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1. Introduction 

1.1. Capital, plant,  knowhow, technology, 
dynamic management, masa  production and 
largo markets are among   th<a  essential öloments 
of modern industrial enterprise,      The primary 
objective of any progressive industriel 
organisation is to secure maximum production 
through optimuia utilisation of scarco rosourcas 
financial, martoriai and technological - to 
Boat the growing demande. 

1.2. The oconoœic rationale for inductrinl    — 
reorganisation and mergers ia the realisation 
of economics of scale and through then the 
benefits of mass production,  acoquate in 
volume and aatiefaotory in quality and cornisti« 
tivaneas.      A largor unit,   as a rula, is in a 
better position than a smaller unit to nobili se 
the resources needed for re 3 a arch and develop- 
ment, on tha results of whioà the futur« 
suocess of the enterprise hingas.     The 
economies of scale dopend,  in their turn, on 
the size of the plant.       The size of tho plant 
is datti rminod by technological'considerations 
on the one hand, and demand considerations on 
the othQr. 

2* Tho situation in developing 
oountriea - some rai avant 
MMtt«T«tlonar i_ 

2»1.   In developing oountrios, the limitations 
of doasstio dornend often impose a constraint 
on ths optimum size of th« plant as may b« 
warranted by the most up-to-date technology. 
Th« requir«m«nt of optimum aiz? of the plant 
oan, no doubt, to a larga extent, be taken 
ear« of by developing countries, where  ¡¡here 
is no pre-existing large  industrial basa, at 



the  atbge of «¿--twlishing new industries. 
Sven hers,  because   of ths limitations of 
demand,  the oci-ictraintn  of acaree financial 
and managerial retsoaroes,  and the need to 
secure  a fair ^eaaare  of ragionai develop- 
ment,   the alternatives may be either to 
have planto baaed  or.  up-to-date so¡histicated 
technology and c*  ler^e  capacities which may 
not be fully utilised or plant3 based on 
appropriate labour intensive technology 
euitert to tho local situation and of smaller 
capacities which bear a relation to  the 
merket,      Alongside* of thee* factors,  the 
protection +:.at hs<;  to be afforded to indent 
Industrie^, in- -WTJ i oping countries by tariff, 
Baa Taoru'irap.-.rtantly import control, may 
also tend to create,  over a period,  a oertain 
lack of aware-.:-3s of ooat considerations. 
Theae factor. ,  combined tog&ther,  result In 
• situai!on in many developing countries 
where the circumstances «r« weighted against 
economic prqduotion in the global sense« 
The concept of eeonemio production (unless 
the industry is basically in a position to 
compete in export marke tu) soy then have to 
be looked at in e national rather than 
international context*. 

2.2.    Evan where new enterprises ere esta- 
blished, the uena«r in which they groe will 
depend on whether the itetss of production 
•re such that in • developing country th .ir 
demand will grow or export markets csn be 
developed for thee on advantageous terms. 
In other words»,  the manner in which enter- 
prise • will tend to become economic in sise 
In developing countries depends on the 
types of product» and whether they will 
have a growing dome «tio or export demand 
within a reasonable time.     In a world of 
growing sia* of eoonoaic operations, the 
•lee of unite in developing countries is 
almoat always bound to lag behind economic 



Biaes in a global   senee,   and problème- of 
"organisation and mergere can nevor abate. 
But  the procer 0i  industriel roorgunlaation 
and margara j * not  0 ampio probi• of 
industrial «conculca alone.      Apart from 
individual inrtunoui oí  su oh margena or 
reorganisations tak.n« place on thj initiative 
of entreprendra,   any purposeïul reorganisation 
or merger would m*û legislative ¡S îfîl 2 
«^ïUtiVSv8C^0ri ?n  th0 *•** 3f **" GovirS! 
ÏÎ5S'«.- v    4   evelSÎ'iI18 countries aro «rappling with the bseic problems of establishing manu- 
facturo and absorbing technology, it if Ï• 
ìì^ll thaí thöy "1U be in a Poaiïion to 
tiZí^t eerìou" economio consideration to the 
fíS» îîî ?   :,-r*or« m* reorganisation aa the 
industrial eaoaoay grows in aizc, and diversity. 

«¿Í£i.Th?r9,í\fl father tena« in which the 
problem ia likely to be faoed by certain 
ÍS ifSfrt Jc2noîiea *hioh hBV« h»<* a trsditio» 
2í*Í¿Bí*od industrialisation in procaaaia*, 
¡î£î?•Vî or othîr *»*»**!<>• includi^ inoee 
*f£ »í»&?J,Xpor\raarkgta- In «"* industries. 
íí; ?í?5ín?ry way have escoma obioleaoant or ' 
the tochnology outmodod.      The unita may have 

Î2Î-Î i **? "e ÔXPort-oriônted, ita ooapetitivs 

ÎÎL •?•     hi2h ^foreigners have left at tbs 
Í¿SL^L2Ttry*aíhieved dependence and the 
ïb???ï?fï8 ÍS not h?ve adequate managerial 
ÍÜÍÍÍ lds* th!? a*aitl PiobTens are lïkely to 
i«Îf5;*.-în °î?er *ord*>  induatriea aa well M 
#«2í«Í?uaXJfnÍ'tB **y Dt «ttbj«ot to fluetuatiïï 
tîSï"!: J*1!1*1? out of tre*da in JnternatioaSl ÎÏÏÎL2! Jeohnology or merely out of lack of 
ïrSïrÎ5hîfifort- If th* öevelopini cornati* 
Í!v S! ^V1?8 a •»»•*«tUl portioS of »AÎI 
ShLh \2îXÎ!d, Sì"*0?- ««•»•tlw industris!« 

industrial réorganisation and *er£*r« assuma« 



a good deal  of reldv&aoo.       Th»  aàvantagoe 
of industriai reorganisation  arid aergars in 
Buch a situation are. obvious.     The wording 
out of uneconomic unita,    ¡ut, 1:1 ig out un- 
necöQBary selling costa,  improving and 
ensuring quality, modernisation and techno- 
logical  improvements,   . olutiou to proclama 
of meintonanco  and  sy^o pax'^ij,   anu ûiversi- 
fication oí'  Vue production pattuii to xr. ich 
thä changing Trends in demand  ero ali 
possible. 

2.4.    At tho  sara*) time-,   as hes buon mentioned 
earlier,   davoloping countries or any country, 
for that natter,  oaunot look at such probi JUS 
as purely a problem in industrial   .¡conoraics. 
Very often social and politico! aspirations 
of tho people coma into the picture.        In 
developing countries« such réorganisation 
and roorgore are generally bound to involve 
substantial changes in the pattern of owner- 
ship and oontrol over tho weans of production. 
These changos et tinea give riso to eensitlve 
problems suoh as monopolies and concentration 
of economic power in a few prive ce hands. 
Honce what is important is to devise methods 
which will ba practical and acceptable in 
the ci reuma t anco a of particular countries 
and particular industriea.      The question, in 
essence,  is how to reap the ben*flta of larga 
scale enterprise without injury tw broader 
national social objectives and interests. 

2.5t   Sometimes, the key to acoaoœio operation 
••y not nàosssariiy be mergers,  but the ex- 
panaion of uneconomic units,  if demand 
conditions permit.     Ti.e advantages Oi. margere 
»ill also vary depending on individual cir- 
cuaatancea.      ïhe specific advantage, whether 
in tanas of managerial integration or integra- 
tion of the plant or cutting out selling costs 
or laying a base for rasa arch and dyvalopment, 
will have to be identified and it will have to 
lit seen whether this advantage will be realista 



i 
I in tha proejas o" reorganisation pnd niör^rs. 
I In othur word a,   ¡:: J1 istrici vyorgynisr'M .v^ 

and BwrgHTa invj  to  '...<..  r^frr i.vd  us a-ati;.-3. ' 
! towards   pnrti^W'.r    .nâe'   tr/ii no\.   -. ••  e;-dß   in 
thu;n¡;oJ.vvja. 

j 2.6.     Subject  to  1>: sou  3S).-.«r/ntion{-,     i.-..'.ific 
I fíelas  oí'   i.n'î-if.-trj.iie.   ^arUauiarAj   thoai 
? ralo tint? to   './•)•:  ci;c.-'t  offert,   ?an ba iu^n^fi 
| in individual davuioping countries  for purooaa 
j of raorgemiaption.      But in each COBO,  it will 

have  to  00 sear wßDthur what ie really ruquirec 
ia röorgaaiaution or m-arg er in thö  aanru of 
changos of ownership pattern or merely moderni- 
seti on and  the  induction of Bound raanagarinl 
end technological practicas, 

I* -tfee 3flcH¿;round in India. 

3.1.    Thn industrial baeü that ned bdw 
duvelopad in Indin prior to the Second World 
War oonaietad largely of processing Indus- 
trifle auoh ts plantation industries  'tee* 
ooffeu etc),  textile«,  jute and sugnr, 
extractive industries such as oil oruahina, 
some mining industrias (coal,  iron ore, 
manganaaa and limaatone),  a £%•# ttin^ boatd 
induatriea, and a roltitivuiy snail number 
of manufacturing and fabrication industrtaa. 
Heat of theas industrias wer a lavalopad, 
owned and managed by ¿ritiah companies or 
eatrepranaurs.      There two, of ecuro«, 
iaolated instances of piont¿ring yffort« 
of Indian industrial Ènttìrprrieo,  the moat 
notable of which was tjs cetabliahssn,; of 
the iron and Steal worke by the Tatas at 
Jamanedpur.      Thg size of manufacturing 
enterprises waa generally small designed 
to eater primarily to the limitad doauati- 
Jjffljad.      Tho general pattern of maneftamer.*- 
tnat had been evolved and osaa to be kno«n 
•a th« Managing .Agency System consisted of 

« u 
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the perforanti06 by the 30 called tti;m?,£:/iß 
agency firn: or gr*,up of sll the functions 
connecta3 w:t;¡ promotion, ìììJ'ìILCO una 
management oi H nu:nb'jr of ani: a J n aiffarcnt 
field* oí' i.!\¿uetrisl activity*  IndURtrJ.nl 
growth in Inäin in the ysers before inda- 
pendenco was 'l^rguly /mi 33d by Uhd efforts 
of thesu ícana¿:ing ag'ncy houses,  T.t has to 
be mentioned tint W>H1C< th* Managing Agency 
houses promo4, id a sizeable number of indus- 
triel units under their umbrella, there wa3 
hardly any scopi for rational integration in 
the operations of différent units undar r.ny 
single managing agency calcul*t«*d to p rospo to 
economies in production er marketing.  The 
system, however, resulted in control over 
sizeable arec e of Industrial activity vesting 
in the Managing Agency houses. 

3.2. The impetus to industrialisation did 
not cessa or slow down with the coming of 
Independence.  But on the eve of independence 
many foreign companies which owned and managed 
industrial undertakings ih India ndoptod a 
policy of repatriation of their assets as a 
consequence of which several undertakings 
»ere bought over and passed on to the control 
of a few affluent, Indian families.   She se 
fumilies too found it to their advantage to 
adopt the managing agency system to control 
their newly acquired interests,  She managerial 
abilities of the new Indian owiere of the 
Industrial undertakings naturally \nried from 
one osse to enother.  Som; of them as also 
•erne of the foreign managing ai'oncy houses 
which continued in industrial ventures in 
India were motivated primarily by the desire 
to make quick end lsije profits out of the 
undertakings and dev. tod littla attention to 
the need to rehabilítete and modernise their 
plant and machinery through replacements 
necessitated by wear and toar and the fast 
changing technology.  The need to reorganizo 
töe structure of these production units to 

wm 
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respond to r.jw -it;-....tiont! t:v; < 
requirements was nlso penerà Uv**no 
reoogniaod. * 'J 

'-n¿;.t.::^ 

rA«; vSîS001;60 Pxanni*ß by the Stata  ir.  :><, 
¿S!Íií,ndependence P«r*°d which nought  to 
»ooiliae and hfirneas mi «veilabla r«boU-iB 
to implement * program« cf B«!88ive I£fcl 
tríalaaation et a rapxa pec«,   -.--P0 faró; • M*Ai, 
to an extent the  eatabliahnent"of new pro-' 
auction unito by thô8v.  faw w<jll  t •J iÌXint-iM 
houaea wno had by then acquireÎ alne^w'ÄS 
of running industries.      in view of -heir 
reaourcea and experience,   theee houses *L%  * 
2*2iS!1V? aavaî?t6S«  comparad to new«? entra! ' 

I ?ï!nt5ra*in erplyir^ for and eecurJng licences 

25*£.,2latlnß ^P«0***«.      The policy of 

fi.t«M<!h?Íy    îm?f ?lsn Save en adge to the 
22 thÍÍ^2la%Ve11  t0 d0 iri^3tri«î houaes 
SJLÎÎF fo^n? lt! easier to secure the colla! 
lililí• °í }aïge and r*Puted companies 
SS ?A;rí

i0j-08>.lB,í)or1; restrictiona naceaeitatad 
5LÎ2ïîi*l4.!xohfn«a 8hortage and the need to 
ÏSPîS* 5?tlonal induatriea, exchange control 
Îi2lîyetf thaP2aíCL0f banka ** iSTpSSfeSL 
tîadÎd Î2 ÍÍ?„M5 0Í ID9an,, ^ «batano», all 
Sh2 22±2hi?2Í?* ?V íreate* °* smaller ixtsnt, 
data 22?ì Sîï in2ustriKl houaa« to ocnaoli- 
2222*32    5 ?°id !na oontrol ovar siseabl* 
22222?,°? industr/ in *»• wintry.      Thl 

R55Í22 «îSul265«Kinîîél-0ttîthat 75 Ad««* «î«!•î8 8fou?B coatr-Ued altogether 1536 

ïi«5»2?«2rîrôf r??d a total PQia «P capital «Hunting to fe.646 ororea.     According to the 

# A orore is ten millions " 
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report, in 1Q63-64 the sa 75 groupa controlled 
44V1# end 46.9> oí tho total paid up capital 
and aesvjts respectively of all non-government 
end non-bankinß companie e ir "¿he country. 

3.4.    As han briefly bean referred    0 earlier 
in this pep'ir,   or i: •'• *v-ir-tir.g peint  to note 
la that most industrial  combiner? in In-lia 
union really ere groups of industrial ^nita 
do not fall inte nny sat pattern,   i.e. 
horizontal, vertical, lateral or diagonal 
integration.      îfce moat common type of 
ooœbïne noticed in Indie is what «ay bq 
called "conglotûCirateM wherein unite alto- 
gether different and having no rational con- 
nection with each other,   combine and are 
managed by en agency controlled by a Large 
House.     For example, the Tata House nontroia 
not only a ase el manufacturing enterprise, 
but it controls undertakings manufacturing 
soaps, cosmetica. edible oils, locomotives, 
textiles, automobile s, industrial machinery 
sad machine tools, electricity generating 
units and a lerge spectrum of different 
types of enterprises.      It ia relevant to 
point out that by and large, these conglo- 
merates are inconsistent with the modera 
oonoept of industrial reorganisation and 
rationalisation.     A conglomerate with larga 
investilla resources doe3 not necessarily 
invest in areas of the highest priority.    It 
has little value from the angle of sound ana 
effioient industrial growth.     Conglomerata 
frowth, on the oth3r bend, resulto in the 
if fusion of ecsreo economic resources over 

a aide range of predi 3ts irreapeoti% e of 
their importance &n* priority in the eoonomy. 
Oaa seldom ooacß across oases of masa pro- 
duction, product improvement and cost 
reduction in India as e direct result ©f 
conglomerate growth. 
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3.5.    India'a experience in regard te 
ÎSÎlî'ÎÎ1;1   frVffl0,fl,ar'itea   0r    906,Mn88   tito 
lit\ 5aï-,îhrle   ta'3* haVtt  contributed  ta the eetabliofc^nt of P nunhsr of industrie 
in the country, hol^d in the development of promotional nn' ¡-cariai  skills" and 

«•«•»iJf^J:    -vli: r-1-— •*--  ^   monomio non- 
S?ïîr8î}on Wlth  ity attendant evils, vií. 
kÎS^S^Ï'   **terioration in quality and 
keeping out newor ontwpreMurî from the 
;î!Îr       fnu?',tfcG é^ith of industrial 
Ä«VA%*? 

In?i9i.l'y *ì* lûPffe did not achieve the oojectzveo for which rationali- 
sation and expansion of certain industries 
are genernUy advocated,  viz. product 
improvement,  o o et reduction,  optimum ueo 
Î; Sa!ítal and managerial talent resulting 
in better service to the consumer.    It oa£- 
not, however,  be denied that there viere T 
i!"*:!? f*?? lnfltaaoaa of »ergere which led 
to rationalisation and improved oorporate 
performance.      Thue, in the thirtií» a 
¿arge number of cement producing under- 
nSS5î*n0eMW together to form the isaooiated 
Cement Company whioh han ainoe grown into 
thí TÎMIÏ il0rfe oorP°rate organisation* in the Indian landscape and h«r been diatin- 
f?%to&tftlñ£^¿*?au«** Profitability. «L SnLlí* í   8 the Indian Iron Corporation and 
the Steel Corporction of Bernal *era »erra« 

«ÎÏÏÏ! I  *?f iapatua for reorganisation and 
5ÎÎÎ L15wtheefl/Ge9s «tended from an aware- 
induriiîihe^Q5d Î? ton* up tnö "•**»• of induatrial produotior units and not in 
pursuance of «ov oon^ioua policy oi re- 

•3ffii5tixinSí.4ildtt8t,4ei oa ratloaal «* 
iÚ¿mJSmS!!£V9 ìh9 PÄDle» °* industrial 
fcîîïîîîÎ8??*0? !nî ••*«•» in India has historically had two diaonaionsî   on   ttw 
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one band. In certain traditional industries 
like coal minea,  cotton textiles and jute, 
the problem of modernisation,  rehabilitation 
and reorganisation has ariaen for reasons of 
obsolescence,  mismanagement, loso of com- 
petitive advantagey  tne march of technological 
events,  etc.      The other dimension to the 
problem has been a procesa which ia not 
strictly industrial re-organi seti on or merger 
but one of initial industrial expansion and 
eventual industrial hegemony exercised through 
conglomeratea of companies resulting in 
problems of concentration of eoonomio power. 

4, Ivolution of Government Folioy. 

4.1.   Sill independence, the then Government 
of India did not show any great ooncsrn over 
the growth of Industrial conglomerates and 
oombinee and had not evolved any policy 
towards them.      After Independence, the eoo- 
nomio policy of the country was re-oriented 
and the State took upon itself the responsi- 
bility to avoid concentration of eoonomio 
{ewer.     One of the Directive Principle a of 
tate Policy as laid down in the Constitution 

of India requires that the "State shall, 
ia particular, diraot its policy toward« 
securing that the operation of the economic 
system does not result in the concentration 
of wealth and means of production to the 
common detriment".     The Industrial Policy 
^*?lfi4oili faÎVUâ *y thô Government of India 
in 1940 and 1956 ned stressed the need "*© 
aeoelarate the rate of economic growth and 
to «peed up industrialisation and, in parti- 
TÎlïïi Î2 Jflïîîop h!avy *ndu*t**«8 and machine 
•ad to build up a large and growing oo- 
îîîïîï1!! a,??or*.\ ?• 1956 »••©lutto» further stated "equally,  it is urgent, to reduce 
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and the  conSentratïol ofP^î%monopolltf8 

different fields in -h« v,f^nomìc P0Wür *» 
nuocere of indivi dS«ií      a?ds °í, 8ma11 

State will pro£Íeflfl?ía; ,    Accordingiy.  the 
dominant and dS2t -    '   assuj• a pre- 

srswws äSSK» - 

fS^S*-*?« s««ond Plan peïiod ?19?6_?Sfi?i 

îh"ftiiJ9lî^6L uSïori"!7oth7e
1
P8rls.d î"« «MB of fc.826 cpôïa. f!f J970"71» a further 

l«i*-up c2pit?rj?8th2 rn?î? *nvoî*** in tht 

»ve Year Flan in 1S5Í S? ?£ °f îfg Piret: 

eeapani*, accounted foi 2m^$,publ10 aocto* 
tutti paid-up Spital in °thî Lî?;°eat of the 

••otor. they accounted 5^« jj ntirfe o©*Porat« 
31et March;  1971? 46 pôr C9nt ae wt 
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development of a atrong and vigorous public 
sector to cover th*î utretogic and baaio areas 
of industry.  The stray mercera of industrial 
units, aid rdccr^tru? Mo::.' :>^ the structure of 
a few unita which took placo wore mor * due to 
the fluctuating forti:?--;: ^f tho industrial 
unite which v»cru involved and not as a result 
of any oluar prlicy of reorganisation of any 
particular «rotor of industry on efficient * 
and modern linee.  The few cases oí mergers, 
restructuring, and reorganisation which did 
take place were guided by tho relevant 
provisions of the Company Law, which at that 
time were primarily regulatory in character. 

4.4. ïn 196s? Government decided on olear and 
purposeful policies and initiated oonoerted 
seasures calculated to reduce tho concentration 
of economic power resulting from control over 
large industrial conglomerates by the large 
industrial houses. Ih is* measuras included 
(1; the nationalisation of the major oommaroial 
banks in July, 1969 which deprived these larga 
nouses of thair hold over tho resources of 
many of the largor banks which *»ere under their 
influence till then, (ii) the abolition of ta« 
system of Managing Agency and Secretaries and 
freaeurers with effect from 3r1 April. 1970 
which to a large extent, did away with th* 
visible means of control of the largo houses 
over the majority of the ocaapanios till then 
under thsijijc^ngc^A^^ and severed the manage« 
sent linke between such companies; end (iiiT 
Issue of Guidelines tu the public financial 
institutions to govern ¿heir investment 
5ÎU?1?8 ¡*ieh provideu for tneir increasing 
fîîti?}?ati0,\ ín the ««»Ity capital and in 
tns policy making and nansgement of private 
»•ctor companies, thus assisting the process 
of the loosening of the affiliation 0/ sues 
companita with the Large Houses. 
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4.5» Further, ., 
Licensing Poxicy 
Febj-uary.  1970/ 

au-..or Ibi. now Ir.dU'?J.rial 
^ouutt or^rativ© in 
limitationQ w». re 

w; ii Ci ; 
c^rtni. 

imposed en unà.!,% ak.r,f,k   ^mmr^ •  #   ,  • 

¡Basite,^3 -,d >*s:^«- Aù 

accordami <*t*;. ,hiD non^. Í? i'  a 
In 

takings «ero oxp^tid^^SihiSr^i^' 

in tna Cor-., and Heavy Invaetaont Soctcrc':« 

production.  Definite policy orasti•, 
calculated to promota siali scalo fíi. îîî 

KäS- .x sr~s;M» 
Î5»2L?    ml -^easingly largar nunbor c* 

Sì LSf9Ì9 fJOtor'  thß ««option fwîlovn. 

Îtvîi8? ^ority oompeniOB,  the  caooura«affiant 
f±nS»«Î2in0W fnlFilP^onTB and the ino?faSiSÍ 

SidâSin^Lï ïpoâ *2 croatG conditions for 
Zhil .21 ths baßs of in^strial ©ntrepronouB. 
ÎÎSL!?3 Proaoting brca«-b»»ad ownarÎSS^ST 
eontrol over industriel production!       P ^ 

nati* h.^  «^.J J.^ ~"^*' «*'»-i  ana  riergorSt       vrOVGifi- 
IwJS* nSit¿,€¿ exi-'rubßiy favoured nor dia- 
approvad of auch combination* ar   aV£?kr of 
Policy,  and under the Compani«B Act^S«; 

Saar £;d± tin :±o\ ** *t w¡s.s-
P3Si^ 

îhîrî ÎPiîîf•??•?* a*QtoT is *»•* sector 
••«^ la n«  5 crorco or mora- 
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or amalgamations wcrs loft   to th& initiative 
of industrial units and to tho decisions of 
Courta on merit,     Certain industries like coal, 
iron and ate ai and banking,   however, 
Implemento d achemea o^ amalgamati one and 
mergers at the instpru-« of Government as ouch 
a step wan considered bénéficiai for increasing 
efficiency*    Similarly,  formation of joint deals 
and export trade associations was aleo 
enoouragod by the Stata.    Thus the economic 
»avantagea of rational combines were not lost 
eight of even in the absence of any clear 
policy enunciation, 

4.7*       Earlier legislative measures, however, 
did provide for the guided growth of industries 
on planned basis and for regulation of various 
aspeota of tho functioning of industries in the 
broador national interest.    She Industries 
(Development and Regulation)  lot, 1951 has 
{revisions enabling the Government to take orar 
Qdustrlal undertakings if they are found *o be 

working to the detrimont of the public,    the 
Companies Act has, apart from the detailed 
provisions to regulate the functioning of joint 
»took companies,  a string of provisions to 
govern tha procedures to be adopted in the east 
of mergers and amalgamations. 

4.8.        Th'-. Industries (Development and Regulation) 
Act, 1951  through a recent amendment and the 
Companies Aot have provisions to facilitate and 
regulate industrial re-organi seti on and mergers. 
Section 18 FC of tho Industries (Development 
and Regulation)  Aot pi ¡videa that in the case 
of an industriel undo rt siting the management of 
which has been taken over by the Government, on 
rseeipt of a report on tue affairs and working 
of the undertaking, if the Government ara 
satisfied that (a) in the interests of general 
public, or (b) in the interests of the shareholders, 



or (e)   to  açoure the proer rrnm^aont Dì   the 
company ownin-r tr~ un^-r:-->-;ng,  it ir 
naceeeary BO to ,C|  • \LV mny,'"{*/Cv4rt  decide 
to prepare a   ;ch-r —  —   Tv^Wnction of 
B?StîSÏP?î? ??"&? íbd -^u3*.,.iBi undertaking, 
that i-    JP    ,?=%^aP^SB Act,  195« provides 
«ÎSÎ h^'i       "* .Vj ^^^' -J-a approved by 
SÎ^7ÎÎ?ÎL m^°'t^ 'r *ß'^holaeref  it Lell 
Govern? ?n *13" -(^

cti-'   ^6 emporra the 
ÏÏIÎÎ2U5      ° ?°fl*,Ji J• ** -oxo coapeniee to amalgeaaatfc m -;hc national  lnterost.    In caao 
the sohene  of merger inveivo* the us« of 
of'^M^i^ri;'^' ^rû7Êl *f **• Controller or t'Bpi^al Isuueo ie e.J.ec ijcmessfiry.    Under the 
erfSïSnî^8?11'.0 áf¿ 1?*>'  lB the intôreït of ZÎÎÎ2Í nï g^ot of buBinaae,  the prooeee of 
merger of bun*« hau fceen simplified?   rooouree 
Äti5?4 2?ttrt.€ hûfl.1,M» obviaba, lQ¿al formalities nave been mii.imieed and the riak 
»LLÎÔL ^r°h°\arr? holdia« »P the «cheifof 
amendment of the Aet? the Government have 
aeeumed neooseary povero to  effect coramtlaow 
amalgamation   of a bank with the StatÄHf 
ÎShÎL°Lwltî5 «y *fí9r boû**    However, Sy 
Jíi^t ?f 5*ï5eVf bank* -^q«iree prior approval of the Beservö Bank of India. 

i&m-nJSPffîï*^ anci m9r«ers undtr the 
5ÏÎ5 TÏ i lle€ii3latlYf} onactmenta have been ueed in India previous!* «itb a view to «ivi»« 

í;í«£iíhS S0?»"11100   onoeraed wera   Oread* 
the eame group.    Noi; only coaponie«! under the 
oW^f»! *€f°y *9re «^ with eaoh o"cner,  out even two or more manarin* Aoannv 
oompanie* *ere emanated!    TCÌtAS? 

economic po*er in ta? hand« of certain management 
Í2 f !: A 

SS"? imples of ©uoh amalgamations^ 
•2aAÍ*¡r.?Vftrfllf! Person Ltd!/ •teiieii atxd Barry Ltd., end Hartia kra Liai ted. 
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It has to bo poir':ad out that t/u   rogu.l-"»^ 

aspect3 of merge r?j. 

5« Iho T>roBOnt palicv towgrda ru organi asAOS 
and mergorq; 

5.1.        She Monopolies and Hoatrietlvt» Tracio 
Prácticos Act,  196e) for the first time voatod in 
the Central Govommant tha authority to approve 
or disapprove of mergln or amalgamati on 
involving compañía which are cover««* by the 
provialona of the Ant relating to concentration 
of economic- power.     One of its -.raportenx 
objeotivea i* to regulate mergers and expansion 
•ohe nie o of  whe larger houses.    Scheme i of mergors 
or amalgamation of an undertaking whoas asceta 
are not lee»« than fe.20 crorea or an undertaking 
which la either a dominant undertaking or which 
after the propoaed merger ia likely to become 
such, require approval by the Central Government 
under section 27U) before the court can sanction 
them.    In approving of the merger applicati on«• 
the Central Government has tc take into account 
all matter« which appear in tha particular 
oircumetanoeB to be relevant and, among other 
things, give adequate considorction to th« need 
consistent with tfci genera?  ¿conciaie position of 
th» country - 

a) to u^hie'79 the prudoj,tien,   fjupply and 
distribution, by mögt efficient «sud 
economical mean«;   a? goods of auch type 
and qualities, in nuch volumoa and at 
auch p ri oes aa »ill bist a cet 'lite 
requirements c.t -in-; Deianoa of Indie», and 
home and overseas markets i 

b) to have the trade organised in *ach a 
way that ita efficiency la progressifs!? 
increased; 
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(o) to «turur« tli« beet use and 
distribution of men, materials 
and industrial oapaoity in Indiai 

(d) to «ifOct technical and technoloaioal 
improvement« in trad« and «xpanaîon 
of .existing markets and the opening up of now markets) *«*«•• up 

(•) to «noourag« new enterprises as a 
eount«raoting foro« to the 
oonesntration of eoonomio power 
to the oommon detrimenti 

(t) t©^ regulate the oontrol of «JO 
mat«rial reeouroee of tho community 
to subserve th« common good« and 

o«tw««n different r«gion« and more 
•W«UHjr in relition t¿ S^Sion 
**•• remained markedly backward. 

?*?• « Ä« OjDtrtl Oorernment may. before 
•eoorAlag their «pprove!. send aoese to th« 

ES^ÍSíSiJ0?*1!11^/0'furth,JP »nquiry «here «mob «nouiry it oonsidered neoeisery.   The 
OjatrtJL Oorernaant has dealt «Ì•OTM3 «MM 

Si* *5Î MïfW *«tw««n foro«« ?ovUa CSäPüäS 

SïfîSÏ &**•' *•*•**•« «ad Auto Aooessortfts 
^^i^k1!**?^§ï Äa- *ifa avowed on tî« g¡mA that th« industry will ttoraby b« 

5 «ïffiiîfii1 «fP«0*** an* reduction in cost 

wms not allowed on th« ground that it would mot 
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flirr* any special public purpose and «f^ °n 

the other hSnd increase the omomitrùtiwot 
eoonomio power in the hendo of the controlling 
group to cojBDon detriment. 

6. ftr^rl» fnr Identification of Industries 
krlhVal reory«l«»îion and infera *ouia 
De desirable; 

6.1. Before identifying the criteria for 
the «lection of industries in which re- 
organisation and mergers would be deairabia, 
merits repetition that Government1 s primary 
objsctive is that the integrated or merged 
units should function efficiently within the 
broad framework of the accepted social objectives 
of the country and national priorities.    In 
evolving a policy in respect of 1»•«*]*;* 
integrations. Government have to take into 
aooount all the relevant faota, particularly 
their long rangt impaot on distribution of 
income and we*j.th, and employment * 

6.2. Within the broad perspective mentioned 
above, it is possible to delineate areas or 
Industries nhars mergers or combinations may be 
fruitful.   On a broad reckoning, it is xalt 
that it would fea advantageous to have 
Industrial reorganisation and mergers undjr the 
following circumstances or in the aro as of 
industry mentioned below s 

i) there the msnufeotvred proâuots aaâ/or 
the physical equipment used in tasi* 
produotion ere large, e.g. fit o al, 
automobiles, ships, public works 
contracting; 

ii) «here the produotion involves a number 
of successive processes of manufacture 
or operations on the rait material, sad 
there are eoonomiee from having all the 
froceeoes under one roof, or controlled 

y one administration e.g. Steel} 
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ili) where expensive research aotivity in 
ohwi^Bi*0 comT,el!itiv« PO»o:c - e.g. 

iv) !ÏÎP! th*4.f
rc*jc* is fairly atandardieed ana oan, therafore, be produced on a 

mâôSines16 lû l0ng IUn" by s*§ciali*0¿l 

in relation to the unit value of the 
produot{ 

vi) *?•*• P*oduotion involve« several 
~"®f•»* °P«»*ioM and the exi.tenca of 
oooaeional larga indivisibilitiea oroatea 
a balancing problem; 

in aiff«rent manufaoturin* unita 
manufacturing similar produotsi 

tg&tj in the .ame line of manufacture 
e^ttiag with each other in the sane 
mancete f   ana 

*** SîïîJ??^0?*1 *?£** laoluding export peyaiHlity is auffioient to support 
only a fan firm« of eoonoaic eise. 

fiat» of marcar« m 
y*mi>mi&wrmimm*t 

t*^2    M *B •<>»• of the Indian industries like 
HUI Îîîi cotíoa textil«« and in re apeo t of 
"¡UKS, n«rgere in the past did prove useful.   la 
ÄJH!J!^y industrie«, tiara saie a 
CTS???? î* jo^i-^î«« unit« and many of 
2^!2*!.,í1!~í?u?'?*id •** uneoonottic.   border 
t© work out dafiaiie proposal« for the amalgamation 
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of collieries,  a Committal on Amalgamat-on of 
Collieries was appointed *« th® jf8»^!. 
which reoorainondad that email •¿iierios , „4,..Äli should be amalgamate and brought order united 
control for their ^organisation and raodern-aa 
tion.    The Government foil owed up this 
recommendation by constituting a Committee TO 
promote voluntáis amalgamation of email COBI 
mines• 

7.2. .      So far as the textile industry is 
concerned, the Cotton Textile Inquiry Committee, 
1958 recommended that mills of uneconomic size 
ahould be made economic by proper talf"cln8. . 
or by amalgamation with some other unita wnion 
could afford to purchase and instai the 
machinery and plant needed.    Similarly,  steps 
have been taken in the ¿ute industry to 
alimlnate the uneconomic 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 
•oderaised units deserves to.*« noted.      But in 
all suoh oases of reorganisation, what was 
•ought to be secured fias the better and »ore 
eoonomio functioning of the concerned industrial 
units which had a potential for improvement in 
performance through replacements, rehabilitation 
and modernisation and wherever necessary 
through expansion of the size of operation. 
In the prooess such unite whioh had hardly any 
potential for improved performance had to be 
closed down.    Essentially th¿ scheme of 
reorganisation was centered on individual 
industrial units in the industry nnd was not a 
scherno designed for a reorganisation of th« 
structure of the industry as a whole.    The efforts 
nevertheless resulted in better and more 
economic production in the particular sector 
of industry. 
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7.3.        The case of banking end insurance 
companies received special ooneidoration. 
because of their special position in the 
national economy.    À large section of the 
banking indu«try ana a major portion of 
¿S^??00 ^skuua had already been integrated 

with the establishment of the State Bank of 
India and the Life Insurance Corporation 
respectively.    More recently H other important 
private banka and lately all the general 
insurance companies were nationalised.   Here 
the scheme of reorganisation and integration 
-n stages covered a major segment of the 
Banking Industry and preotically the whole of 
ths Insurance industry,    i sectoral approach 
wye adopted here on broader policy considera« 
ÌÌSì!*SaJn? !îhî?a S* ^organisation «as not oeatered on individual units in the industry 
on the basie of their relative performance. 

8. Decision to sot ut> holding oôinuHa. 

'il-       a5°;n'6ly» Government have deoided to 
••* ttf a Holding Company for Steel and 

« J^lwï^SÎ'V*0» J»ï°*   ï^s öoiipany kit 
***U»g with these industries, own all 
eSSSSSS JSA£??<ila îhe rîètVaIit Jciat sector 
ÎÎÏÏKSrî? mù*m a°* as the nominee of publia 
•wloj financial institutions *hioh hold sbatta 
m pttvate sector units in the sphere of iron 
tad steel and associated inputs, refractory 
•BÎ*«L?5? •°SU oUêl PJ^uoing organisation«. 
SéSS^WSL^

1
?^/

1
?

11
 ìe raponfibis firîi* Ï59Ë2* ?f Ï2?? 2*ì?1 P1»»** in the privata 

ZOSL'JÌ* ^¿ch tht *»blic i^aaolal institutions h avo a substantial share.   Ibi« 
«wjtóon iiasbeen token in order to ensure the 
rapid and orderly growth of the steel induetry. 
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8.2.   The Holding Company will formulate 
long-term programmée of development, arrange 
for effective channelling of surpluses into 
further expansion jf the industri«, finance 
necessary technolu^xcai. cnangee and innovations 
and coordinate and supervise the operations 
of the various companies under it. It would 
thus achieve economies of vertical integration 
and ensure coordinated growth at least cost, 
for the maghino tool induotry too, Government 
have decided to establish a holding company 
to secure similar objectives, lathe l^pt of 
the experience gained in these t*<*- important 
sectors, the extension of this system of. 
reorganisation to other important areas of 
industry nould be considered. 

8.3.   As la evident from the decision to 
establish holding companies in the steel and 
maohine tool sectors. Government have 
recognised the nseà for reorganisation In the 
iron and et «el and maohine tool Industrie« 
ay facilitating vertioal interration in wen 
industries. The plants in the iron and steel 
industry in the private sector are sufficiently 
larga» henoe, any further horizontal 
expansion of the industry «ill only lead to 
concentration of production in the existing 
units with no proportionate adiantage in the 
shape of economías of production, vertioal 
integration will, it is expeoted, facilitata 
achievement of eoonomies in investments and 
ensure coordinated growth. This is largely 
true of the machino tool industry also, is has 
earlier been mentioned, the need and scopa for 
similar reorganisation in other industriest 
say engineering industries, paper, cement, 
fertilizer, drugs and pharmaceuticals, non- 
ferrous metals, etc. will require examination 
in the light of the experience gained in regard 
to steel and maohine tools. But in any schema 
of reorganisation as may be demanded by th* 
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neâds of a particular industry,   due caro 
itili have to be taken to ensure that the 
resultant economies  are significant end 
real and there is no further aoorotion to 
the concentration of economic power in 
private hands. 

9« Some other aspects of 
reorganisation of industries» 

9.1,    Due encouragement may also have to be 
given for diagonal expansion of industrial 
units to provide for the necessary ancillary 
facilities for their efficient functioning. 
For instance, the scoi-a for integration of 
ancillary and service industries like coal 
washer!as,  ard transport agencies with 
collieries for the coordinated development 
of the coal industry deserves examination. 
To derive the full advantage of the economies 
of integration, the integrated units should 
ha situated within a readily accessible geo- 
Sraphical region, as there is a olose relation 

etween integration and location of integrated 
unite.      The economies to which a reference 
if Bade here ere those related to production, 
purchase and supply of re« materials and 
management.     If the units are situated at 
Hide diatancue, comiion technical staff can- 
not^ be employed, rem material* cannot ho 
furohaaed in bulk from one market centre, 
y-produots oannot be economically transportad 

to otiier factories processing them end oommon 
managerial staff cannot superviso end guide 
tho operations of ail tho intogratod units, 
there oould of course be some economics in 
distribution end sales depending on the type 
©f industry and the looation of markets and 
consuming centres. 

9,2.    Intor-oonnoctions between Companies 
through linkages in management secured through 
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inter-corporato investments and intor- 
locking of directorships resulting in 
conglomerate growth as distinct from any 
rational integration, have in tho past only 
contributed to undesirable concentration of 
economic powor and not resulted in any 
économies in production, purchases, sales 
or use of managerial and technological 
reaouroes.  In any rational scheme of 
future planning and reorganisation, such 
conglomerate growth hae not only to be dis- 
couraged but positive steps may have to be 
considered to restructure the management of 
industrial units forming pert of existing 
conglomerates which serve no economic 
purpose and only create social problems and 
tensions. 

10. Decentralisation of production 
suggested as the most suitable 
form of reorganisation in 
certain cage». 

10 «1. In industries whioh involve assembly 
of a large number of components, any futura 
sonarne of reorganisation designad to 
achieve économies in production should take 
not« of the need and scope for economic 
decentralisation of production through 
establishment of a number of large units 
solely for the manufacture of ancillaries 
and components.  Mass production of com- 
ponents and ancillariee in faotoxles 
specially designed for thoir manufactura and 
their supplies to different assembly unita 
«ill help in achieving better economies in 
production than by concentrating manufactura 
of all the components within an integrated 
production cum assembly plant.  Encourage- 
ment to the eatabliahment of a large number 
of units for mass production of different 
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anoillariea and  components will,apart from 
achieving significant economies of scale 
in their production,   also help in broad- 
baaing entreprenourship and in planned 
location of such industries taking due note 
of the need for balanced regional develop- 
ment.     Economies and social benefits accruing 
from large ecele  sub-contracting of ancillaries 
and components have begun to be recognised 
and a healthy trend in the shape of developed 
countries sub-contracting the manufacture of 
labour intensive  components to developing 
countries with large man power resources has 
begun to om»^gc.        Dispersal of ancillary 
industries will also avoid problems arising 
out of employment of a very large labour 
force within a aingle factory.      In a case of 
this type, rational reorganisation would 
oonaiet of decentralisation of production in 
oontraet to integration of production 
facilities. 

Indian experience shows that while 
•eleotive application of policies relating 
to industrial reorganisation and mergers may 
be useful and neoepsary for partioular 
indu et ri «a in given historical oiroumataneee. 
the formulation of any overall general policy 
la this regard will have to take nota of 
the socio-economic implications of the eon- 
oontration of economic power that might result« 
What can be uso ful as a tool in soloctivo 
circumstances cannot be a general romody, 
still less a panacea for industrial efficiency 
and growth.      à atudy of the ncods, require- 
ments and potentialities of individual 
industrie e it an inescapable exercise for 
policy makers in developing countries, the 
need for which gets reinforced by what we have 
stated above in regard to Industrial 
reorganisation and mergers. 






