative poxformance,

8.1. Recently, Government have decided to
sot a Hol Company for Steel and
assoclated input industries 1like coking coal,
iron ore, manganeee ors, eto. This company will
own all the sheres in public seotor corporations
dealing with these industries, own sll
Government shares in the relevant Jcint sector
enies and will aot as the nominee of pudlio
ssotor financial inetitutions whioh hold shazes
in private sector units in the sphere of iren
and steel and associated inputs, refractory
units and small steel froducing organisations,
The Holding Company will e roasponsidle for the

working of the steel plentes in the private
seotor, in which the public financial
institutions have a sudstantisl shere. ™his
decision has been token in oyder to snsure the
rapid and orderly growth of ths steel industry.




. $mue of the machine tool industry aleo. As has

8.2, The Holding Compeny will formulate ¢
long-term programmee of development, arrange *
for effsctivs chennelling of surpluses into

further expension .,f the industriae, finance

necessary technoiugicali cnanges and innovations

ard coordinate and superviee the operations

0° the various companiee uader it. It would

thus achieve economies of vertical intagration

and ensure coordinated growth at leas’ coat.

For the manhine tool industry too, Government

huve decided to astablish a holding com?any

to secure similar objectives. Imthe light of

the experience gained in thesge %¥¢ impo ant

asotors, the extension of this system c?

reorganigation to other imporiant arees of

industry would be considered.

8.3. A8 <13 ovident from the deciasion to
estadblish holding companies in the steel and
machine tool sectors, Government heve
recognised the naed ior reorganisation in the
4ron and steel and machine tool indusiries
%y facilitating vertioal inte~ration in such
industries. The plants in the iron and stesel
industry in the private sector are sufficiently
large; henace, eny further horizontal
expansion of the industry will only lead to
concentration of production in the existing
. units with no proportionate adwantage in the
" shape of economies of production. Vertiocal
integration will, it is expeoted, facilitate
achievement of economies in 4nvastments and
ensure coordinated growth, This ie lergely

earlier been merntioned, ths neesd and scope for
similar reorganisation in other induastries,

8 eexrirg industries, paper, cement,
fertilizer, drugs and pharmacsuticels, non-
ferrous metals, oto, will require examination
4n the light of the experience gained in regard
%0 steel and mechine toolas. But in any scheme
of reorganisation as may be demanded ty the
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nesds of a prriicular industry, due care
will have to be itaken to enaure that the
resultant economies are significant end
reaagl and thoere is no further acerction to
the concoentration of ceonomic powar in
privete hands.

9, Some othar easpects of
roorganigation of industries.

9.1. Due oncouragcment may elao havue to be
given for diegonal expansion of industriel
unite ‘o provide for the necessary ancillary
facilities for their efficlent functioning.
For instance, the scoira for integration of
ancillary and service industries like coal
washeriaa, erd transport agencies wish
collieries for the coordinmted development
of the coal industry deserves examination.
To derive the full adventage of the sconomies
of integration, the integrated .iniis should
be situated within a resdily accessible geo-
graphical region, as there is a closs relation
etween inxagration and lccation of integreted
units. The economies to which a reference
is made here are thosd releted to production,
purchase and supply of rew materiels and
management. If the units are aituated at
wide distencos, comnon technical staff ocan~
not be employed, rew materiamls cannot ho
rochased in bulk from one merket centra,
y-products cennot be cconomically Zransportad
to other factoriss processing thaem end commdn
managerial steff cannot suncrvise end guide
tho operations or all tho intogratod units.
There oould of course be somc c¢conomics in
distribution and salos depunding on the %
of industry end the location of merkets en
consuming contros.

9.2, Inter-connections between Comparnios
through linkages in management seoured through
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inter-corporate investments and intor-
locking of direcctorships resulting in
conglomerate growth as distinct from any
rational integretion, have in the past only
contributed to undesirable concentration of
economic powor and not resulted in eny
economies in production, purchases, sales
or use of menagorial and technological
resouroeg., In any rational scheme of
future planning and reorgenisation, such
conglomarate growth hae not only to be dis~
couraged but positive steps may have to be
conaidered to restructure the management of
industrial units forming part of existing
conglomerates which serve no economic
purpose and only create social problems and
tenaions.

10. Decentralisation of production
suggestaed as the most suitable
form of reorgeniestion in

gertein cases.

10.1. In industries which involve assembly
of & large number of components, any future
scheme of reorgasnisation designad to

achieve economies in production should take
note of the need and scops for economic
decentralisation of production through
estadblishment of a number of large unite
solely for the manufacture of ancillaries
and componants. Mass production of com-
ponents and encillariee in factories

ngeci lly deeigned for their manufacture and
their supplies to diffsrent assembly units
will help in achieving better cconomies in
production than by concentrating manufacture
of all the components within an integrated
production cum assembly plant. Enoourage-
ment to the coatablishment of a large number
of units for mass production of different
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ancillaries and componeénts will,apart from
achieving significant economies of scale

in their production, also help in broad-
basing entrep.,eneurship and in planned
location of such industries taking due note
of the need for balanced raegional develop-
ment. Bconomies and social bensfits accruing
from large scele sub-conitraciing of ancillarices
and ocomponents have begun to be recognised
and a healthy traend in ths shape of devoeloped
countries sub-contracting the manufacture of
labour intensive components to developing
countries with large man power resources has
be to omerge. Digpersal of ancillary
industries will also avoid problems arising
out of employment of a very large labour
force within a single factory. In a case of
this t%”' rational reorganisation would
consist of decentralisation of production in
ocontrast to integration of production
facilitien.

10, Conclugion

Indian experience shows that while
seleotive application of policies relating
t0 industrial reorganisation and mergers may
be useful and necessary for partioular
industries in given historical circumstences,
the formmulation of any overail goneral policy
in this regard will have to taks noto of
the soclo-economic implications of the con-
oontration of aconomic powsr that might resuls.
What can be uscful es a tool in solective
circumstances cannot be a gonerel romedy,
8till less a panacsa for industrial cfficienay
end growth. A study of the ncodas, require-
moentas and potentialities of indivigdual
industries ie an inescapable exercise for
policy makors in devcloping countries, the
need for which gets reinforced by wha¥ wo have
stated adbove in regard to industrial
reorganisation and mergers.









