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INTRODUCTION

I, the Chairman, Estimates Committee, having been authorised
by the Committee to submit the Report on their behalf, present this
Hundred and Fifth Report on the Ministry of Industry—Organisa-

tion of the Development Commissioner, Small Scale Industries—
Part I

2. The Committee took evidence of the representatives of the
Ministry of Industry on the 2nd, 4th, 5th and 6th November, 1965.
The Committee wish to express their thanks to the Secretary of the
Ministry of Industry, the Development Commissioner, Small Scale
Industries, and other officers of the Ministry for placing before them
the material and information they wanted in connection with the
examination of the estimates,

3. The Committee wish to extend their thanks to Dr. P. S. Loka-
nathan, Director-General, National Council of Applied Economic
Research, and the representatives of the Federation of Associations
of Small Industries of India. New Delhi; Small Scale Non-ferrous
Industries Association, Calcutta; Federation of- Small and Medium
Industries, Calcutta; and All Mysore Small Scale Industries Asso-

ciation, Bangalore, for giving evidence and making valuable sugges-
tions to the Committee.

4. The Report was considered and adopted by the Committee on
the 14th April, 1966.

5. A statement showing the analysis of recommendations contain-
ed in the Report is also appended to the Report (Appendix XVI).

New DELuI; ARUN CHANDRA GUHA,
April 21, 1966.

Chairman,
Vaisakha 1, 1888 -(Saka).

Estimates Committee.




1
INTRODUCTORY

A. Definition of Small Scale Industries

In the First Five Year Plan small scale and village industries
avere broadly divided into three categories. These were: —

(i) those which formed an integral part of the village eco-
nomy—these were called Village Industries;

(ii) those which represented traditional skills and crafts—
these were called Handicrafts; and

(iii) those which were more developeq and had intimate con-
nection with the corresponding large scale industries—
these were called Small Scale Industries.

Thus, small scale industries were taken to indicate many newly
organised industries worked with power as well as some of the
old industries like handloom weaving, manufacture of utensils etc.

2. From the point of view of size and employment small scale
industrial units fall broadly under two categories viz. (1) small
factories registered under the Factories Act** 1948 but having a
fixed capital of not more than Rs. 5 lakhs and (2) mnon-household
non-factory manufacturing establishments.

The present definition of a small scale industrial unit, accepted
in January, 1960, reads, “Small Scale Industries will include all
industrial units with a capital investment of not more than rupees
five lakhs irrespective of the numbar of persons employed.” The
capital investment for the purpose of this definition means invest-
ment in fixed assets like land and buildings and machinery and
equipment. In the case of units functioning in rented premises,
the capital valuation of such buildings is taken at 150 times of the
actual monthly rent in assessing the prescribed limit of rupees five

*This Report is restricted to small scale industries. The problems of yillage in-
dustries and handicrafts have been considered in the Report on Rural Industries
lisationin the context of the need for a compreh:siveand integrated programme
for rural industrialisation,

¢¢Under the Factories Act, 1948 a ‘factory’ means a unit which employs 10 or more
persons if using power, or twenty or more persons if not using powes,
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lakhs. While calculating the value of machinery and equipment,

the original price paid by the owner is taken into account irrespec-
tive of whether the machinery is new or second hand.

The capital limit of Rs. 5 lakhs has been relaxed in the case of
ancillary units* as the machinery and equipment for producing
parts and components are generally costlier and require investment
of a higher order. . In the case of ancillary units, therefore, the capital
ceiling has been prescribed at Rs. 10 lakhs.

The importa.ncé of the definition of small scale unit lies in the
fact that all units covered by it are eligible for various forms of
assistance under governmental programmes, including:—

(i) financial assistance;
(ii) allotment of raw materials;
(iii) technical assistance;
(iv) allotment of space in industrial estates;
(v) recognition as ancillaries;
(vi) participation in Government Stores Purchase Programme;
(vii) facilities for hire-purchase of machinery; and
(viii) subsidy on the supply of power, etc.

3. In recent years, there have been persistent demands for an up-
ward revision of the capital ceiling for small scale units, mainly on
the grounds that (i) as the prices of land and buildings as well as
plant and machinery have gone up considerably, many units which
would really have been in the small scale sector are now out of it,
and (ii) with improvements in technology, the scale of operations is
continuously increasing, making it difficult to establish, in many

industries, a new unit of economic size within the capital limit of
Rs. 5 lakhs.

The question of revising the definition was considered by a Sub-
committee of the Small Scale Industries Board in 1962. The Sub-
committee recommended that, as in the case of ancillary units the
limit in respect of fixed capital assets of small scale units should be
raised to Rs. 10 lakhs. Government, however, decided not to imple-
ment the recommendation “for the present as it would be improper

*An ‘ancillary unit’ may bc defined as a unit having a capitalinvestment not exceed.
ing Rs. 10 lakh_s which produces parts, components, sub-asseinblies and tooling
for supply against known or anticipated demand, of one or more large units

manufacturing/assembling complete products and which i« not a subsidiary to
or controlled by any large unir.
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in the context of the present national emergency, aggravate the

strain on the raw material supply and also necessitate administra-
tive arrangements which may cause avoidable confusion.”

It has been represented to the Committee by a number of Asso-
ciations of Small Scale Industries that the Rs. 5 lakhs capital limit
should relate to only plant and machinery; in other words, the value
of land and buildings should be excluded from computing the present
capital limit in respect of small scale units. One Association has
even, urged that the capital limit should be raised to Rs. 10 lakhs.

Considering the fact that the financial and technical resources
available with the Government as also the supplies of many essen-
tial raw materials fall even now much short of the requirements of
the small scale sector, the Committee feel that an abrupt raising of
the capital limit from Rs, 5 lakhs to Rs. 10 lakhs may not be al-isable
as it would entail a wider coverage of units and consequent dilution
of the developmental assistance available to small scale units. At
the same time the Committee recognise that since the existing defini-
tion of small scale unit was laid down, there has been a marked in-
crease not only in the cost of land, machinery, building etc. but higher
capital is also required in adopting modern technical and managerial
process or in meeting quality requirements. It has, therefore, he-
come necessary that the capital limit of small scale unit is adjustable
in such a way that the units which have been in a small scale sector
but, for the rise in the prices of capital assets, are not kept out of it.
In view of these considerations, the Committee consider that it would
be reasonable to revise the definition of the small scale unit so that
the value of plant and machinery alone is taken into account in com-
puting the Rs. 5 lakhs capital limit, leaving out the value of land and
buildings which varies widely from place to place.

B. Role of Small Scale Industries in the National Economy

4. The Industrial Policy Resolution, 1948 recognised the role of
ccttage and small scale industries in the following words: —

“Cottage and small scale industries have a very important role
in the national economy, offering as they do scope for
individual, village or cooperative enterprise, and® means
for the rehabilitation of displaced persons. These indus-
tries are particularly suited for the better utilisation of
local resources and for the achievement of local self-
sufficiency in respect of certain types of essential consumer
goods like food, cloth and agricultural implements.”
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The industrial Policy Resolution, 1936 stressed the role of cottage,
village and small industries in the development of the national
economy, as follows:—

“In relation to some of the problems that need urgent solution,
they offer some distinct advantages. They provide imme-
diate large scale employment; they offer a method of
ensuring a more equitable distribution of the national
income and they facilitate an effective mobilisation of
resources of capital and skill which might otherwise
remain unutilised. Some of the problems that unplanned
urbanisation tends to create will be avoided by the estab-
lishment of small centres of industrial production all over

the country.”

5. The growth of small scale industries during the last decade
has been described as one of the “most significant features of India’s
recenf development.” Although comprehensive data on the size of
the small industries sector is not available, convincing proof of the
vital and integral role of small scale industries in the country’s
present industrial structure has been provided by the International
Perspective Planning Team which reported on the progress and the
prospects of “Small Scale Industries in India” in July, 1963.

The Team assessed the position of the small scale industries in
the national economy with the help of the data available from the
Annual Survey of Industries, 1960, and a special tabulation made
by the Central Statistical Organisation (CSO). The detailed find-
ings of the Team as regards the relative position of small registered
factories in the different industrial sectors are set out in Appendix I.
In summary, the Table shows that in 1960 approximately 36,400
factories registered under the Factorfes Act had fixed capital of less
than Rs. 5 lakhs. These small registered factories represented over
92 per cent of all registered factories and employed over 13,30,000
persons, or 38 per cent of the total registered factory employment.
Fixed capital owned by these small units amounted to about 17 per
cent of the total fixed capital in the registered factory sector. The
gross value of their output exceeded Rs. 1,230 crores or about 33 per
cent of total output representing about 25 per cent of the value added
or net output of the registered factqry sector,

The Team noted that small factories were not confined to con-
sumer goods, but contributed significantly to India’s manufacture
of producer or investment goods.. Moreover, in many key modern
industry groups, small factories had acquired a significant position
along with medium and large factories. On the basis of data avail-



able, the Team confirmed that “small manufacturers have shared
‘very closely in the total expansion of factory output in India in the
last decade which has approached an annual average rate of about
‘8 per cent.”

As regards the industry groups having the largest volume of small
facfory activity, the major findings emerging from Table I are:—

“(i) Small factories have their gfeatest output, employment

(ii)

(iii)

(iv)

v)

and investment in the basic necessities of life: food pro-
ducts, grain milling, ginning and pressing of fibres, and
textile weaving -and . finishing. In the agriculturally
pased groups, small factories account for the major share
of industry volume; but in textiles, they have only a small
share of total output, despite their large volume of activity.
In absolute terms, small factories in the food, fibre and
textile groups produced over Rs. 617 crores in 1960, em-
ploying some 5,07,600 persons.

Metal working and machinery industries are the next most
important sector for small registered plants. Contribu-
ting many producer as well as consumer goods, small plants
in this industrial sector had a total output of Rs, 218 crores
and employment of 2,17,600 persons in 1960. In fabricated
metal products they produced 60 per cent of the total
output of all registered factories, with 66 per cent of the
persons employed but only 41 per cent of fixed invest-
ment.

In non-electrical machinery, small plants produced 46 per-
cent of gross output, employed 52 per cent of the work
force; and 35 per cent of fixed capital.

The share of small factories in basic iron and steel
(largely iron castings), non-ferrous metals products and
electrical machinery is also significant.

In another set of industry groups including tanneries,
wood and cork and products of stone, clav, cement. and
glass, the share of small plants in the output ranges from
59 to 89 per cent representing Rs. 103 crores and employ-
ment of 1,50,200 persons in 1960.”

6. Thus, small units, even excluding unit not registered under
the Factories Act, have come to contribute quite a large share of the
country’s manufacturing output. It is significant that they have
established a broad bhase of operation for manufacturing important
goods, particularly in metal working and machinery industries,
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Reliable data on the non-household non-factory establishments is
not available. It has been estimated that small enterprises (both
factory and non-factory) contributed Rs. 1450 crores to the national
income of the country in 1960-61 as against Rs. 990 crores contributed
by large scale industries. Further, as against about 21.70 lakh
persons employed in the large scale sector, the total employment in
the small scale units has been estimated at about 23.30 lakhs includ-
ing 10 lakhs in the non-registered non-household small units.*

The Committee appreciate the significant contributions of the
small scale sector to the creation of new employment and to the total
industrial production of the country. The Committee therefore wish
to stress that proper development of this sector with the gradual in-
troduction of modern technology and standardisation. is crucial for
accelerating the industrial and economic progres; of the country and
for providing broader and economically and socially more justitiable
industrial base. The Committee further feel that the sphere of
activity between the small scale and large scale sector should be
clearly demarcated.

C. Data and Registration
(I) LACK OF DATA ABOUT SMALL SCALE SECTOR

7. The First Five Year Plan noted that the information available
on the subject of the existing small industries was extremely meagre
with the result that there had been far too little formulation of policy
on the subject and small industries had mostly developed in an un-
planned manner lacking in some of the elements that made for effi-
ciency and stabil‘ty.

The Estimates Committee (Second Lok Sabha) had pointed out
in their 77th Repcrt (1960) that there had been little improvement
in the availability of information on small scale industries. The
Committee recommended that basic data needed for carrying out the
objectives envisaged for the small industries should be collected and
development schemes for the small scale sector should be prepared
on the basis of the data thus collected. The Ccmmittee suggesied the
introduction of *“a system of registration of all functioning units
which fall within the definition of -small scale industries so that it
would be possible to assess accurately the problem of these industries
and to plan accordingly.”

$The fixed capital investment in small scale fectories in 19C has been estimated
at Rs. 211.57 crores. —See Appendix I. Figures regarding capitsl Investment in tbe
n-factory small scale units are not available.
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The above revuuimendations were accepted by the Government.
In fact, as regards registration, the representative of thz Ministry
had agreed in the course of evidence itself that it would be desirable
to have compulsory registration of all small scale industrial units
and that this could be secured by suitably amending the Factories
Act.

However, as recently as May, 1965 the Lokanathan Committee on
Scarce Raw Materials, has observed “During the course of our work-
ing we became painfully aware of the fact that dependable, uniform
data regarding different small scale industries is not available over
a period of time.” The Lokanathan Committee emphasized that the
availability of adequate data about the capacities of small scale
industries, their requirements of scarcesraw materials, etc. was a
pre-requisite to the implementation of its main recommendation for
an equitable distribution of scarce raw materials between the large
scale and. small scale sectors. In the material supplied by the Minis-
try of Industry and Supply to the Committee it is stated that “the
absence of comprehensive data regarding the size of the small scale
sector, especially the part of it which comes under the coverage of
the Central Small Industries Organisation, is a major lacuna in the
industrial statistics of our country.”

(II) EXISTING ARRANGEMENTS
(a) Collection of data

8. The existing arrangements for the collection of data on the
small scale sector are stated to be as follows:

“(i) Annual Survey of Industries: Since 1959 the Central Sta-
tistical Organisation (CSO) have been conducting Annual
Surveys of Industries (ASI). This survey is conducted
in two parts, viz. (1) the Census part and (2) the Sampl-
ing part. The Census part covers all industrial units
employing 50 or more workers when using power and 100
and more workers when not using power. The sample
part covers all units employing 10 to 49 workers when
using power and 20 to 99 workers when not using power.”

“(ii) Ad hoc Surveys by CSIO: The Central Small Industries
Organisation have been conducting surveys tc collect
basic information on particular industries and in particu-
lar areas with a view to finding their present position and
future potentialities. Ad hoc surveys to find out growth
pattern of a few small scale industries have been conduct-
ed."
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(iii) Statistics by State Directorates of Industries end -State
Bureaus of Economics and Statistics: The State Direc-
torates of Industries and the State Bureaus of Statistics
and Economics are also compiling' some statistic of small
scale industries. Each of the State Directorates of Indus-
tries has mainly a list of units registered with them for
various forms of assistance. These lists are also compiled
into directories. Though the basic requirements for com-
pilation of the directories were, name and address of the
unit, line of production, year of establishment, invest-
ment, employment, capacity, registration number, scarce,
indigenous and imported raw material required, each State
State directory/register has its own contents.”

(b) Registration of Small Scale Units

9. The Committee have been informed that there is no 'system of
compulsory registration for small scale units. However, such units
are being registered by the Directors of Industries on a voluntary
basis. It has been stated that the registration of small scale units
with the State Directorates of Industries “has gained momenturn in
recent years as this procedure is insisted upon in connection with
the allocation of indigenous raw materials, grant of import licences
for machinery, components and raw materials, etc., procurement of
machinery on hire purchase and securing of loans under the State
Aid to Industries Act.” Thus, the number of units registered with
"~ the State Directorates has risen from 57,000 in 1963 to 92,000 at the
end of June 1965. It is accepted that small scale units which do not
approach governmental agencies for the grant of facilities under the
Governmental Assistance Programme (including the allocation of
raw materials) are generally not registered with the State Directo-
rates of Industries and also that the procedure for registration
varies from State to State. Moreover, as pointed out by the Fourth
Plan Working Group on Small Scale Industries, information regard-
ing investment, employment, output, etc. is not regularly collected
even for the registered units.

(c)‘ Drawbacks of existing arrangements

10. The Committee note that there are some important shortcom-
ings in the existing arrangements for the registration of small scale
units and the collection of data from them. These are:

(i) The Annual Survey of Industries does not cover the entire
small scale sector as units employing less than 10 workers
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. when using power and less than 20 workers when not using’
power, are excluded from its purview. Moreover, the
larger part of the small seale sector is covered on a samp-
ling basis and reliable results at the district level are not
available, :

(ii) The Ad hoc surveys conducted by the C.S.L.O. are only
selective attempts which only serve the limited purpose of
providing basis information on par’icular industries and
particular areas.

(iii) The Directories listing small scale units registered with the
State Directorates of Industries are neither exhaustive, nor
do they have uniformity of content,

(iv) Registration of small scale units with the State Directo-
rates being voluntary and necessarily incomplete, compari-
son over a period of time will not indicate growth during
the period. Moreover, there is no uniform procedure for
registration in the States and basic information is not re-
gularly collected even for the registered units.

(III) Neep ror REMEDIAL MEASURES

11. The representative of the Ministry stated in the course of
evidence that though there was no compulsion, in practice. the Stace
Governments were able to obtain ‘rudimentary information’ about
the small scale industries which came to them for assistance of one
kind or the other. In this way, about 50 to 60 per cent of small
scale units were covered by registration with the State Directorates
of Industries. He conceded, however, that “for our policy purposes
we want a much larger coverage and this information is not avail-
able.” Questioned about the measures that were being taken to
remove this lacuna, he said that the Ministry of Industry and Supply
had been trying with Central Statistical Organisation ‘“to arrange
to extend their collection of statistics of factories to the small scale
industries sector also”, but had not been able so far to persuade the
Central Statistical Organisation to take up this work.

It was further stated by the representative of the Ministry that
the Union Government could not enforce compulsory registration
of small scale units as it lacked “legal sanction in this particular
sector of developraent to enforce any compulsion”. Asked what had
prevented the Ministry from obtaining the requisite legal sanction,
he said, “since the administrative steps that would be needed would
be quite large, mere legal sanction is not enough. Even if we get
the legal sanction, we will have to persuade the Central Statistical
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Organisation to lay out the administrative organisation for the pur-
pose. It is on that we are rather stalled; we have not been able to
take them fully with us.” He maintained that the collection of
information about small scale industries was a stupendous task
which would require a large staff “to go practically from house to
house, from village to village” for getting the statistics and for tabu-
lating and analysing the same. He added that according to a rough
estimate the setting up of a requisite administrative machinery for
enforcing compulsory registration of small scale units would cost
about Rs. 15 crores for the Third Plan.

The Committee cannot too strongly emphasise that the collection
of reliable statistics about all the important aspects of the small scale
sector is an essential pre-requisite for the planned development of
small scale industries. They regret to note that although the re-
commendations made by them in this behalf in their 77th Report
(Second Lok Sabha) were accepted by the Government, no real pro-
gress has been made in implementing them and a large part of the
small scale industries functioning in the country still continues to
remain out of the purview of industrial statistics.

The Committee urge that the Ministry should, with the utmost
expedition, enlist the cooperation of the Central Statistical Organi-
sation and the State Directorates of Industries for the collection and
tabulation of essential data on a uniform basis rogarding the small
scale sector, particularly the type of end-products made, components
and raw materials required, employment, investment, installed capa-
city and its utilisation, labour condition etc. In this connection, the
Committee would like to commend the method and the procedures
adopted by the Small Industrie; Service Institute, Kanpur for con-
ducting the unit to unit survey in all districts of Uttar Pradesh dur-
ing the years 1961—63 and for miaintaining this record up-to-date.
Any legislative measures required for the purpose should also be
speedily devised and initiated.

The Committee feel that for the regular collection of data in res-
pect of the small scale sector it is essential to have a system of com-
pulsory registration of all small scale units. The procedure for regis-
tration should be shorn of all unnecessary formalities and made
simple and businesslike so that the units do not feel any difficulty
or hesitation in complying with the requirements. The Committee
feel that the District Industries Officers and the Industrial Extension
Officers can greatly facilitate the work of registration for they have
already got the requisite field staff; this should also incidentally make
for substantial reduction in the administrative cost of emforcine
registration of small scale industries.
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The data thus collected may be integrated and tabulated at the
State level and might be periodically checked by the Central Statis-
tieal Organisatien on a sample basis.

As the introduction ef compulsory registration might take ‘some
time, the Committee would like to suggest that as an interim measure
requisite information about the new units coming into the small
scale sector may be systematically collected through the good offices
of the State electricity boards or any other authority supplying
power to whom such units are bound to apply for power. Standard
‘proforma in this behalf may be prescribed to facilitate collection of
information on uniform basis.
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ORGANISATION

A. Responsibilities of the Central and State Governments with
regard to Small Scale Industries.

12. The development of small scale industries is regarded pri-
marily as the responsibility of the States. During the First Five
Year Plan, the State Governments attempted to introduce certain
developmental programmes for small scale industries, but were
unable to take any positive measures for tackling the problems
faced by these industries due to shortage of finance, lack of adequate
administrative machinery and paucity of technical personnel. In
view of the vital importance of the small scale sector, in the economy
of the country and the limited resources of the State Governments,
the Central Government took the initiative in giving a definite shape
to the small scale industries development programme. In 1954, an.
Interniational Team of Experts on Small Scale Industries was invited
by the Government of India through the courtesy of the Ford Foun-
dation, to make a study of the problems of small scale industries in
India. The major recommendations of the Team. which related to-
the establishment of four Regional Institutes of Technology for
Small Industries (Small Industries Service Institute). a Marketing
Service Corporation and a Small Industries Corporation (National
Small Industries Corporation), were accepted by the Government
in June 1954. This marks the beginning of a positive programme
for the development of small scale industries in which the Centre-
has come to play an increasingly -important role. Thus, there are
two organisations—one Central and another State—for the develop-
ment of these industries

B. Objectives of Programmes for the Development of Smnall Scale
Industries

13. The objectives of the various programmes for the develop-
ment of small scale industries, as set out in the Industrial Policy
Resolution, 1956 and in the Second Plan, are-indicated below:

(i) To create immediate and permanent employment on &
large scale at a relatively small capital cost;

(i) To meet a substantiai part of the increased demand for
consumer goods and simple producers’ goods:

12
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(ili) To facilitate mobilisation of resources of capital and skill
which might otherwise remain inadequately utilized;

(iv) To bring about integration of the development of small
scale industries with the rural economy on the one hand
and large scale industry on the other;

(v) To encourage a gradual progress in the techniques of pro-
duction in the unorganised sector of industry without
causing large-scale technological unemployment; and

(vi) To ensure a more equitable distribution of the national
income and a balanced industrial development in different
regions, i.e. to lay down the basis for an essentially decen-
tralised sqciety.

In the Third Five Year Plan, the main objectives to be kept in
view in implementing the programmes for village and small indus-
tries have been defined as under:

(i) To improve the productivity of the worker and reduce
production costs by placing relatively greater emphasis
on positive forms of assistance such as improvement of
skill, supply of technical advice, better equipment and
credit, etc;

(ii) To reduce progressively the role of subsidies, sales rebates
and sheltered markets;

(iii) To promote the growth of industries in rural areas and
small towns;

(iv) To promote the development of small scale industries as
ancillaries to large industries; and

(v) To organise artisans and craftsmen on cooperative lines.

C. Organisation at the Centre

14. The organisation at the Centre consists of the following agen-
cies:
I. The Small Scale Industries Board.
II. The Central Small Industries Organisation,
III. The National Small Industries Corporation, and
IV. The S&nall Industry Extension Training Centre.
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(I) THE SMALL ScALE INDUSTRIES BOARD

15. The Small Scale Industries Board, which was originally con-
stituted in 1954, is the apex body, with the Minister of Industry as
Chairman, for coordinating and planning the development program-
me in this field. It is an advisory board consisting of Central and
State Government officials, representatives of Reserve Bank of India,
the State Bank of India, State Financial Corporations and a number
of non-officials from industries and State Small Industries Boards.
The Board is ordinarily constituted for two years at a time. The
present composition of the Board is given at Appendix II.

The Committee have been informed that in the initial period, the
Small Scale Industries Board used to meet about three times a year,
but “during the last three years it has been meeting almost once m
a year though the intention has always been to call the meetings of

the Board at least once in six months.” The meetings of the Board
usually last two days.

The Committee are of the view that even in normal times, a two-
day meeting of the Small Scale Industries Board once a year can
hardly be considered adequate for critical review and fruitful deli-
berations on the problems facing the small scale industries. They
strongly feel that in the context of the emergency situation prevail-
ing in the country, both on the economic and defence fronts, the
Prime need to achieve maximum self-reliance within the shortest
time, and the grave problem of idle capacity in the small scale sector
due to lack of essential raw materials and components, the Small
Scale Industries Board should have been meeting more frequently to
take stock of the situation from time to time and to suggest positive
measures to strenvthen the small scale sector and to increase its
contribution to the national effort for achieving self-reliance and
stepping up exports. The Committee consider that till the emergent

conditions last. the Board should meet at least once in six months to
~ take stock of the position and initiate remedial measures, as required.

To be in continuous touch with some important programmes of
assistance and make detailed recommendations thereon to the Board
and to the Government, Standing Committees, consisting of members
of the Board, have been constituted. There are now Standing Com-
mittees on (1) Credit Facilities, (2) Ancillary Industries and (3) Raw
Materials. Besides these. the Board constitutes, from time to time,
ad hoc committees to go into specific problems and to report back
to the Board.

The Committee recommend that in the context of the growing
need for national self-reliance, the Smal] Scale Industries Board
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shsould constitute Standing Committees to review, and suggest ap-
propriate ways and means for increasing the contribution of the
small scale sector to (1) Defence requirements, (2) Production, -of
Agricultural inputs like improved agricultural implements, (3) Ex-
ports and (4) Import substitution. The Committee would aiso like
to suggest the constitution of a Standing Committee on Industrial
Estates since, as pointed, out in Chapter VI, the Industrial Estates
Programmes does not seem to have made much headway.

(II) THE CENTRAL SMALL INDUSTRIES ORGANISATION
(a) Orgahisational set up and functions

16. The Central Small Industries Organisation, headed by the
Development Comn. sstoner, Small Scale Industries, was established
in 1954. It has a field organisation consisting of 16 Small Industries
Service Institutes—one in each State except Nagaland and one in

Delhi, 5 Bran~h Institutes, 60 Fxtension Centres, 3 production and
2 training centres.

At the Heauquarters of the Central Small Industries Organisation,
the Develcpment Commissioner is assisted by:

(i) A Joint Development Commissioner for administration;

(ii) A Director of industrial policy and development concerning
engineering industries;

(iii) A Director for Chemical Industries;

(iv) A Director for Industrial Estates and Civil Engineering
Works;

(v) A Director for Economic Investigation and Statistics;
(vi) A Director of Industrial Management and Training;
(vii) A Director of Ancillary Industries;

(viii) A Director for Publications and Publicity. He also func-
tions as Secretary of the Small-Scale Industries Board.

Each Director is assisted by Deputy Directors, Assistant Directors
and other junior staff.

A statement showing the sanctioned and existing strength of the
Central Small Industries Organisation is reproduced in Appendix III,
It is seen that the existing strength of the Organisation is 3041; of
which 264, including 48 gazetted officers, are at the Headquarters;
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and 2777, including 268 gazetted officers, are in the Small Industries
Service Institutes.

The number and distribution of gazetted/technical posts lying
vacant in the Organisation as on the 16th October; 1965 are indicated

in Appendix IV.

The various gazetted levels of officers in the Central Small Indus-
tries Organisation (CSIO) are as follows:

Class I
Director (Grade I) Rs. 1100—1800
Director (Grade II)
Industries Designer Rs. 1100—1400
Deputy Director/Assistant
Industrial Designer Rs. 700—1250
Assistant Director (Grade I) Rs. 400—950
Class iI
Assistant Director (Grade II) Rs. 400—680
Assistant Accounts Officer Rs. §590—900
Assistant Editor Rs. 350—800

The Directors in both the grades, are heads of Directorates in the
headquarters office/Institutes in the field. In no case, a Grade II
Director works under a Grade I Director. It has been stated that
their main duties are to act as the administrative incharge of the
Directorates in headquarters office ‘or the Institutes/Centres in the
field and to give technical guidance, etc. for the execution of the poli-
cies and progrummes set for the Organisation. At the headquarters
office, the Directors also act as advisers to the Development Com-

missioner on various technical matters.

The Deputy/Assistant Directors are under the control of the
Directors aforesaid. In the field, their main function is to visit the
various units under their jurisdiction, to give the units technical
guidance on latest techniques of production, use of modern machin-
ery, equipment and tools, etc. In the headquarters office, these
officers look after the (i) regulating and (ii) developmental work
of the industries in which they have specialised. They prepare
model schemes for the benefit of entrepreneurs. Although for
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administrative convenience these Deputy/Assistant Directors are
Placed under the control of Directors for coordination, local disci-.
Ppline etc. yet they work independently in their own field of special-
dsation.

17. An organisational chart showing the position of the Central
Small Industries Organisatien ag on the 30th September, 1965 is
Teproduced in Appendix V.

The main functions of the Central Small Industries Organisation
are as follows:

{a) Evolving an all India policy and programme for the devel-
opment of small scale industries and coordinating the
.activities of various agencies responsible for their deve-
lopment;

(b) Approval of State sponsored industrial estates;

(¢) Undertaking preparation of small industries schemes, pro-
ject report and technical literature for the use of entre-
preneurs; and

(d) Offering industrial extension service to the units.

The first two functions of the Central Small Industries Organisa-
tion enumerated at (a) and (b) are performed by the Headquarters
Office, while the Industrial Extension Service is provided through
the Small Indus'ries Service Institutes, the Branch Institutes and the
Extension and other Centres. There is also a Central Industrial
Design Cell which functions in the Small Industries Service Institute,
New Delhi. The Cell develops improved product designs, prototypes,
drawings, and scale models for the use of small scale industries.
Details regarding the Industrial Extension Service are given in
Chapter III (part II).

The functions and the strength of the various Directorates at the
Headquarters of Central Small Industries Organisation are inditated
at Aopendix VI,

(b) Need for Policy Planning and Ewvaluation

18. The International Perspective Planning Team in its report
submitted in 1963 suggested the constitution of a highly qualified
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planning and evaluation group in the Development Commissioner’s,
-‘Office. The group was expected to devote major attention to the:
preparation of speciel functional, topical or industry studies needed.
for policy guidance and for analysing current small industry prob-
lems. It was also to undertake periodic evaluation of small scale-
industry programmes and advice on programme planning, including.
budget allocations as among the mdjor activities for annual and Five
Year Plan purposes. The details of the functions envisaged for the
group by the International Perspective Planning Team are indicated
in Appendix VII.

Quostioned on the subject, the representative of the Ministry
stated during evidence that though a policy planning and evaluation
group had not been specifically: attached to the Office ¢f the Develop-
ment Commissioner, “as a matter of internal reorganisation, we have
suggested that attention should be given to the evaluation and policy
planning work in the CSIO”. He added, “Evaluation has not gone
very far, though in a minor way some evaluation is being done. ...
But policy planning has been there; it is not as if it is some thing
new.” He acknowledged that efforts in this field needed to be:
strengthened.

The Committee are in agreement with the view of the Internatio-
nal Perspective Planning Team that the progressively changing op-
portunities ar.d needs of small industry require continuous high level
attention for the formulation of Government policies and mecasures
fer ensuring the healthy growth of small industries. In subsequent
Chapers of this Report the Committee have drawn attention to the
disappointingly slow progress of some of the small scale industry
programmes, such as the Common Production Frogramme and the
development of Ancillaries, which the Central Small Industrics Orga-
nisation has been expected to further ever since it was established’
more than eleven years ago.

The Committee consider that the Central Small Industries Organi-
sation as the primary national agency for the development of small
scale industries, should not have over-looked to provide in its elabo-
rate organisation a cell for continuous evaluation of the develop-
ment programmes so as to provide guide-lines for realistic policy
planning. Evaluation would no doub: have brought to the notice of
Government much earlier the little progress that had been made in
the implementation of the programmes of Common Production and
Ancillaries. The Committee urge tha: the evaluation cell should be
set-up without further loss of time by finding the requisite staff from:
within the existing streng:h of the Central Small Industries Organi-
sation.



19
(¢) Senior Officers and administrative work

19. Wifh regard to the actual functioning of the Central Small
Industries Organisation, the International Perspective Planning
T'cam had observed:

“Senior officials of the CSIO are presently too involved in the
minutiae of day to day operations to devote adequate time
and attention to the important functions of policy plan-
ning, coordination and control. They should be freed to
concentrate on the key issues concerned with the develop-
ment of strong, viable and progressive manufacturing
enterprises.”

It has been maintained on behalf of the Ministry that the above
criticism is not applicable to the Headquarters of the Central Small
Industries Organisaticn where there is a Joint Development Com-
missioner “who is entirely devoted to the question of administra-
tion.” The other senior officers at the Headquarters are all engaged
on technical work in their own fields though the technical work
may be of an important nature or it may be of a detailed character.
It has been admitted, however, that the observations of the Interna-
tional Perspective Planning Team do have some validity so far as
the Small Industries Service Institutes are concerned, for the Direc-

tor of an Institute “has inescapably to do a certain amount of
administrative work”.

The Committee are inclined to agree with the views of the Inter-
national Perspective Planning Team regarding the functioning of the
Central Small Industries Organisation that the “senior officials of the
C.S.1.0. arc presently too involved in the minutiae of dayv to day
operations to devote adequa:e time and attention to the important
functions of policy planning. co-ordination and control.” They hope
that the senior officers of this Organisation would make earnest ef-
forts to remove this impression which appears to be widespread
among the small scale industries.

The Committee need hardly stress that. to the extent possible, 1lhe
Directors of the Small Industries Service Institutes should be made
frce from routine and administrative work so that their experience
and knowledge are gainfully utilised in dealing with technical mat-
ters which are obviously their main concern. They would also like
to suggest that a systematic effort should be made to rationalise the
distribution of work and explore the possibilities of delegation of
powers, not only in the Small Industries Service Insti*utes, but also
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:at the Headquarters of the Central Small Industries Organisation so
;that the division of work between the various categories of officers
.could be put on a sound footing ensuring the best use of the technical
:knew-how and talent available in the Organisation.

(d) Frequent Transfers of Development Commissioner

20. The Committee note from a statement (Appendix VIII) sub-
mitted by the Ministry that during a period of about 10 years, i.e.
from 6th September, 1954 to 8th May, 1964, the Office of the Deve-
lopment Commissioner, Small Scale Industries, has changed hands
nine times, and that except in one case the incumbents have' held
the post for very short periods. The frequent changes in the
incumbency of the office of the Development Commissioner have
been explained in the course of official evidence as follows:

“Normally, this post has been held by people who are senior
enough to become Joint Secretaries or Directors*. The
normal tenure of these officers is 5 years. If we had
applied the normal tenure we would not have had so
many changes. But, in all these cases, there have been
changes largely because of personnel factors. Take, for
example, the case of Shri Mukerjee. After a great deal
of difficulty we obtained his services from the State Gov-
ernment. Soon after he joined the post, the Home Minis-
try set up a Division for Administrative Reforms and after
a good deal of search they pitched on him to take over
that charge. Then it becomes a question of assessing the
comparative urgency of being kept where he is or sparing
him for the new work. So, it is largely because of short-
age of suitable officers that are coming up from the States
that this kind of frequent change takes place.”

The Committee consider the frequent changes in the incumbency
of the office of the Development Commissioner to be unfortunate,
"They feel that such frequent changes cannot but have a harmful
effect on the efficient working of the whole Organisation by depriv-
ing it of sound leadership which the Development Commissioner can
provide only if he stays in the Organisation for some length of time
to acquire the requisite experience and develop a genuine concern
and a real sense of responsibility for the progress of the Organisation
and its various schemes for the development of small scale industries.

The Committee, therefore, recommend that while selecting an
officer for appointment as Development Commissioner, care should

*Directors in Ministries arc ordinarily in the scale of Rs. 1800—2000.
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be taken ta see that apart from the incumbent being technically and
emotionally suitable for the post, he would ordinarily stay in the post
for a period of five years to provide the necessary leadership in for-
mulating and implementing the plans for the development of small
scale industries,

{e) Need for Review of Staff Position and Reorganisation of
the CSIO

21. It has been represented to the Committee that in the Central
‘Small Industries Organisation highly qualifieq and expert staff do
not stick to their posts possibly because of more attractive openings
outside. Moreover, “when certain responsible persons incharge of
the Department leave the organisation, the Department almost
‘becomes an orphan for a long time without any body to care for it.”

The Committee note that as many as 39 gazetted posts in the
‘Central Small Industries Organisation have been lying vacant,
a number of these for periods ranging from 2 to 5 years. These
unfilled vacancies include one post of Director (SISI), ten posts of
Deputy Directors, including four posts at the Headquarters, and 28 .
posts of Assistant Directors—all in the Small Industries Service
Institutes and their attached centres. It has also been stated that
.during the last four years 15 officers of the Organisation have resign-
ed while another 39 have proceeded on deputation to other depart-
ments. The number of officers who have been on deputation for
more than three years is 11.

Explaining the position with regard to the unfilled vacancies in
the Organisation, the representative of the Ministry stated during
evidence that some of the posts had remained vacant for long periods
because the Union Public Service Commission, through whom these
posts had to be filled, was unable to find men with the requisite
qualifications and experience as there was a general shortage of
engineering and technical personnel. He added:

“Even when we go to the U.P.S.C., they advertise and all the
paraphernalia are gone through but eventually we are
told that they are not in a position to give us the rgen.
Then we try to dilute the qualifications and then go
through the whole process again.”

As regards the posts which had to be filled up by promotion the
representative of the Ministry said that steps had been taken to
make the appointments. He pointed out that even in these cases
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certain procedures had to be followed “about placing ‘them before
the Departmental Promotion Committee and so on.”

Asked whether any of the vacant posts could be surrendered,
the representative of the Ministry replied that all these posts were
“very necessary” and their remaining unfilled had definitely affected
the efficiency of the Organisation. He went on to say “My own
feeling is that we will have to ask for more because there are many
new directions in which work has to be started.”

The Committee notc that :wo 6-day sample studies of the working
of the Head Office of the Development Commissioner, Small Scale
Industries, conducted by the Staff Inspection Unit in November-De-
cember, 1964, have disclosed a surplus of as many as 58 hands in the
Organisa:ion—most of them non-technical. The Committee are,
therefore, unable to appreciate the Ministry’s cantention that all the
posts that have remained vacant for long periods in the Cen:ral Simall
Industries Organisation are ‘very necessary’ for the efficient working
of the Organisation.

The Committee would like to recall in this connection the view of
the International Perspective Planning Team that at the Headquar-
ters of the Central Small Industries Organisation “Supporting staff
should be kept at the minimum consistent with the programming,
co-ordination and contrel function which must be the respon-
sibilities of the Development Commissioner’s Office”. The Committee
entirely agree with the above view of the International Perspec:ive
Planning Team. They would like to refer to Appendix III which
shows that out of the 264 staff and officers at the Headquarters of the
Central Small Industries Organisation as many as 201, including 19
gazetted officers, are engaged in purely administrative work. Again,
in the Small Industries Service Institutes nearly half the strength
is engaged in non-technical work. The Committee are convinced
that the existence of such a high proportion of non-technical clements
is neither conducive to nor necessary for, the efficiency of an organi-
sation which is primarily meant to render technical assistance and
expert guidance to small scale industries. They feel that the Central
Small Industries Organisation should be a compact body of technical-
ly competent leaders who have first-hand experience of problems
facing the small scale industries and can be of concrete assistance to
the small entrepreneurs in resolving their problems.

In the later Chapters of this Report (Parts I and II) the Commit-
tee have pointed out the deficiencies in the various programmes with
which the Central Small Industries Organisation is concerned. The-
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Committee feel that basically these deficiencies are attributable ‘o
the organisational weakness of the Central Small Industries Organi-
sation. They would, therefore, like to stress the urgent and impera-
tive need of a critical review of the existing organisation and staff
strength of the C.S.1.0. with a view to effect economy and improve
its capacity to render effective assistance and guidance to small scale
units. They suggest that Government should set up a high-powered
committee to undertake such a review at an early date so that the
Central Small Industries Organisation is rid of unnecessary non-
technical staff and equipped with qualified and efficient technical per-
sons so as to enable the Organisation to discharge adequately its res-
ponsibilities during the Fourth Plan period,

(f) Need for Evaluation of Staff Performance

22. It has been admitted during evidence that evaluation of the
performance of officers and other extension personnel in the Central

Small Industries Organisation has so far been of a ‘perfunctory
nature’.

The Committee feel that in an Organisation like the Central Small
Industries Organisation whose primary function is to bring about
development of small scale industries, the performance of the officers
and other staff should be judged by the success .hey achieve in this
behalf. They would, therefore, suggest that an effective system of

evaluating the performance of officers at all levels should be intro-
duced without delay,

(I1I1) NaTionaL SmALL INDUSTRIES CORPORATION

23. The National Small Industries Corporation was founded

1955 as a Government of India'undertaking.
are: —

in
Its main funections

(a) Supply of machinery to small units on hire-purchase
basis.

(b) Assistance to small units in securing contracts from Cen-

tral Government Store Purchase Agencies for supply of
stores.

(c) Assistance in the marketing of leather-footwear, both in
internal and overseas markets.

(d) Distribution of certain products like transistor valves,
electric motors etc. produced by certain production cen-
tres set up by the Government of India, and also those
manufactured by Messrs Bharat Electronics Ltd.
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(¢) Management of Prototype Production and Training Cen--
tres at Delhi, Rajkot and Howrah.

(IV) THE SMmALL INDUSTRY EXTENSION TRAINING INSTITUTE

The Small Industry Extension Training Institute (S.LLE.T. Insti-
tute) Hyderabad, was founded in 1962 as an 'autonomous body regis--
tered under the Societies Registration Act. It is engaged mainly
in training Central and State Government officers in implementing
the small industry development programme. The Institute is now
conducting courses in Industrial Management and Area Develop-
ment Techniques. It is also conducting intensive courses in certain
aspects of Industrial Management like Production Management,
Financial Management and Cost Accounting et:. The Institute
undertakes research on various subjects relating to development of
small industries.

(V) OTrHER CENTRAL AGENCIES

Besides the above, some other Central agencies like the State
Trading Corporation. the State Bank of India and the Reserve Bank
of India play an important part in implementing the small industry
development programme, as part of their regular work. The acti-
vities of these organisations so far as small industries are concerned
are described below:—

(i) The State Trading Corporation and the E.A.S.I. Scheme.

The State Trading Corporation 'has launched a scheme under
the caption ‘Export Aid to Small Scale Industries’. Under this
scheme facilities such as, contact with foreign buyver, selection of
products for expcrt. presentation of products. pricing, credit, sampl-
ing, documentation, shipping, etc. are made available to the small
scale units. Besides. the small scale units can also take advantage
of the organisations set up by the Government, like Export Credit
and Guarantee Corporation and Export Corporations.

(ii) The State Bank of India.

The State Bank of India grants loans to small scale units mainly
for their working capital from all its branches. The Bank is also
operating the instalment credit system and the medium term loan
system for supply of medium term finance to meet the fixed capital
requirements of small scale units.
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(iii) The Reserve Bank of India.

The Reserve Bank of India administers the credit guarantee:
scheme formulated by the Government of India to augment the-
supply of credit to small units by extending a degree of protection
to commercial banks against possible losses on their advances.

D. Organisation in the States

24. The important agencies connected with the small industries-
programme in the State are:—

1. The State Directorate of Industries.
II. The State Small Industries Corporation.
III. The State Financial Corporation.

IV. The State Directorate of Economics and Industrial Statis~-
tics.

(I) STATE DIRECTORATE OF INDUSTRIES

Among the various agencies at the state level the Directorate of"
Industries is the most important and is in overall charge of the
small scale industries programme. The Director of Industries,
who is the head of the Organisation, is assisted either by an Addi-
tional Director of Industries or by a Joint Director of Industries,
who is exclusively incharge of the small scale industries. In addi-
tion, there are a number of Deputy Directors. Assistant Directors-
and technical officers incharge of specific fields of activities.

At the District level, the work is looked after by the District
Industries Officer or the Assistant Director of Industries. He is
assisted by one or two. inspectors depending upon the quantum of
work and the industrial importance of the district. The district
staff looks after not only the small scale industries programme but
also other programmes e.g. handicrafts, village industries etc. At
the block level, in most of the States there are Extension Officers
for industries in each N.E.S. Block.

The Committee have been informeq that the main functions of
the State Directorates in relation to small scale industries are:—

(i) Financial assistance under the State Aid to Industries
Act,
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(ii) Supply of raw materials, electric power, transport facili-
ties, etc. '

(iii) Development of Industrial Estates.
(iv) Meeting requirements of land.

(v) Grant of Essentiality Certificates for import licences of
raw materials, components etc.

(vi) Organisation of cooperatives and other forms of
assistance.

In addition, some States also render limited technical assistance
to small scale units. These States have organised some common faci-
lity centres, extension centres (miniature single-purpose institutes),
training-cum-production centres, and purely training centres. Some
States have also appointed skeleton staff, either in the Directorates
of Industries or in their Departments of Economics and Statistics for
collection of statistics and for conducting surveys of local impor-
‘tance.

(II) STATE SMALL INDUSTRIES CORPORATION

In recent years State Small Industries Corporations have been
-established in all the States except Madras and Jammu and Kash-
mir. The functions assigned or envisaged for these Corporations
include: —

(i) Distribution of raw materials;
(ii) Supply of machinery on hire-purchase bas’s;

(iii) Marketing assistance \through publicity and propaganda,
establishment of sales emporia, enlistment of small units
for participation in store purchase by the State Govern-
ment; Co

(iv) Establishment and management of industrial estates;
(v) Setting up and management of production units;

(vi) Standardization, testing and quality marking of small ir-
- dustry rroducts.

(I1I) STATE FINANCIAL CORPORATION

The State Financial Corporations advance medium and long term
‘loans to smali scale industries.
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(IV) STATE DIRECTORATE OF ECONOMICS AND INDUSTRIAL
' STATISTICS

In many. States, the Directorate qf Economics and Statistics. are
utilised for collection of statistics regarding small scale industries
also. .

(V) STATE AGENCIES FOR TECHNICAL TRAINING -

Various agencies at the State level impart industrial training in
many fields. The schemes cover new entrants as well as persons
already working in the different units. They include craftsmen
and instructor training, engineering, and rural area trade courses
{black-smithy, carpentry, shoe making, tailoring etc.)

(VI) NEED TO STRENGTHEN STATE ORGANISATIONS SMALL SCALE
INDUSTRIES

25. It has generally been acknowledged that there is a great diffe-
rence in the quantity and gquality of services provided by various
States for the development of small scale industries and that, with
a few exceptions, considerable improvement is needed to enable the
‘States to meet their developmental responsibilities.

The Committee have been informed during evidence that the
weakness of the State Organisations for small scale industries lies
in four directions. In the first plac=, most of the Directorates lack
technical personnel and are staffed with only administrative men.
Secondlv, policy planning at the State level also needs to be im-
proved. Another area in which the State Organisations require to
be strengthened is inspection of small scale units. Finally, there
is, at present, very little promotional activity at the District level as
the District Industries Officers are mainly engaged in regulatory
activity.

As the development of small scale industries is mainly the respon-
sibility of the States, the Committee need hardly stress that urgent
measures should be taken to staff the State Directorates of Industries
with competent technical officers who are well equipped by training
and temperament, to identify and to effectively deal with the needS
-and problems of small scale industries.

The Committee would also like to suggest that each State Direc-
torate of Industries should have a planning cell to assis: in policy
formulation and programme evaluation, This group may also be
entrusted with the tasks of co-ordinating the work of the District
Officers and maintaining close liaison with the C.S.1.0.
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The Committee have been informed that there is a proposal te
introduce a promotional element in the small scale industries pro-
gramme at the district level. The Committee welcome the proposal.

'The Committee consider that if the industrialisation programme is to
make headway in districts, particularly in smaller towns or villages,
it is imperative that promotional activities are handled by competent
technical men both at the disirict and field levels.

E. Coordination

(I) COORDINATION BETWEEN DEVELOPMENT COMMISSIONER (SSI)
AND DIRECTOR-GENERAL, TECHNICAL DEVELOPMENT

26. It has been represented to the Committee that due to lack of
coordination between the Development Commissioner, small Scale
Industries, and the Director General, Technical Development, the
latter does not take into account idle capacity in the small scale
sector while sanctioning additional capacity in the large scale units.
The Committee have also noted a general feeling among Associalions
of small scale industries that the Development Commissioner does
not have adequate powers vis-a-vis the Director General, Technical
Development who looks after the large scale sector. Some of the
Associations have suggested that the office of the Development Com-
missioner should have as much authority and power in regard to the -
development of small scale industries as the Director General, Techni-
cal Development enjoys with regard to the development of the large
scale industries. More specifically, it has been urged that before
granting licence for manufacture of components and parts, the Direc-
tor General, Technical Development should hold nrior consultations
with the Development Commissioner.

The Lokanathan Committee have also pointedly stated that in “the
absence of meaningful central coordination of the entire work relat-
ing to development both in the large and small sectors”. the existing
system of allocation of scarce raw materials has resulted in various
disabilities to the small scale sector. By way of illustration, the Loka-
nathan Committee have pointed out inter alia that while an addi-
tional capacity since 1960 has been allowed to be created for non-
ferous metal procesing in the small scale sector but as many as 51
units have been granted licerces in the large scale sector between
1961 and 1964.
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The Committee have been assured during evidence that, subject
to important matters in which governmental policy is laid down, the
Development Commissioner is free to take his own decisions on
matters concerning small scale industries. As regards the position
of the Development Commissioner, vis-a-vis the Director General,
Technical Development, it has been stated by the representative of
the Ministry, “He (the Development Commissioner) is on the same
footing. Within his own sphere he is the top man and whenever
there is any kind of discussion with the Ministry, his views are
given equal weight”.

While maintaining that there is no glaring lack of coordination
between the Development Commissioner and the Director General,
Technical Development, the representative of the Ministry has in-
formed the Committee that the specific recommendations of the
Lokanathan Committee, which related to coordination in regard to
allocation of raw materials* have been accepted bv the Govern-
ment and that efforts are being made to secure better coordination
between the two organisations.

The Committee feel that the powers of Development Commissioner
for the proper development of small scale industry are not at par with
those enjoyed by the Director-General of Technical Development in
respect of large scale industry. The Committee would like Govern-
ment to remove all such handicaps which come in the way of Deve-
lopment Commissioner performing his duties efficiently in respect of
small scale industries.

The Committee hope tha: keeping in view the main ohjective of
promoting the healthy growth of the small scale sector. efforts will he
made to secure close and effective co-ordination between the Deve-
lopment Commisioner and the Director General Technical Develop-
ment in all important matters having a bearing on the development
of small scale industries such as the allocation of raw materials and
foreign exchange: licensing of additional capacity in the lzrge scale
sector; supply of componen:s produced by large scale units to small
scale units, purchase of components by large scale industries from
small scale ancillary units, etc.

The Committee wculd like to stress that the need for close coor-
dination between ihese two organisations is all the more necessary
now as, under the new arrangements, the Director General. Techni-
cal Development comes under the Ministry of Supply while the

*For details plcase see (‘hapter*lﬁi‘. '



Central Small Industries Organisation remaing under the Ministry of
Industry.

(II) COORDINATION BETWEEN CENTRAL AND STATE AGENCIES

(a) Recommendations of the OUrgamisational Committee, 1962

27. The Estimates Committee in their 77th Report (Second Lok
Sabha) March, 1960, had recommended the appointment of a Com-
mittee consisting of representatives of Central and State Govern-
ments and of small industries ‘to reviewy the working of the organisa-
tions relating to small scale industries both at the Central and State
levels and make suitable recommendations “with a view to reduce
the multiplicity of organisations, eliminate overlapping of functions
by clearly demarcating the duties as between them, avoid delays,
procedural and otherwise, and provide as far as possible unified
service.”

In pursuance of the above recommendations, the Government of
India (Ministry of Commerce and Industry) constituted a Cominit-
tee—known as the Organisational Committee for Small Scale Indus-
triec—by a Resolution dated the 8th September, 1961. The Organi-
sational Committee, in its Report submitted in January, 1962, ex-
pressed the view that though the areas of duplication between the
different agencies responsible for the development of small scale
industries were rather limited, there was scope for clearer demar-
cation of functions and better coordination in a few fields. The
main recommendations made by the Committee to avoid duplica-
tion and to streamline the activities and functions of the agencies
concerned are summarised below: —

(i) Machinery and Equipment.—The National Small Indus-
tries Corporation has been supplying machinery, voth
indigenous and imported, to small scale industrial units
on hire-purchase basis. The Small Industries Corporation
which have adopted a similar programme. are likely to
face many more difficulties and handicaps than has been
the case with the National Small Industries Corporation
in respect of imported machinery and it would be inadvi-
sable for them to take up this work. However, if any



(ii)

(iii)

(iv)

)|

State Corporation is keen on taking up the work of supply
of indigenous machinery on hire-purchase basis, there
need be no objection to it.

Training—State Governments should organise tra.ning
facilities keeping particularly in view the local condi-
tions and requirements. The mobile vans currently mana-
ged by the Central Government can, therefore, be more
profitably utilised for training and demonstration by the
State Governments.

Prototype workshops and training Centres.—The Proto-
type Workshops and training centres are of all India im-
portance and their activities should be co-ordinateq at
all India level. The Central Small Industries Organisa-
tion should be made responsible for supervising, co-ordi-
nating and managing all the existing centres as well as
those proposed to be set up. However, for practical and
administrative reasons, it may be necessary to continuc
the existing arrangements for some time longer.

Standardisation, testing and quality control.—Confusion
has been created by different States and organisations
following different quality standards and marks. The
Indian Standard Institution should constitute a Committee
to examine this problem.

(v) Marketing.—The National Small Industries Corporation

(vi)

and State Small Scale Industries Corporations should
funtion in close liaison with each other. These Corpora-
tions can work as agents of one another in promoting the
sale and display of products in all parts of the country.
The State Corporations can also help the National Small
Industries Corporation in the execution of export orders.

Economic Surveys.—Since economic surveys are being
undertaking by both Central and State agencies. it is
necessary to demarcate the respective fields of activities
in order to avoid duplication. The State agencies should
primarily be concerned with area studies which are of
local importance. The Central Small industries Organi-
sation should take up area studies only on exnlicit requ-
ests from the State Governments. Tt should undertake
topic researches and assist the State survey staff in evol-
ving suitable techniques of survey. It should also give
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supervisory and directional assistance to State investiga-
tion staff wherever asked for.

- (vii) Technical assistance.—There has been some overlapping
in functions between the Central and State agencies in
the field of technical assistance. The programme of com-
mon facility centres is an important field where both Cent-
ral and State agencies have been functioning in duplica- -
tion. Wherever feasible, purely production or common
service facility centres, which are under the Central
Small Industries Organisation, should be transferred to
State Governments or cooperatives. However, this policy
should not be rigidly applied to industrially backward
States where the Central Government agencies may conti-
nue to organise such centres. Wherever any such centres
are transferred to a State, funds relating thereto should
also be made available to the State.

The future of small scale industries depends very largely on the
speed and the extent to which they can improve their techniques
of production and efficiency. This calls for greater attention to
the programme of technical assistance. This task can better be
undertaken by the Central Government and the responsibility for
this programme should continue to be with the central agencies. In
view of the importance of this programme, the Small Industries ser-
vice Institutes should be further strengthened so that they can func-
tion as centres of knowledge on advanced techniques and -practices
and provide to the small scale units benefits of technical knowledge

on an all India basis.

(viii) Advisory Committee—In order to ensure effective co-
ordination between Central and State agencies, there
should be an Advisory Committee attached to each Small
Industries Service Institute consisting of:

(i) Director of Industries of concerned State............
Chairman

(ii) The Director. Small Industries Service Institute.
(iii) Regional Manager of the National Small Industries
Corporation.

(iv) & (v) Two non-official representatives of small scale in-
dustries one of whom should be the representative of
the State on all India Small Scale Industries Board.
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‘The Committee should meet frequently and ensure cpordina-

tion between the different agencies and advise the Small
Industries Service Institute and the National Small Indus-
tries Corporation on all their programmes in the State.

As regards the implementation of the recommendations of the
Organisational Committee, the position has been stated to be as
follows: —

(1)

(i)

Machinery and equipment.—No specific action is called
for on the part of the Government of India. The recom-
mendation is for guidance only.

Training.—The proposal to transfer mobile demonstration
vans to State Governments is being finalised and will be

‘implemented during the Fourth Five Year Plan.

(iii) Prototype workshops and training centres—A decision

(iv)

v)

(vi)

was taken towards.the end of 1962 that the Prototype
Centres should go over to a society to be formed especial-
ly for that purpose. The proposal for setting up such a
society has been kept in abeyance due to Emergency.

Standardisation, testing and quality control.—The ques-
tion of implementing this recommendation has been defer-
red on account of Emergency.

Marketing.—The National Small Industries Corporation
have been requested to implement this recommendation.

Economic Surveys.—This recommendation has been im-
plemented in substance. The Central Small Industries
Organisation does not undertake area surveys in any State
except at the specific request of the State Government
cencerned. Thus, there is now no scope for duplication
of effort in this field by the Central Organisation
and the State Governments. The Economic Investi-
gation Division of the Central Small Industries Organisa-
tion is mostly concentrating on all India Industrial Sur-
veys and Economic Information Surveys, apart from topic
studies which are undertaken from time to time.

(viii) Technical Assistance—The proposal for the transfer of

Extension Centres undertaking purely production or com-
mon facilities service to the State Governments is heing
finalised and will be implemented during the Fou-th Five
Year Plan.
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The Committee also note that Advisory Committees attached tc.
Small Industries Service Institutes were first set up towards the end
of September, 1962.

The Committee regret to note the delay of nearly 18 months in
the appointment of the Organisational Committee in pursuance of
the recommendation contained in their 77th Report (Second Lok
Sabha). They are also unhappy to find that although the Organi-
sational Committee submitted its report as far back as January,
1962 the implementation of some of its recommendation has been.
held over to the Fourth Plan period (1966-71) and in some cases
indefinitely. Now that the Fourth Plan has commenced, the Com-
mittee hope that the matter will be examined thoroughly and that
vigorous efforts will be made to give effect to such of the recom--
mendations of the Organisational Committee as have not been imple-
mented so far.

The Committee further regret to point out that they came acrnss.
other instances also in which the recommendations made by the
Committee in their previous report on this subject (77th Repoit
2nd Lok Sabha) have not been properly and timely implement:.d
by Government even though the Committee have been informed of
the acceptance of those recommendations. The Committee expect
that after Government have accepted a recommendation of the Com-
mittee, there should not be any wundue delay or hesitation in its
implementation.

(b) Existing Arrangements for Coordination

28. 1t has been stated that since the Small Scale Industries Board
—the apex body at the policy making level—includes members
drawn from State and Central Governments and non-officials from
small and large industries, necessary coordination is achieved
through it at the policy-making level. The Central Small Indus-
tries Organisation follows up the recommendations of the Smali
Scale Industries Board and coordinates the implementation of the
small industry development programme. It examines Plan propo-
sals from State Governments for Industrial Estates and guides the
State Governments in the preparation of schemes for development
of small industries. 1t has further been gtated that at the operational
level, in the States, close liaison is maintained between the Small
Industries Service Institutes run by the CSIO and the State Direc-
torates of Industries. The Advisory Committees attached to the
Small Industries Service Institute, as per the recommendations of
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the Organisational Committee, funetion in effect, as’ State level

Advisory Committees for the small industry development pro-
gramme and, thus, take care of coordination at the State level.

The Committee have also been informed that recently the ‘Deve-
lopment Commissioner, Small Scale Industries, has started having
periodical meetings with the State Directors of Industries. These
meetings are being held once in three months. So far, five such
meetings have been held. The Development Commissioner also.
meets “every month, two or three Directors in their home States.”

(c) Need to Strengthen Coordination

29. It has been stated during the course of official evidence that a-
certain amount of overlapping between the activities of the Central
Small Industries Organisation and the State Directorates of Indus-
tries is unavoidable because both the organisations are operating in
the same field—the promotion of small scale industries. Even so,
efforts are being made to.educe the overlapping as much as possi-
ble through the Advisory Committees attached to the Small Indus-
tries Service Institutes. In regard to the actual functioning of the
Advisory Committees, the representative of the Ministry has stated
during evidence that some of them “have not met very frequently”
and “there is certainly room for improvement in their work.”

Asked about measures taken by the Central Small Industries-
Organisation to bring about improvement in the quality and quan-
tity of services available to small scale industries in the various
States, the representative of the Ministry has stated—

“We take note of the deficiencies in the development in various
States and in discussions with them tell their shortcom-
ings and if they want any special technical assistance
from the Centre, we send our men and also strengthen
the particular trade in which they can progress in the
particular State.”

He has emphasised that the only ‘really effective’ way of acniev-
ing the development of small scale industries in the various States
on a balanced and uniform basis is through personal contacts be.-.

ween the Development Commissioner and the State Directors of
Industries.

In reply to another question as to whether the Central Small
Industries Organisation has adequate powers to ensure uniformity,
the representative of the Ministry has observed:

“It may not be entirely wise to enforce an artificial uniformi-
ty because all the States have not developed in a uniform



way. Some States have gone far ahead. Some States
are lagging behind. So, there will have to be a certain
amount of adjustment in the pace of development, in the
kind of industries to be brought in, depending on the local
resources, the extent of the skill and the manpower that
is available. All these things have to be taken into consi-
deration. So a rigid uniformity will not be advisable but
on broad policies we always see that there is no indivi-
dual departure and we ensure it by frequent discussions
and meetings by the Development Commissioner visiting
these places as part of his tours and also we have annual
discussions for the purpose of allocation of the Plan
funds.”

In another context, the representative of the Ministry has stated
that vis-a-vis the State Directors of Industries, the Development
Commissioner “cannot assume any executive functions and, there-
fore, he can only advise”, and “it will not be strictly correct to say
that he can give directions or directives (to the State Directors)”.

The Commiitee regret that the Advisory Committees attached tc
the Small Industries Service Institutes have so far failed to make
the expected impact on small scale industries even though these can
go a long way towards ensuring the necessary coordination between
the various Centra]l and State agencies for the development of small
scale industrics.. .Thev hope that the Advisory Committees would
be emergised.

The Committee urge that each Advisory Committee should meet
at least once in three months and more often, if necessary and should
watch and ensure the implementation of the decisions reached at

each mecting.

The procecedings of the Advisory Committee and the action taken
thereon should be regularly submitted to the headquarters of the
Ceuntral Small Industries Organisation which should collate the ex-
perience of the various States and provide necessary guidance. The
- Committee suggest that the Development Commissioner may review
the workins of these Advisory Committees with special reference to
action taken by Stale Governments on their recommendations at
‘his periodical meetings with the Director of Industries of the State
eoncerned.

The Committee would also like to suggest that the Advisory
Committees should be strengthened by getting into them represen-
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datives of the State Bank, Commercial Banks and State Productivity
‘Councils, and a few more small industrialists.

The Committee would like to see closer coordination and coope-
‘ration between the Small Industries Service Institutes and Directo-
rates of Industries in the States. They are glad to note that the
need for pooling together the resources of the two organisations is
recognised.. In view of the fact that most State Directorates do
not have an adequate organisation for inspection, the Committee
would like the Union Government to consider whether the Small
‘Industries Service Institutes could help them in conducting inspec-
tions of small scale units for assessment of production capacity.
necessity and utilisation of raw materials etc. till such time as the
Directorates are themselves suitably strengthened for the purpose.

The Committee welcome the recently adopted practice of the
Development Comunissioner, Small Scale Industries holding periodi-
cal meetings with the State Directors of Industries. They hope that
such meetings will be held regularly and that they will prove a
wuseful means of bringing about a broad uniformity in the provision
-of requisite facilities and services for the development of small scale
industries in the various States.

While taking note of the present arrangements for coordinating
the activities of the various agencies concerned with the develop-
ment of small scale industries, the Committee would like to suggest
the appointment of an ad hoc committee by the Small Scale Indust-
ries Board to consider whether the existing powers of the Central
Small Industries Organisation are adequate to enable it to secure
the necessary coordination and uniformity in regard to the develop-
‘ment of small scale industries. and make suitable recommendations.
The Comumittee wish to.stress that though they do not consider a
rigid uniformity in these matters to be éither necessary or desirable,
they, however, feel that it is necessary to guard against a situation
where the Central Small Industries Organisation finds itself unable
to implement agreed policies and objectives for lack of adequate
‘powers.
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DEVELOPMENT PROGRAMME AND PROGRESS

A. First and Second Five Year Plans

30. In the first Five Year Plan a provision of Rs. 37°5 crores was:
made for the development of village and small industries against
which an expenditure of Rs. 33'7 crores was incurred. The major
part of this expenditure was accounted for by the Handloom and
Khadi Industries. The total expenditure on small scale industries
during the Plan was Rs. 4'4 crores only.

The Second Plan provided for an outlay of Rs. 200 crores on
village and small industries which included Rs. 61 crores for small
scale industries. This amount was eventually reduced to Rs. 55'57
crores by the Planning Commission in consultation with the erst-
while Ministry of Commerce and Industry as a result of the reap-
praisal of the resources available and the actual expenditure incur-
red in the preceding years. The break-up of Rs. 5557 crores is
indicated below:

(Rs. in crores)

Item Original  Revised
amount amount

1 State Schemes . . . . . 35 33-18

2 General Schemes®* . . . . . 6

3 Industrial Estates’ . . . . . 10 11-00

4 Central Schemes . . . . . 10 11-39
:I'OTAL . . 61 55°57

*The General Schcmes were later merged in the State Schemes.
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B. Third Five Year Plan
(I) OuTLAY AND EXPENDITURE
(a) General

31. The Third Five Year Plan envisaged a total outlay of Rs. 264
-crores for programmes of village and small industries. The outlay
proposed in the Plan for the small scale industries sector was
Rs. 114'8 crores and was divided under three main heads, viz.:

(i) Central Schemes;
(ii) States’ Schemes; and
(ii) Industrial Estates.

(i) Central Schemes

The Central Schemes, i.e. schemes operated and wholly financed
by the Centre, include the following items:

(1) Central Small Industries Organisation,
(2) National Small Industries Corporation,

(3) Inventions Promotion Board, National Design Institute,
‘Small Industry Extension Training Institute, Rural Institutes, etc.
(ii) States’ Schemes

The important States’ Schemes for the development of small
scale industries are:

(1) Block Loans,
(2) Industrial Cooperatives,
(3) Subsidy on supply of power,
(4) Service Schemes,
(5) Commercial Schemes,
(6) Strengthening of Industries Departments.
These schemes are implemented by the States, but the finance

therefor is largeiy provided by the Centre in the form of loans and
grants to the State Governments.

(iii) Industrial Estates

Like the States’ Schemes for the development of small scale
industries, the industrial estates programme is also implemented by
the States. The expenditure on the programme is met from loans
given by the Centre to the States.
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(b) Progress of Expenditure and Central Assistance to States
32. Details regarding the Third Plan targets and the actual anti-
cipated expenditure, during the Plan period, under each of the three

main heads are given in Tables 1 to 4 in Appendix IX. The over--
all position is as follows:

(Rs. in crores)

Third Plan  Actual/ Shortfall
Targets  Anticipated

Expenditure

(1961-66)
1. Central Schemes . . . 2200 18-80 3-20
2. States’ Schemes . . . 62 -60 4614 16- 46
3. Industrial Estates . . . 30°20 2§21 4:99
TotAL . . 114-80  9o0-1§ 2475

As already stated, the expenditure on the industrial estates is met
from Central assistance to the States in the form of loans. As re-
gards the States schemes for the development of small scale indus-
tries, the Committee have been informed that the provision under
this head in the Third Five Year Plan was not broken up into (i)
Central assistance and (ii) contribution by the States from their
own resources. However, the actual assistance given or likely to
be given by the Centre to the States in this behalf, by way of
loans and grants, during the Third Plan period has been assessed
at Rs. 3337 crores. The details are given in Table 5 of Appen-
dix IX.

It may be mentioned that the total expenditure of Rs. 71'35
crores on industrial estates and States’ small industries schemes

®No:e : This is the original outlay provided in the Plan.  As indicated in Table
3 in Appendix IX. some of the State Governments revised their original outlays.
on indus'rial estates. The total of these revised outlays comes 10 Rs, 28-24
crores.
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during the Third Plan period is shared between the Centte and’
" the States as follows:

Centre’s Share

(i) Loans for industrial estates . . . Rs. 2§-21 crores

(#i) Loans/grants for States’ Schemes . . Rs. 33-37 crores
ToTAL . . . Rs. §8-58 crores
States’ Share* . . . . . . . Rs. 10-11 crores

It is further noted that the total expenditure on the various-
small scale industries programme during the Third Five Year Plan.
period is likely to fall short of the original outlay by 24.65 crores.
It is seen that the impact of the shortfall on the various States and
Union Territories has not been uniform, and that, both as regards-
the States’ schemes and the indusrial esates. the progress of expen-
diture vis-a-vis the Plan outlays varies from State to State. While-
in most of the States and Union Territories there are likely to be
sizeable shortfalls, in Madras and Delhi the actual expenditure is-
expeced to exceed the original allocation by a considerable margin.
Likewise, so far as the States' schemes are concerned, there is no-
uniformity among the States in regard to (a) the share of Central
assistance in the Plan outlay or in the actual/anticipated expendi-
ture, and (b) the percentage of grants or loans in the total Central
assistance to a State. Some typical examples of these variations are
given in the following Table:

*Calculated by deducting from 101al expenditure 7135 crores’— a’ Cenire’s Share
(58 $8 crores ) and {b) expenditice on Small Industry Schemes to Crion Terr-
tories  {2-66 crores )
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33. The existing procedure and criteria adopted for determining
the Plan outlays for each State for the development of small scale

industries have been described, in a notc furnished by the Ministry,
as follows:

“Every year, at the time of annual plan discussions with the
State Governments, a Working Group consisting of the
representatives of Ministry of Industry, Planning Com-
mission, Ministry of Finance and the concerned State
Governments, reviews the progress made in the State in
village and small industries sector during the last year
and approves schemes and outlays for the next budget
year. This Working Group indicates broadly the alloca-
tion of the outlay between the various village and small
industries namely, Khadi and Village Industries, Hand-
loom, Handicrafts, Silk, Coir, and Small Scale Industries,
(Small Industry Schemes and Industrial Estates sepa-
rately). State Governments are advised to plan their
expenditure accordingly and money is provided by ways
and means, advances and towards the end of the budget
year, payments sanctions are issued for the actual expen-
diture incurred. The State Governments are, however,
free to adjust the available amount between the groups
of industries covered under the head “Village and Small
Industries” according to their requirements.

The development of small scale industries being the responsi-
bility of the State Governments, the Centre gives only
broad guide lines for drawing up the programme. The
outlay for small industries for each State also is deter-
mined on the basis of the State’s own resources and not
by any set formula evolved by the Centre. It may, how-
ever, be stated that the outlay propecsed by a State
depends on the stage of development of small scale indus-
tries, the resources and the staff available for implement-
ing the further programmes in the State.”

Asked to indicate the criteria for determining the quantum of

Central assistance to the different States. the Ministry have stated
that:

“The total Central assistance to a State, consisting of loans
and grants, is determined on an annual plan basis mainly
in the context of the total approved outlay for a sector

(for example, the village and small industries sector) as
132 (Aii) LS—4.
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a whole, the schemes proposed and the pattern of assist—
ance for the proposed schemes.

The total outlay for a sector comprising individual schemes in
the States annual plan is determined in the light of the
capacity, the possibilities of the development of small
industries, the States’ proposals etc. and above all, the
provision which can be accommodated within the total
annual plan, outlay of a State.”

With regard to the shortfall in the expenditure on the develop-
ment of small scale industries during the Third Plan period it has
been stated by the representative of the Ministry during evidence
that soon after the Chinese aggression towards the end of 1962 “there
was a definite decision taken that in respect of all those items (i.e.
various programmes for development of small scale industries)
there should be a slowing down of tempo and we had to tell the
State Governments to reduce the allotments to some extent.”

Explaining the reasons for the variations in the extent of the
shortfall in the different States, the representative of the Ministry
has stated:

“In the case of Madras, they did not reduce it (allotment for
small scale industries) at all but they went ahead with it.
After all, it is subject to their own resources and their
own priorities etc. In the case of Mysore, they did not
have enough power, and without power, a programme of
small scale industries has no meaning. So, they really
gave first priority to power and made a cut in the allot-
ment for small scale industries. This sort of thing appli-
ed to the other States also.”

As to the effects of the shortfall and the remedial measures pro-
posed to be taken, the Ministry have explained the position as fol-
lows:

“The shortfall was the result of deliberate policy and in ac-
cordance with the needs of time. Though there is 16
doubt that there has been an adverse effect on the deve-
lopment of small scale industries on account of these
shortfalls it is difficult to make a precise estimate of these
effects. It may, however, be painted out that the govern-
mental -expenditure is generally intended to provide in-
frastructure, common service facilities and other mea-
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sures of promotional assistance to small scale industries
and the actual units are set up by the private entrepren-
eurs themselves.

In view of the need for economy, no remedial steps could be
taken during the first year of the Fourth Five Year Plan
to reverse the trend. As the situation improves and more
funds become available, steps will be taken to strengthen
the various measures of promotional assistance to small
scale industries to further stimulate private investment.”

The Committee note that, during the Third Five Year Plan period,
the progress of expenditure on the small scale industries programmes
in the different States has been determined very largely by the
quantum of Central assistance, in the form of loans and grants, sanc-
tioned to a State. For instance, in Mysore and Rajasthan where the
percentage of Central assistance to the Plan outlay is relatively low
(31.08 per cent and 37-2 per cent respectively), the percentage of shert-
fall in Plan expenditure is very high (63:82 per cent and 58.61 per
cent). On the other hand, in Madras, which has received Central
assistance to the extent of 89.71 per cent of its Plan outlay, there is
not only no shortfall, but the actual expenditure is likely to exceed
the Plan target by about 18'1 per cent.

The Committee regret to note that although the bulk of the
total expenditure on the States’ small scale industries programmes,
during the Third Five Year Plan period, has been met through
Central assistance to the States, the flow of Central assistance to the
different States has not been on a uniform rate with the result that
there are great disparities in the levels of actual expenditure for and
actual development of small scale industries among the various
States. The Committee fail to understand how the ratio of Central
assisiance to different States for the development of small scale
industries can vary so widely.

The Committee also consider it highly unsatisfactory that there
should be no clear relationship or ratio between the Central assist-
ance (loans and grants) a State gets and the contribution that it
makes from its own resources towards the development of small
scale industries. They would like to cite a few concrete instances
in this connection. Thus, in the case of Bihar. Central assistance
covers only 32.34 per cent of the Plan outlay on small scale industries;
while for Madras the percentage of Central assistance to the ’lan
outlay is as high as 89°71 per cent. The corresponding figures for
West Bengal and Andhra Pradesh are 48.7 per cent and 49.78 per cent
cespectively.
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The Comrmittee also find it difficult to appreciate why in the case
of some States like Madras and Andhra, the percentage of grant in
the total Central assistance should be considérably higher than in
the case of some: other States, such as Bihar, Gujarat, Madhya Pra-
desh and Rajasthan

. On an analysis of the data available, the Committes are constrain-
od to vhserve that the nresent procedure fcr the allocation of Central
assistance to States has, in practice, worked to the disadvantage of
the industrially less developed States like Bihar, Rajasthan and
Madhya Pradesh, inasmuch as they have not been given their pro-
portionate share in Central assistance and Central grants.

in view of the many drawbacks in the present procedure for
allocation of Plan funds among the various States for the develop-
ment of small scale industries, the Committee would like to urge
its replacement by a more rational and equitable system, which
would encourage the States to make a greater effort for the develop-
ment of small scale industries as also would contribute towards the
balanced development of the country by bringing up the industrially
backward States to a higher level. With these objects in view the
Committee would like to make a few suggestions.

In the first place, a progressively higher proportion of the
expenditure on the small sector should be borne by thc States. This
is necessary not only to make the States feel a real <stake in the
success of the various programmes for small scale industries, but
also because in view of the many pressing demands on the Centre.
it is difficult to envisage any substantial increase in the quantum of
Centra! assistance to meet the growing needs of the small scale
sector.

Sccondly, Central assistance to the States should be ;iven invaria-
bly on a matching basis to the contribution that each State makes
from its own resourcss for the development programmes for small
scale industries. However, to reduce the existing disparities in the
levels of industrial development, the proportion of Central assistance
should be higher in the case of less developed States and of States
with untapped industrial potentialities than in the case of the other
Staty:s.

Similarly, the division of Central assistance to each State into
grents and loans should be in accordance with some definite criteria.
Here again, it would be desirable to give due weightage to the less
developed States so that the element of grants is higher in their case
as compared to the more advanced States.
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Further, to ensure the proper utilisation of Plan allocations for
small scale industries, the C.S.I.O. should undertake regular and
systematic evaluation of the actual progress made by the ditferent
Stetes in prometing small scale manufacturing - activity and give
dppropriate guidance to each State.

Finally, the Committee would like to record in this connection,
that they do not approve of the present practice whereunder the
States ore free to utilise the allocations for small scale industries
for the programmes of khadi and village industries, handloom,
handicrafts etc. The Committee recognise that khadi and village
industries have an important role in the present state of cur
economy, but that does not mean that they would be allowed to
opcrate to the detriment of small scale industries. The small scale
imndusiries have a definite and distinct role to play in the industrial
development of the country; and this role, the Committee would
like to stress is very different from that of the khadi and village
industries. Thus, the Committee note that the small scale industries
have made a significant contribution to the diversification of the
country’s industrial production and the manufacture of mmachinery
and components and have potentialities of playing an important
part in development of import substitution and supplying defence
requircments and the khadi and the other village industries are
confined to certain traditional lines of production. Again, smail
scale industries programme aims at encouraging the small entrepro-
ncurs with limited capital to set up fully viable units, providing
employment to skilled and semi-skilled workers, which can compete,
lzrgely on their own strength, with large scale indusiries: but the
village industries are not expected to compete with other industries
and require a large measure of subsidy and are often taken as
measures intended to provide self-employed vocatina (o the large
number oi undcr-emploved and unemployed rural people—even on
the basis of part-time or periodical employment.

Thus. to the extent funds allocated for the small indusirie; pro-
grammes are diverted to the village or traditional industries. there
is bound to be a slowing down of progress in all those important
sphercs where only small scale industry can deliver the goods. The
Committee, therefore, suggest that, in future, the allocations ear-
marked for small scale industries should not be utilised by the
States for other purposes save in exceptional cases and that tvo
o+lv with prior approval of the Centre,
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(II) DEFICIENCIES OF DEVELOPMENT PROGRAMME

34. The Memorandum on the Fourth Five Year Plan states that
“while indications of progress are clear, it cannot be said that the
development of small scale industries has been placed on sufficiently
broad, secure and enduring foundations.” The Memorandum lists
the following major deficiencies and limitations in the sphere of
development of small scale industries: —

“(i) coverage of small industries under the development pro-
gramme is still rather limited,

(ii) shortages of raw materials have emerged as a serious
retarding factor in the expansion of several industries;

(iii) elements which contribute to the intrinsic strength of
small industries viz., the adoption of appropriate technc-
logy and of proper management methods have not always
received sufficient attention;

(iv) certain essential {acilities, particularly research, have not
been organised on any significant scale for small industries;

(v) the progress in building up ancillary industries has been
slow;

(vi) success in promoting industries in the rural areas has been
very limited; and

(vii) the wage levels in traditional industries continue to be
low and are sustained in appreciable measure by subsidies,
rebates, etc.”

The Committee are in general agreement with the above conclu-
sions of the Memorandum on the Fourth Plan. In addition, they
would like to refer here to a other basic deficiency of the small scale
sector—the lack of comprehensive data ahout the sector—which has
been dealt with in Chapter I (See para 8 to 11) and they feel, the data
should be properly collected.

The Committee have dealt with the problems of promoting indus-
tries in rural areas and allied matters in a separate Report. The
problems and difficulties relating to (a) raw materials, (b) adoption
of appropriate technology and of proper management methods and
avajlability of facilities for research etc., and (c) ancillary industries
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are discussed in subsequent Chapter* of this Report. The question
of coverage of small industries under the development programmes
ig dealt with in the following paragraphs of this Chapter.

(IIT) NEED TO ENLARGE SCOPE OF C.S.I1.O. PROGRAMMES

35. At present the Central Small Industries Organisation’s pro-
gramme of assistance does not cover the entire range of small scale
manufacturing activity. Thus, certain traditional industries whose
development is the responsibility of the Khadi and Village Industries
Commission, the All India Handloom Board, the Handicrafts Board,
the Central Silk Board and the Coir Board, are excluded from the
purview of the C.S..O. In practice, the C.S.I.O. also excludes giving
gystematic attention to most food and agricultural processing indus-
tries. As pointed out by the International, Perspective Planning
Team, the agro-industriesi represent the largest gap among the
various Government programmes to foster improved industrial pro-
ductivity and management in small plants.

The Fourth Plan Working Group on Small Scale Industries has
suggested that it is “necessary to bring the entire small scale manu-
facturing activity under the purview of the small industry prog-
ramme, in order to effect technological improvements.”

While extension of the coverage of small industrial units under
the development programmes is desirable, the Commiitee feel that
this should be brought about in a phased manner keeping in view
the total resources—financial as well as technical and administra-
tive—available for the programmes and the need to give special
attention to these industries which are most important for economic
development and defence needs.

However, to sustain the growth of the small scale sector and en-
courage its diversification, as well as to create additional opportuni-
ties for the expanding labour force and make systematic arrange-
ments to process the additional production expected from the special
emphasis on agricultural development in the Fourth Plan, the Com-
mittee suggest that agro-based industries should no longer remain
excluded from the Central and State programmes for the develop-
ment of small scale industries.

¢3s2 for (a) =Zhaapter [V: Problem of Scarce Raw Materials; for (b)—Chapter IV,
Part II: ndustrial Bteasion Szevice; aad for (¢)—Chapter IT, Part IT Ancillaries.

4Sec Table reproduced in Appendix VII.
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(IV) NEED TO REORIENTATE DEVELOPMENT PROGRAMME FOR SMALL
ScALE INDUSTRIES

36. It has been noted in para 34 that the shortage of raw materials
has, in recent years, emerged as a serious retarding factor in the
expansion of several small scale industries. The International Pers-
pective Planning Team pointed out that, on an average, the allot-
ments of certain scarce raw materials, like steel and non-ferrous
metals, made to small scale units covered only 33 to 40 per cent of
their one shift requirements. The position has definitely deteriorat-
ed since the Team reported in July, 1963, with the result that small
scale units are faced today with the problem of serious under-
utilisation of their capacities. The Fourth Plan Working Group
has stressed that any programme for the development of small in-
dustries during the Fourth Plan “must take cognizance of the signifi-
cant under-utilisation of existing capacities in various industries.”
As a remedial measure the Working Group has recommended:—

“The first task would, therefore. be one of consolidating the
existing position so as to make for fuller utilisation of the
present capacities. It will also be necessary to divert
existing capacities from industries with lower priority to
those with a higher priority.”

The Committee agree with the view of the Working Group that
the programme for the development of small scale industries during
the Fourth Plan should take into account the serious problem of
under-utilisation of capacities in the small scale sector. They have
suggested in Chapter IV the introduction of a system of guided deve-
lopment of the small scale sector so as to check and regulate the set-
ting up of new units requiring scarce raw materials. They would
like to stress here that keeping in view the need for maximum self-
reliance in all vital spheres of production, positive efforts should be
made to diversify production in the small scale sec.or and thereby
reduce its dependence on scarce raw materials, and also to enable the
sector to play a significant part in the supply of defence requires
ments, and various agricultural inputs required for augmenting food
production and in the manufacture of commodities helpful for eaim-
ing and conserving foreign exchange. With this end in view; the
Committee suggest that the various forms of assistance now made
available to small scale industries under the Central and State pro-
gremiites should be utilis<ed in such a manner as to give preference
and priority to the needs of indus.ries which cater to higher national



priorities

51

viz. industries falling under one or the other of the follow-

ing categories:—

1)
(2)

3)
4)
(5)

(6)

Q)

Defence requirements.

Industries directly concerned with the development of

agriculture such as improved agricultural implements,
pesticides ete. .

'Export-orielited industries,
lm'pOrt substitution industries,

Units‘producing components. etc. required in certain vital
sectors like Railways, Transpor: and Power.

Industries for processing agricultural product and other
industries not requiring use of scarce raw materials.

Producer goods and essential consumer goods industries.
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THE PROBLEM OF SCARCE RAW MATERIALS
A. The Gravity of the Problem

37. Till about 1960, the small scale units did not, generally speak-
ing, experience shortage of raw materials, since allocations to them
were being increased year to year on an ad hoc basis. However, the
sector expanded so rapidly that shortages of various items of raw
materials began to be felt in and after 1960-61.

As the foreign exchange situation deteriorated, the position grew
worse and a feeling also gradually grew that in the allocation of
scarce raw materials, the small scale sector was not getting its due
share as against the allocations made to the scheduled sector units.

Today, it is widely recognised that the greatest handicap from
which small scale industries have been suffering in recent years is the
acute shortage of scarce raw materials. The International Perspec-
tive Planning Team, which examined the position in detail in 1962-63,
underlined the nature and the gravity of the difficulties faced by the
small scale units in regard to availability of the scarce raw materials,

as follows:

“Of all the present difficulties, raw materials supplies avail-
able at competitive prices appear to be the greatest. The
evidence . . . points out that the inequities in the dis-
tribution of raw materials and imports are so severe that
they tend to over-ride all other types of assistance offered
to small firms by Government.”

Since the International Perspective Planning Team reported, the
position has further worsened due to the deepening foreign exchange
crisis. The vast majority of small scale units using scarce raw mate-
rials are now able to utilize only a small part of their installed capa-
city while many of them are reportedly facing closure for want of

such metals.
B. Distribution between Large Scale and Small Scale Sectors

{i) Facts and Data regarding Availability of Scarce Raw Materials
to the two Sectors.

38. The scarce raw materials may broadly be divided into four
5 .



categories, viz.—

(i) Raw materials/components licensed by the Chief Control-
ler of Imports and Exports.

(ii) Steel, both indigenous and imported.
(iii) Non-ferrous metals; and

(iv) Basic organic chemicals and intermediates; basic inor-
ganic chemicals like caustic soda, soda ash ete. pharmaceuti-
cals and drugs; plastics, synthetic and natural rubber etc.

Comprehensive data regarding the requirements and supplies of
scarce raw materials are not available in so far as the small scale
sector is concerned. However, on the basis of the data/conclusions
set out in the Reports of the International Perspective Planning
Team (July, 1963) and the Lokanathan Committee on Scarce Raw
Materials (May, 1965), it is possible to form a broad idea of the rela-
tive position of the large and small scale sectors in regard to the
availability of scarce raw materials.

(a) Findings of the International Perspective Planning Team

39. At the instance of the International Perspective Planning
Team, a Working Group of foreign and Indian economists undertook
an extensive study of the raw materials and the imports allocation
and price control system in the Centre and eight States. Special
studies were made of selected firms in various States to determine
how the allocations and price control system affected business opera-
tions, and of allocation records of State Governments to determine
how the system was being run by officials.

The Team pointed out that nearly 60 per cent of the small scale
units analysed by it provided evidence that critical shortages of
essential raw materials and components that could only be purchas-
ed at higher open market prices made it unprofitable for them to ex-
pand their production to fuller utilisation of capacity. Another 18
per cent of the units stated that they could not get additional sup-
plies at any price. Nearly half of the small scale units who found it
unprofitable to increase production because of the open market prices
of raw materials were facing competition with larger units making
similar products which were getting allocations of raw materials at
fixed prices.



54

A number of large scale units producing similar products were
checked by the Team as to the allocations they received at fixed prices
through the Depariment of Technical Developmen! and it was found
that on the average, they were allocatéd 85 per cent of their one shift
requirements. In contrast, corresponding small scale units received
allotments to cover only 33 per cent to 40 per cent of one shift re-
quirements. There was also wide variation in the ratios of allot-
ments to small scale units for one shift operation. While some small
units bought all their raw materials and components from the open
market; the majority of the small scale units were able to meet about
one third of their one-shift requirements from alloted raw materials;
few ‘got above 75 per cent. The Team concluded: —

“The percentage of capacity covered by allocations appears to
depend primarily on the size of the firm. It has little, if
any thing, to do with the priority of the product being
manufactured. It is all too evident that the allocation
system works to the advantage of the larger firms at the
expense of the smaller ones.”

(b) Findings of the Lokanathan Committee

40. The Lokanathan Committee has pointed out that, in general,
the available scarce raw materials are adequate to meet only about
one-third of the requirements of the small scale sector whereas the
units in the large scale sector are able to utilise between half and
two-thirds of their production capacities.

As regards the availability of the specific categories of scarce raw
materials to the small scale and large scale sectors, the basic data
relied upon by the Lokanathan Committee. which is reproduced in
Appendix X Tables I to IX, is indicated below:

(i) Allocation of non-ferrous metals to the small scale sector,
1958—65~Table 1.

(ii) Capacities for various non-fcrrous metals in the small
scale sector in 1963—Table 2.

(iii) Total availability of foreign exchange for import of non-
ferrous metals and share of the small scale sector. 1961-—
85—Table 3.

(iv) Allocation of non-ferrous metals to the Directorate Gene-
ral of Technical Development for large scale units, 1982-—
95—Table 4.
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(v) Licenses and foreign exchange made available to the small
scule sector by the Chief Controller of Imports and Exports

for the import of spare parts/components etc., 1957—65—
Table 5.

(vi) Foreign exchange made available to the Directorate Gene-
ral of Technical Development for import of spare parts/

components etc. by the Scheduled Units, 1959—65--Table
6.

(vii) Availability of various categories of sheets and share of
the small scale sector 1961—64—Table 7.

(viii) Estimated availability of sheets during April-September,
1965 and quantities proposed to be distributed on priority
basis—Table 8.

(ix) Despatches of Steel 1957—64—Table 9.

The important findings emerging from the aforementioned data
are:

Imported spare parts/components etc. licensed by the Chief Controller
of Imports and Exports:
(i) While the actual amount licensed for the small scale sec-
tor increased continuously till the end of October, 1961—
March, 1962, the increase did not keep pace with the total
demand as reflected in the number of applications.

(ii) The total value of the licences allotted to small scale units
by the Chief Controller of Imports and Exports since July,
1957 to September. 1963 was Rs. 6233-6 lakhs as against
Rs. 6101 lakhs worth of licences allotted to the large scale
units for a single half vear October, 1964—March. 1965.

Non-ferrous Metals:

(iii) Since the half vear April—September. 1963 the share of the
small scale sector in the total available foreign exchange
for impori of non-ferrous metals has gone down.

(iv) The allocations of copper and zinc to the small scale sector
were gradually rising from 1958 to September, 1961 but the
demand was rising much faster and rapidly outstripped
supply. From October, 1963 onwards the allocations to this
sector have been either stationary or going down.

(v) The annual allocations of non-ferrous metals to the small

scale sector are hardly adequate to meet even one-fourth
of the total requirements.



56

(vi) Although indigenous production of aluminium has heen
increasing, the share of aluminium allotted to the small
scale industries is very inadequate to meet their require-
ments. Thus, while the non-ferrous metal requirements of
the small scale wire drawing units is of the order of 39,000
tons, the total quantity of aluminium allotted to these units
from imported and indigenous sources during October,
1963—March, 1964 period was only 5,500 tons.

Iron and Steel:

(vii) Pig iron, M.S. Sheet (both galvanized and black plain),
strips, tin plates, wire rods, M.S, bars and rods and light
structurals are the main categories of iron and steel that
are required by the small scale sector. The first six cate-
gories of iron and steel are still scarce.

(viii) Although the supply position of pig iron has been compara-
tively easy for some years, the allotments made to the
small sector have fallen much short of the demand which
has been growing continuously.

(ix) The allocations of sheets to the small scale sector were
enhanced during 1963-64, but in 1964-65 the allocations
were cut down to one fourth of the previous year. Out of
a total availability of 8,46,000 tons of indigenous sheets only
23,000 tons (or 2.8 per cent) were allotted to small scale
units in 1964-65. These allocations were sufficient to cover
only 2-9 per cent of the demand of the small scale sector.

(x) No galvanised and cbrrugated sheets have been allotted to
the small scale sector during the last three vears (1962
65).

(xi) During April—September, 1965, 60 per cent to 80 per cent
of the total indigenous production of steel has beep allot-
ted for priority requirements and the share of the small
scale sector in this category is negligible.

(xii) Although the output of tin plates in the country has risen
from 42,600 metric tonnes in January—June, 1963 to 56,800
metric tonnes in April—September, 1964 and the outstand-
ing orders have also been small (61,300 metric tonnes as on
1-4-1964), no allocation of prime quality tin plate was made
to the small scale sector till the period April—September.
1865 when an allocation of 6000 tons was made.
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(xili) No allocation of billets is made to non-registered re-rollers
but many small scale re-rolling units have come up after
decontrol of re-rollable scrap.

(xiv) Apart from inadequate allocations, despatches of allotted
steel to small scale units are very much delayed. While
the total despatches were increasing, the despatches to the
small scale industries declined during 1960-61 and 1961-62,
forming only, 1.3 and 1.2 per cent, respectively of the total
despatches during these periods.

(xv) As regards imported steel the allocation to the small scale
sector during October, 1963-64 March, 1964 formed only 13
per cent of the total foreign exchange made available for
the import of steel. The allocations did not meet even a
third of the requirements of the sector.

Other Scarce Raw Materials:

(xvi) Raw Materials for the Soap Industry:—The production of
soap in the small scale sector is almost double that of the
large scale sector. But out of a total import of nearly
40,000 tons of caustic soda, only 5.000 tons are supplied by
the State Trading Corporation to the small scale sector.
Imports of other raw materials for the soap industry is
allowed only against export of groundnut oil. It is not
possible for the small scale units to organise export of this
oil.

(xvii) Polyethylene: —Polyethylene imported by the State Trad-
ing Corporation is distributed through the I.C.I. (Imperial
Chemical Industries) and Union Carbide, who supply on
the basis of past consumption. The new small scale units
are unable to secure these supplies.

(xviii) Similar difficulties are also experienced by small scale
units requiring raw materials for the paints and
pharmaceuticals and drugs industries, soda ash, refractory
coal, imported paper etc.

As regards the allocations of non-ferrous metals* to the small
scale sector, the Ministry of Industry have confirmed the Lokanathan
Committee’s findings that these are “hardly adequate to meet even
one-fourth of the total requirements” of the se-tor.

*About indigenous produgiion of non-i;i-l:om metals, plepse see para 56.
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‘The Coramittee note that in recent years, the-‘total allocation of
various: items: of scarce raw materials: to the small-seale sector have
fallen far short of the demand. Moreover, the allocations to this sec-
tor have been proportionately much less compared of those made to
the large scale sector.

The inequities of the existing distribution of scarce raw materials
are dealt with in detail in the following paragraphs.

(ii) Discrimination between Large Scale and Small Scale Units.

(a) Existing arrangements for Distribution between the two
Sectors.

41. The existing arrangéments for the distribution of scarce raw
materials as between the large scale and small scale sectors have
been described in the course of official evidence as follows:

“At the moment the distribution is not actually related to
the installed capacity as between large scale and small
scale sectors. Large scale sector is registered on the
books of the Director General, Technical Development
and their capacities are known and depending on foreign
exchange availability they are supplied on a certain basis.
In regard to small scale sector, such fereign exchange as
becomes available has to be distributed to the various
Directors of Industries and depending on the type of
industries in the various States, they do the distribution”.

(b) Comments and Swuggestions of the International Perspective
Planning Team and the Lokanathan Committee.

42. The International Perspective Planning Team in their Report
(July 1963) had held that small scale industries “are seriously handi-
capped in comparison with larger units by an inequitable allocation
system for scarce raw materials and imported components.” The
Team had pointed out that since the requirements of large scale
units were based on their established capacity as licensed by the
Department of Technical Development, they received a substan-
tially higher share of their raw materials requirements, through
fixed price allocations than the small scale units which had to buy
the bulk of their requirements frem the open market. As a result
small units were at a serious competitive disxdvantages vis-a-vis
the large scale units.

The Team felt that the growth of small scale units would depend
in large part on a more equitable sharing of available raw materials



with large industry, and at similar prices. To redress the existing
tnéquities of distribution between large and small units the Team
suggested, inter alia, that:

(1) The Central Small Industries Organisation and Depart-
ment of Technical Development should mutually estab-
lish a list of priority industries that would become the
basis for distributing scarce raw materials. Special atten-
tion should be given to industries contributing heavily to
defence and key plan projects. Priorities should be deter-
mined in terms of end-products and should apply to all
producers regardless of size. :

(2) The Development Commissioner should clearly indicate
to the State Directors of Industries the industry priorities
that apply to small factories. He should also specify
items that are banned for further production.

(3) Uniform methods for estimating capacities must be appli-
ed to firms of all sizes if equitable allocations are to be
made. Capacity estimates of firms producing priority

roducts should be up-dated periodically.

43. The Lokanathan Committee (May 1965) have also pointed
out that allocations of scarce raw materials to the small sector
“continued to bhe made on an ad hoc basis year after vear without
reference to the actual requirements and performance of the sector
as in the case of the large scale sector.” On an analysis of the data
available, that committee has held that “the ad hoc system of alloca-
tion has actuallv worked to the disadvantage of the small scale
sector.” It has observed:

“It is, thus, evident that the present system is inequitable not
only as between the small scale and large s--'e sectors
but as between the units in the small scale s>ctor itself.”

To remove the existing inequities the Lokanathan Committee
has strongly urged that there should be equality of treatment to all
industrial units producing similar end-products irrespective of the
sector to which they belong. To quote the Committee:

“We are convinced that a rational, equitable and enduring
system of allocation can only be based on accurate,
dependable and uniform assessment of production capa-
cities and actual production in the three (large, medium
and small scale) sectors. A system of determination of
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priorities of end-products is essential in the context of
the present raw materials shortage. We are emphatic
that there should be no disparity in availability of scarce
raw materials between different units producing similar
end-products.”

On the need of having a system of priority of end-products for
the purpose of allocation of scarce raw materials, the Committee
has urged that the foreign exchange resources of the country being
limted they have to be utilised with the utmost care. Therefore,
even at the risk of leaving the investment in certain industries under-
utilised, it will be necessary to feed industries which have higher
national priority. ThesCommittee has listed the following, among
the priority industries: —

1. Defence requirements.

2. Industries directly concerned with the development of
agriculture and food production.

3. Export—oriented industries.
4. Import substitution industries.
5. Transport and power.

6. Units producing components, etc. required in certain vital
sectors like railways and others; those producing accesso-
ries, components, etc. which are imported and essentially
required for keeping plant and machinery in the above
industries running.

7. Producer goods and essential consumer goods industries.

The Committee has recommended that in the ahove industries
the existing capaicty should be more fully utilised and that addi-
tional raw materials should be secured to the extent possible, to
utilise existing production capacities.

In order to realise their basic objective of equitable distribution
of scarce raw materials between the large scale and the small scale
sectors, the Lokanathan Committee has also stresseq the need for
proper assessment of capacities in the two sectors on a uniform
basis. It has recommended that suitable norms for the purpose be
evolved by mutual consultation between the Director General of
Jechpical Development, the Central Small Industries Organisation
and State Directors of Industries. The Committee has a]so expres-
sed the hope that adequate data to form the basis for the implemen-
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gation of its recommendations will be avaflable in the States in

about 18 months’ time if immediate steps are taken to organise
their collection and analysis on a uniform basis in all the Stateg.

(¢) Need for Remedial Measures

44. A number of associations of small scale industries have re-
presented to the Estimates Committee that the existing system of
distribution of scarce raw materials between the large scale and
:small scale sectors is “inequitable and detrimental to the latter.”

Questioned about the existence of discrimination in the matter
of allotment of scarce raw materials between the large scale and
-small scale sectors, the representative of the Ministry has observed
during evidence, “Such discrimination as it exists is not deliberate,
it has grown with the system.” As to the remedial measures pro-
posed to be taken by the Government to remove the discrimination,
particularly in the light of the recommendations of the Lokanathan

Committee, the representative of the Ministry has informed the
‘Committee that:

“With the implementation of the Lokanathan Committee’s
recommendations, the discrimination will not be there
because the end-purpose alone will be the criterion and
there cannot be any differential treatment.”

“The recommendations (of the Lokanathan Committee) have
been practically accepted. But, I am afraid, that they
will not be implemented or they cannot be implemented
until our foreign exchange situation improves.”

The Committee would like to recall the Lokanathan Committee’s
finding that, in general, the allotted scarce raw materials are ade-
quate to meet only about one-third of the requirecments of the small
scale sector whereas units in the large scale sector are able to
utilise between half and two-thirds of their production capacity
from allotted scarce raw materials.

The Committee regret to not that although serious difficulties and
<competitive disadvantage experienced by the small scale units be-
cause of wholly inadequate and irregular supplies of scarce raw
materials were brought out by the Internationa! Perspective Plan-
ning Team ncarly three years ago, no action has been taken either to
veplace the system of ad hoc allocations to small scale units by an
aquitable and rational system or to provide some relief to such units
through increased allocations. ’



The Committee are constrained to observe that although the dec—
lared policy of the Government is to favour small scale industry, in.
actual practice, small scale industry has not only not been favoured:
but discriminated® against in respect of allocation of scarce raw
materials.

The Committee consider it unfortunate that the implementation
of the Lokanathan Committee’s major recommendations for the equit--
able distribution of scarce raw materials between the large scale
and the small scale sector should be deferred, as suggested by the.
representative of the Ministry during evidence, till the foreign ex-
change situation improves. As the country may have to live with.
foreign exchange shortage for a considerable time to come, the Com-
mittee would like to stress that in this context of continuing shortiage
it is all the more necessary that solutions to the problems of equit-
able distribution of scarce raw materials to the Small Scale
Industries shouid be sought with expedition.

The Committee can see no valid reason why the small scale in-
dustries should be singled out to bear the brunt of the shortage of
scarce raw materials. It is evident that if the impression of delibe-
rate discrimination against the small scale sector is to be removed,
the share of scarce raw materials allocated to this sector must be
at least commensurate with its contribution to total industrial pro-
duction. The Committee would, therefore, urge that the various
measures suggesed by the Lokanathan Committee to ensure the
equitable distribution of scarce raw materials on the basis of the
priorities of the end-products and irrespective of the size of the units
should be initiated with all possible speed and earnestness.

C. Distribution among Small Scale Units and Role of Central Small
Industries Organisation

(i) Existing Arrangements:

45. The procedure and criteria, presently adopted, for the distri-
bution of scarce raw materials among the various States have been
described in a note supplied by the Ministry as follows:—

“Bulk allocations of scarce raw materials, including non-
ferrous metals, viz. copper, zinc, lead, tin, aluminium and
nickel, and foreign exchange for import of steel is made
by the Ministry of Steel and Mines (Department of Mines:

*Apart from this discrimination in regard to allocation of scarce rawm
materials the small scale sector is also very disadvantageously placed vis-a-

vis the large scale sector in regard to the availability of finance—See Chap-
ter V: Credit Facilities.




and Metals) to the large scale and small scale sectors,
every half year. The allocation to the small scale sector
is made known to the Development Commissioner, (Small
Scale Industries), who, after ascertaining the demand$ of
each State and based on the past allocations and the
availability of each metal, makes allotments of the metals
to the States’ Directors of Industries.”

As regard the procedure and criteria for the actual distribution
-of the scarce raw materials among the small scale units, the Com-
mmittee have been informed by the Ministry that:—

“Each State Government has its own procedure for the distri-
bution of scarce raw materials to the units in its territory.
The Government of India are not aware of the details of
these procedures.”

In reply to a question about the precise role of the Development
‘Commissioner, Small Scale Industries, in assessing and meeting
the raw material requirements of small scale units, it has been stated
during official evidence that.—

“The assessment so far has not been done on a unit to unit
basis. Each State Government makes an estimate of the
requirements of any particular scarce raw material and
indicates it to the Development Commissioner. He col-
lects all these various demands, but the actual -llocations
to him of that particular raw maicrial has nothing to de
with these demands. He gets a particular allocatipn and

he distributes it pro-rata, on the basis of these demands®

“The individual distribution to units (in the small scale sector)
is made by State Directors of Industries. Here we are
not aware of the criteria which each individual Director
of Industries follows. But generally, our impression is
that he is following some sort of basis of capacity.”

(ii) Comments and Suggestions of International Perspective Plan-
ning Team and the Lokanathan Committee.

48. The procedure and methods followed in the different States
for the distribution of scarce raw materials among small scale uniis
were examined in detail by a Working Group of foreign and Indlan
‘economists set up by the International Perspective Planning Team.
*On the basis of the studies conducted by this group, the Team con-
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cluded that “The assessment methods used by individual States vary
grately. Some States do not assess capacities, but depend complete-
ly on demand levels for some prior years (usually 1958). Officials-
of other States make assessment but the criteria applied and skills-
of the inspectors vary so widely that there is no uniformity among
States"l

Commenting on the role of the Central Small Industries Organi-
sation under the existing distribution system, the Team observed:—

“Under existing allocation procedures the C.S.1.O. has no reak
policy role. It is limited to collecting estimates of
demands (or assessments) for indigenous and imported raw
materials from the States. These estimates are not detail-
ed enough to be critically evaluated. The C.S.I.O. does
not establish priority criteria for types of firms or pro-
ducts using scarce materials. Neither does it lay down
norms or criteria requirements of firms. It does not
check on the manner in which quotas are utilised or des-
patched.

From time to time, the C.S.1.0. asks States to distribute quotas
in certain ways, special quotas may go to States, or some
further expansions of industry may be banned. The re-
quests are at times honoured or at other times disregard-
ed by the States.”

47. The Lokanathan Committee have pointed out that under the
existing system “Allotment of ceilings (in respect of scarce raw
materials) to the State Directors of Industries and allotment by them
to individual units always remained ad hoc. The foreign exchange
dificulties affected the ad hoc allocations more seriously than
others.” As already noted, the Committee has suggested assess-
ment of capacities of industrial units in both the large scale and
small scale sectors on a uniform basis. The other major recomen-
dations of the Committee relating to the procedure for distribution
of scarce materials among small scale units are:—

“The State Directors of Industries, as sponsoring authorities,
will be responsible for estimating the requirements, allo-
cation and inspection of utilisation. They will also have
to play an important role in the distribution of scarce raw
materials through State Small Industries Corporations.
The C.S.1.0. on the other hand, will have to work as the
central coordinating and controlling organisation for this
work and be in laison with other Central authorities con-
cerned with the allocation of scarce raw materials.”



“At the national level, Joint Committees, including represen~
tatives of the concerned administrative Ministry, D.G.T.D.
and C.S.1.0. should allocate raw materials on the basis of
overall requirements and availability to the different’ in-
dustry groups. Once the availability to the particular in-
dustry group in the small scale sector is decided the C.S.L.O.
will redistribute it to the States in accordance with their
estimated requirements and will also inform the States
about the entitlement of the industry groups so that there
may be equitable distribution between the different units
in the same industry group in the different States.

“As far as possible, scarce raw materials to small scale units
should be channelized through raw material depots open-
ed by State Small Industries Corporations, The raw
material depots might be established at convenient places
so that small industrialist may not have to travel more
than a hundred miles to secure his raw material. These
raw materials denots should be recognised as controlled/
registered stockists by the Iron and Steel Controller and
as agents for distribution of imported material by Minerals
and Metals Trading Corporation/State Trading Corpora-
tion and such other organisations. State’s quotas of other
scarce materials, like caustic soda, P.V.C. etc. might also
be allotted to small Industries Corporations.

(iii) Need for Remedial Measures

48. The representative of the Ministry has admitted during evi-
dence that there is no uniform orocedure in the States for the assess-
ment of capacities of small scale units or for allocation of scarce raw
materials to them. He has also stated that “At the moment, no
criterion has been laid down by the Centre, in this behalf.” Further.
in reply to a question as to whether the Central Small Industries
Organisation or the Government has laid down any guiding princi-
ples or priorities for the allocation of scarce raw materials to small
scale units the representative of the Ministry has observed that:—

“There have been no guiding principles except for instruc-
tions that allotment of scarce raw materials for non-
industrial purposes generally should have a low priority.”

“At the moment allotment is not made on the basis priorities.
It is intended to do so. We have told the State Govern-
ments not to give any quantity worth mentioning to
utensil makers.”



To apother question as to why no serious steps have been taken
to regulate the distribution of scarce raw materials on the basis of
priority of end-products inspite of the acute shortage of such mate-
rials, the representative of the Ministry has given the following
reply:—

“Even today, I am not quite sure of carrying the State Gov-
ernments with me in the matter of enforcing these priori-
ties. Quite a number of them still believe that the uten-
sils makers play an important role in the economy of the
State. It is not easy for us to legislate or enforce our
views on State Governments who eventually do the dis-
tribution. We only give them a block allotment.

Even now we can only give advice to the State Governments
saying that this is how distribution should be done.”

On the role of the Central Small Inudstries Organisation vis-a-vis
the State Directorates of Industries in regard to the enforcement of
priorities for the distribution of scarce raw materials among the
small scale units, the Ministry have further eMborated the position
in a written note as follows:—

“Scarce raw materials to small scale industries are distribut-
ed by the State Directors of Industries. The Central
Small Industries Organisation gives from time to time
general directions to them regarding priorities for differ-
ent industrial groups; for example, allocations to utensil
making industry are to be given low priority, those for
defence-oriented or export-oriented indusiries are to be
given higher priority etc. Subject to these broad direc-
tions, the States are free to evolve their own priorities
ties in the light of requirements of their respective State
and it is known that the States give some priority to
new units and to those in backward arcas subject to avail-
ability of raw materials.”

Asked how, in practice, adherence to the “gencral directions”
issued by the Central Small Industries Organisation to the State
Directorates of Indusiries is secured, the Ministrv have stated that:—

“The actual implementation of the general directions given
by the Central Small Industries Organisation rests with
the Directors of Industries and it is presumed that they,
as officers directly responsible for the implementation of
the Small Industry Programme, adhere to the gereral
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directions. Where, it is brought to the notice of the Cen-
tral Small Industries Organisation that these directions
are not adhered to the matter is ordinarily taken up in-
formally and the concerned State however, be pointed out
that the needs of the different States vary and the State
Directors should have, within reasonable limits, the free-
dom to draw up a procedure suitable to local needs.”

The T-mmittee have been informed during official evidence that
all the States have set up Raw Material Depots. These depots are
under the control of State Small Indusirieg Corporations which have
been given the responsibility of distributing raw materials among
the small scale units, It has been stated that the Director of In-
dustries is in most cases either the Managing Director or the
Manager or the Chairman of the State Small Industries Corporation.
He is closely associated with the working of the Corporation and is
the deciding authority in matters concerning the distribution of
raw materials. The representative of the Ministry has agreed with
the Lokanathan Committee’s recommendation that the Raw Material
Depots should be recognised as registered stockists for all control-
led items. He has also expressed the hope that “when the Loka-
nathan Committee’s recommendations are fully implemented, it
will be possible for us to lay down broad principles on the basis of
which individual units are fed”, but has added, “Even so, there may
have to be some differences from State to State.”

The Committee are constrained to observe that the existing
arrangements for distribution of scarce raw materials among the
small scale units leave much to be desired. In fact, these arrange-
ments can hardly be said to constitute a system since there is little
evidence of any agreed objectives, much less of any planned efforts
to achieve the same. Thus, the procedure and priorities, if any, for
allocation vary from State to State; at present allocation is not neces-
sarily linked to production capacity and. of course, there is no uni-
form procedure for assessment of capacities. The Committee feel
that any arrangement for the distribution of scarce raw materials
which lacks well defined criteria and a clear cut procedure for allo-
cation and an effective machinery for inspection of utilisation is very
likely to lead to abuses as it leaves wide scope for the exercise of
discretion on the part of the allocatiny authorities and of manipula-
tion on the part of the receiving units,

The Committee also note that under the existing procedures the
Central Small Industries Organisation has no effective role in the
matter of allocation of raw materials. The Development Commis-
soner, Small Scale Industries does not check up or has no way of
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checking up whether, or to what extent, the demands for scarce
raw materials furnished to him by the different States reflect the
actual requirements of small scale units in the respective State.
Still, he relies on these demands and distributes the allocation avail-
able for the small scale sector among the States on a pro rata basis.
of demands made by the States. This leaves scope for the States
to inflate their demands or to make unrealistic assessments of their

requirements,

The Committee consider that so far as the basic criteria and pro-
eedure for allocation of scarce raw materials or inspection of utilisa-
tion of such materials are concerned, there is hardly any justifica-
tion for permitting each State to follow its own course in the name
of local neéds or peculiarities. They fcel that as the Central agency
responsible for coordinating and implementing the national small
scale industries programme, and with its vast array of administra-
tive and technical officers, Small Industries Service Institutes etc.,
the Central Small Industries Organisation should not have rested
content with playing a purely advisory role in such important
matters ag the allocation and utilisation of scarce raw materials.

The Committee hope that with the implementation of the Loka-
nathan Committee’s main recommendation, viz. the distribution of
scarce raw materials on the basis of uniform assessment of capacities
of all industrial units and the priorities of their end-products, there
will be uniformitly in all essential matters concerning the distribu-
tion of scarce raw materials. A fresh realistic assessment of the
capacity and needs of each State should be made at an early date.
The Committee also trust that appropriate measures will be taken,
in the light of the Lokanathan Committee’s recommendations, to
enable the Central Small Industries Organisation to effectively dis-
charge its functions as the central co-ordination and controlling
agency for assessing the requirements, allocation and inspection of
utilisation, of scarce raw materials.

D. Discrimination between States

49. The International Perspective Planning Team had pointed out
that the division of raw material allocations among the States was
“not in any sense based on scientific judgments, related to develop-
ment goals”. Some Associations of small scale industries have also
represented to the Committee that the existing system of distribu-
tion of scarce raw materials has led, inter alia to “inequitable dis-
tribution between one State and another and between one unit and

another in the same State.”



The Committee note from a statement placed on the Table of
the Lok Sabha on 26-2-1965 (see Appendix XI) that the percentage
of allotments of various types of non-ferrous metals to the assessed
requirements of the small scale units varies widely from State
to State. The Table shows, for instance, that while Kerala and
Gujarat get 140 percent of their Assessed requirements of nickel,
West Bengal gets as little as 54 percent. Again, in regard to cop-
per the percentage of allocation to assessed requirements varies
from 6 per cent in the case of Gujarat and 91.33 per cent in the
case of Assam. For Zinc, the percentage for Madhya Pradesh is
6.50, for West Bengal 7.00, for Gujarat 38.00 and for Assam 60.66. On
being asked whether these figures do not establish the existence of
discrimination in the distribution of non-ferrous metals, among the

various States, the representative of the Ministry has stated during
evidence:—

“These percentages have been worked out on the basis of a:
survey that has been made. I attended a meeting of the
Directors of Industries to consider these figures and 1
found that no Director of Industry was prepared to
accept the validity of the survey if it affected his indus-
tries more adversely than the industries in other States,
with the result that the entire basis of the survey is now
in dispute....I am quite prepared to admit here that
these figures have no great validity....But these were
the best figures available at the time and so according
to the survey, these figures were given (to the House)”.

The Commitiee note that figures regarding the distribution of

non-ferrous metals, which were supplied to the House, had to be re-
vised as further facts came to light.

On the basis of the data available, the Committee can only infer
that under the present procedure, the distribution of non-ferrous
metals among the States has not been egquitable. The Committee
hope that such discrimination, would bc removed without delay by
introduction of a uniform system for the allocation of scarce raw
materials to all industrial units on the basis of priorities of end-
products end assessment of capacities.

E. Disiribution of Aluminium and Steel

50. The availability of aluminium and steel to the small scale
sector has been dealt with in section ‘B’ of this Chapter. It is pro-
posed to deal here in some detail with some special difficulties faced
by small scale units in obtaining supplies of these two metals.
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A leading non-official organisation has represented to the Com-
‘mittee that although small scale units have been trying to switch
over to the use of aluminium in place of scarce non-ferrous metals,
they are unable to obtain the required quantities of aluminium.
Moreover, the main producers of aluminium have not been supplying
aluminium ingots to small industries on the plea that they have got
their own end-product units and so do not have any surplus. The
Lokanathan Committee has also pointed out that aluminium utensils
makers who were previously obtaining their requirements of semis
from large scale re-rollers are now unable to get their supplies since
the large scale re-rollers have begun to fabricate end-products them-

selves,

The Committee note that the small scale sector’s annual capacity
for aluminium has been estimated at 10,369 metric tonnes in 1963. As
against this, the allocations of aluminium made to the sector in
1964-65 totalled only 2191 metric tonnc: (See Appendix X Table 1).
Further, while the non-ferrous metals requirements of small scale
wire-drawing plants have been placed at 39,000 tons, only 5,500 tons
of aluminivm wire rods were allotted to these units for the half-vear

ending March, 1964.

The Comnittee consider that out of the non-ferrous metals, alu-
minium is of special importance in view of its growing indigenous
production, its versatility and possibilities of being used as a substi-
" tute for imported copper and zinc. They are unhappy to find that
-although small scale units are preparcd to switch over aluminium
the share of this metal allotted to them falls much short of their
requirements, They consider it particularly unfortunate that even
the existing uscrs of aluminium in the small scale sector should find
their very existence threatened because of the failure of the large
scale producers of aluminium to supply requisite quantity to them.

The Committee need hardly stress that the presomnt situation calls
for intensive efforts to replace imporied raw materials by aluminium,
wherever possible. It is obvious, however, that if small scale units
are expected {» minimise the use of the imported raw materials,
substitu': raw materials shou!d be made available to them in ade-
quate yuantities. The Committee, therefore, urge that Government
should take ‘mmediate steps to augment the supply of aluminium
to the small scale sector. The Committee feel that in such a vital
mat! - as providing adequate facilitics for fuller utilisation of the
ins(. tled capacity of small scale industrial units any policy decision
shouid uo:. be frustrated or nullificd by administrative lapses.
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The Committee would also like the Government to take appro-
priate menasures to see that in all cases where small scale units pro-
ducing end-products are dependent on large scale processing units.
for obtaining their raw materials or components, the latter are re-

quired to set apart a prescribed portion of their products for the
small scale units at reasonable prices.

51. It is seen that the allocations of various categories of iron and
steel made to the small scale sector are wholly inadequate in com-
parison to its demands. Further. the decpatches of allotted steel
to the small scale units are not made even after two to three years
of the allocations. It has been stated that these delavs have heren
due partly to the accumulation of previous orders with t" producers
and partly, specially in the case of sheets, due to their .lversion to
defence and rehabilitation requirements.

Another major difficulty faced by small scale units arises from
the revised procedure for allocation of priority in respect of steel
that has been in force since July—September. 1964. According to
this procedure, reasons for seeking prioritv in respect of each indi-
vidual work order have to be indicated and are scrutinized by the
Joint Flant Committee. The number of small scale units bein« large,
it takes a long time for the State Directors of Industries to contact
the units, asscss their requirements. allot work orders and put up
the cases to the Joint Plant Committee.

The Committee would like to recall (See para 5 Chapter I) that
the development of metal working the machinery industries is the
most significant aspect of small indu:try development in recent
vears. They feel that the scope for the further development of the
:mall scale sector in these pariicular branches of industry is enor-
mous and hope that the necessary facilities in this direction will be
provided by ensuring adequate supply of basic r.... materials. viz.
steel.

The Committee are struck by the anomalous situation where on:
the one hand the small scale industries are starved of essential raw
materials like iron and steel. on the other the steel plants particu-
larly those in the public sector are reported to be having difficulties.
in working to full capacity in the absence of firm orders from custo-
mers. The Committee cannot appreciate why procedural hurdles
should be allowed to come in the way of working out the require-
ments of the small scale industries for steel and in placing a firms
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demand on the Joint Plant Committee. They also see on reason why
the Central Small Industries Organisation should not have been
able to present an integrated picture on behalf of all the States be-
fore the Joint Plant Committee so as to facilitate the manufacturing
programme for items of iron and steel suited to the requirements of
smzll scale industries sector. As regards distribution, the Committee
have no doubt that suitable arrangements can be worked out by the
Directors of Small Scale Industries of States, who are already
running Raw Material Depots for distribution of scarce raw materials
to small scale industries.

F. Distribution of Metal Scraps

52. The Committee are informed that under the existing arrange-
‘ments, non-ferrous scraps available with the various Government
and semi-Government undertakings are sold by public auction. It
has been represented to the Committee, that at these auctions the
‘scraps can only be acquired by a monopolist ring of some Kalwars
and big merchants who always bid by making some kind of axis.
The small scale units can only procure the scrap from these Kalwars
who charge them exorbitantly high prices for the same.

It has been stated during official evidence that Government are
trying to work out a stheme “whereby a portion of such scraps
would be kept aside for issue to the small industries.”

The Committee regret to observe that under the existing arrange-
ments the auction of non-ferrous scrap available with Government
and semi-Government undertakings is likely to lead to profiteering
and black-marketing and has further aggrevated the difficulties ex-
perienced by small scale industries in regard to the availability of
scarce raw materials.

The Committce consider that in view of the scarcity of non-fer-
rous metals in the country and the consequential demand for the
scrap of such metals by the small scale industries, there is need to
ensure that the non-ferrous metal scrap is made avirille to the small
units at reasonable prices. The Committee suggest that a substantial
portion of the scrap available with public/departmental undertakings
should be made availuble to the State Directorates of Industries or
‘State Small Industries Corporation at reasonable prices for equita-
ble distribution to the small scale industries having regard to the
end-products manufactured by them and their capacities.
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G. Inspection of Utilisation

(a) Existing Arrangements

(i) Large Scale Sector

53. It has been pointed out in the Report of the Lokanathan
Committee that there is no regular system of inspection of large
scale units. Every unit borne on the list of the Directorate—Gene-
ral of Technical Development furnishes its production return in
the prescribed proforma every month on voluntary basis to the
technical directorate responsible for development of the concerned
industry. The figures of the individual units are treated as confi-
dential and, as such, these are not normally divulged without the
consent of the unit concerned.

(ii) Small Scale Sector

The existing arrangements for the inspection of utilisation of
raw materials in the small scale sector have been described in the
report of the Lokanathan Committee as follows:—

“The State Directors of Industries are responsible for the
inspection of utilisation of scarce raw materials by indus-
trial units. The frequency and the type of inspection
vary from State to State. Generally speaking, units are
inspected at least once a year by a technical officer of
the rank of an Inspector attached to District Industries
Officer! Assistant Direcor of Industries. In view of the
large number of units to be inspected. the limited num-
ber of technical personnel available for inspection work
#1d the level at which it is conducted it is possible that
at least in some States the inspection is not as regular
and as effective as it is expected to be.”

(b) Need for Improvement

54. The Tnternational Perspective Planning Team had suggested
that the Central Small Industries Organisation should take greater
responsibilities in checking and supervising consumption of con-
trolled raw materials allotted to the small scale units, as the arran-
gements made bv the State Governments in this regard were not
satisfactory.

The Lokanathan Committee has also expressed the view that
the system of inspection of utilisation in both ‘the large scale:and
the small scale sectors needs -considerable -improvement. - The
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Committee has noted that so far as the large scale sector is con-
cerned, the existing system “whereby ceilings are allotted in res-
pect of scarce raw materials to the sponsoring authorities on the
basis of supposed performance of individual units, is working to
the satisfaction of that sector.” However, as regards the small scale
sector there is a feeling that “at least in some States, inspection is
rather rigid.”

To remove the deficiencies and lacunae in the existing system
of inspection of utilisation, the Lokanathan Committee has suggest-
ed that “it will be useful to have (a) annual inspection of all in-
dustrial units, large and small, acccerding to a uniform procedure
drawn up jointly by the Directorate General of Technical Develop-
ment and the Central Small Industries Organisation and (b) Cen-
tral Teams of Inspection consisting of representatives of Director
General, Technical Development and Central Small Industries Or-
ganisation to visit a few large and small scale units at random.”

In reply to a question as to whether the Central Small Industries
Organisation has formulated a suitable standard procedure for ins-
pecting the utilisation of allotted raw materials by small units, the
Ministry have stated:

“The Central Small Industries Organisation have not laid
down any standard procedure for the inspection of units
utilising scarce raw materials. Such inspection is the res-
ponsibility of the State Governments and the C.S.1.O.
from time to time gives general directions to them regar-
ding the need for inspection of utilisation of scarce raw
materials allotted to small scale units.”

Commenting on the Internatienal Perspective Planning Team's
suggestion that the Central Small Industries Organisation should
take greater responsibilities in checking and supervising consump-
tion of controlled raw materials allotted to small scale units, the
Ministry have observed that:

“Although the Central Small Industries Organisation is not
equipped for taking on extensive responstbilities of this
type, the functions of the Small Industries Service Insti-
tutes can be extended to coordinate with the State Direc-
torates of Industries in this field.”

Replying to a question as to whether there are any checks to
ensure that large scale units are not allotted scarce raw materials
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in excess of their requirements, the representative of the Ministry
has confirmed during evidence that—

“There is no regular inspection. Even in the case of new
units there is no regular periodicity in these inspections.
But the tallying of the supply of the raw materials with
the quantity of the finishing goods produced is 1largely
checked from the monthly returns which these units
send.”

However, while admitting that the returns submitted by the large
scale units are subjected ta only random checks, the representative
of the Ministry has maintained that “There is one safety in this;
unless there is only one producer, if there is any attempt to fudge
any of the returns, the rivals generally bring it to the notice of
the Development Wing."”

During the course of their study tours and meeting with repre-
sentatives of non-official oganisation, the Committee have been in-
formed of the existence, in many places, of thriving ‘open markets’
where the scarce raw materials can be had in any quantity and
to which the small scale entrepreneurs take recourse to supplement
their meagre allocations. The existence of these open markets has
been admitted during official evidence and it has been stated that
industrial units, in both the large scale and small scale sectors,
sometimes sell the scarce raw materials allotted 10 them in the
open market. Explaining the reasons for this phenomenon the re-
presentative of the Ministry has stated that:—

“The supply to the black market comes both from the small
scale and large scale sectors. If in the large scale scc-
tor, they feel that without putting in labour. they can
make a profit, thev are prepared to part with a propor-
tion of whatever metal they get which is (made) avail-
able for sale to others. In the small scale sector, most
of the people who sell are those who give this excuse,
that it is not worth their while. with the quantum of
metal that has been allotted to them, to run the unit, if
they can only run it for 10 weeks in whole year.”

The representative of the Ministry has also admitted during evi-
dence that another source of leakage of scarce raw materials into
the open market may be parties which manage to obtain higher
and higher allocation of such materials by providing the authori-
ties with artificially inflated figures of production.

The Committee are surprised to note that although allocations of
scarce raw materials to large scale units are made on the basis of
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their production capacities, there are no effective arrangements to
ascertain whether these units actually utilise their allocations for
production purposes. This is a serious lacuna as it permits unscrupu-
lous parties to obtain higher allocations by inflating their production
figures—a possibility that has been accepted during official evidence.
The fact that in general small scale units meet their requirements of
scarce raw materials, either partially or even substantially some-
times, from the open market also confirms this apprehension.

The Committee consider that there is no justification for permit-
ting a situation where some large scale units find it possible to
obtain raw material allotments in excess of their real needs while
a vast number of small units are faced with the grave problems of
idle capacity because of inadequate and decreasing supplies of the
scarce raw materials,

The Committee need hardly emphasise that the prevalent open
market in scarce raw materials is not only an unmixed evil in itself,
but is also a sad reflection on the ineffectiveness and inadequacy of
the existing arrangements for checking the utilisation of these mate-
rials in both the large and small sectors.

The Committee need hardly stress that scarce raw materials,
obtained at considerable expense of foreign exchange, should be
properly utilised to sustain the industrial tempo of the country and
to produce goods at competitive cost, particularly, in the small scale
sector. The Committee believe that following two recommendations
of the Lokanathan Committee, would go a long way towards ensur-
ing that the raw material allocations are, in fact, utilised by the
allottees and not sold in the open market:

(a) annual inspection of all industrial units in both the large
scale and ‘the small scale sectors according to a uniform
procedure drawn up jointly by the Directorate General of
Technical Development and the Central Small Industries
Organisation, and

(b) random checking up of a few large and small scale units
by Central Teams consisting of representatives of the
Director-General Technical Development and the C.S.1O.

The Committee, would therefore, urge that immediate steps should
be taken to set up an effective machinery for inspection of utilisa-
tion of scarce raw materials on these lines.

The Committee would also like to suggest that particulars of
allocations of scarce raw materials to all units, whether Ilarge or
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small, should be regularly published and suitably displayed at the
offices of the CSIO, the State Directorates of Industries and District
Industries Officers, Small Industries Service Institutes, etc., as is
done by the Director of Industries, Delhi. They feel that such
publicity would act as a salutary check on malpractices relating to
the allocation and utilization of scarce raw materials.

H. Need for Guided Development of Small Scale Sector

55. An important factor which has contributed to the rapid
growth of the small scale sector is the freedom of the prospective
entrepreneurs to choose his line of industrial activity. The small
scale sector has been a free sector unlike the large scale sector where
one has to obtain a licence to start an industrial unit. While re-
cognising that “this freedom is a definite advantage” to the small
scale sector, the Lokanathan Committee has recommended that:—

“In view of the present and anticipated shortages of scarce
raw materials, we feel that the entry of new units requir-
ing scarce raw materials should be clearly known to the
Government and be subject to advice and guidance by
the Directors of Industries of the State Governments. But
the decision to set them up or not will rest entirely upon
the new entrants.”

Considering that the shortages of scarce raw materials are likely
to persist for quite some time. the Committee feel that to check the
further aggravation of these¢ .hortages as also of the concommitant
problem of idle capacities in the small scale sector, it is necessary to
discourage the setting up of new units requiring scarce raw
materials.

The Committee note that Government have been trying to secure
foreign loans for meeting the maintenance requirements of industry.
The Committee hope that with the grant of loans and resumption of
aid by the United States etc.. it may be possible ‘o ease the position
regarding import of raw materials and spares for maintenance. The
Committee would like Government to ensure that the existing units
in the Small Scale Industries are provided adequate supplies of raw
material and that entrepreneurs intending to set up new small scale
units using scarce raw material are provided definite information
about the scarce availability of such material. The Committee also
suggest that CSIO may devise suitable procedure to be followed in
all States, so that prospective entrepremeur are dissuaded from
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starting new unmits in cases where ithe existing capacities in the
small scale sector are not substantially utilised because of inadequate
supplies of raw materials,

The Committee would also like to suggest that the Central Small
Industries Organisation and the State Directorates of Industries
should provide positive incentives to encourage the establishment
of small scale units in industries where the raw materials are indi-
genously available in adequate quantities.

1. Targets and Achievements Regarding the Production of
Non-ferrous Metals

56. The Committee have been informed that the targets and
actual achievements for the production of non-ferrous metals, parti-
cularly, copper, zinc, lead, ali_ainium and tin for the Third Five
Year Plan are as follows:—

Metal Capacity Production Actual
target target Production (1964-65)
Copper 22,000 tonnes 22,000 tonnes 8,400 tonnes
Zinc 15,000 ,, 15,000 ,, Nil
I.Cad 8’500 29 8,000 " 3)500 2
Aluminium 1,10,000 ,, 1,00,000 92,500 ,

It has been stated that as there is no known source of elemental
sulphur in the country, no target was fixed for its production during
the Third Five Year Plan. However, the Pyrites and Chemicals
Development Company Ltd., a public. sector andertaking, have
located a process in Finland for recovery of elemental sulphur from
pyrites. A consignment of about 800 tonnes of Amjhore pyrites was
sent to Finland and pilot plant tests carried out in AprillMay, 1965.
The report of the Finish firm who conducted the tests has been
received and its being examined by Pyrites and Chemicals Develop-
ment Company Ltd. According to the report, recovery of elemental
sulphur directly from Amjhore Pyrites is technicallv not feasible.
Recovery of elemental sulphur after concentration of the ore is,
however, technically feasible.
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The reasons for the shortfall in the production of copper, zinec,
lead and aluminium have been’ explained in a note furnished to the
Committee as follows:

Copper

Khetri Copper Project (capacity 11,000 trnnes) and Sikkim
Project (capacity 2,000 tonnes) have not been completed.
They are now expected to be completed during the Fourth
Plan period.

Zince

The Udaipur Zinc Smelter (capacity 18,000 tonnes) will be
completed only in 1966.

Lead

The expansion of the Tundoo (Bihar) Smelter from 6,000 to
8,500 tonnes will be completed only in 1966.

Aluminium

The shortfall of about 18,000 tonnes is due to the delay in the
implementation of the Koyna Aluminium Project which
has not been taken up for implementation in the public
sector.

It has been stated that a committee has been set up to review
the present position regarding the capacity for production of non-
ferrous metals and to reorient the production pattern to suit the
defence requirements.

The Committee regret that no serious attention was given to the
implementation of the Third Plan targets for copper, zinc, lead,
sulpher etc.

The Committee consider it extremely unfortunate that the pro-
duction achieved in copper is only 38.2Z per cent of the target and
that India continues to be largely depe~dent on imports for this
important non-ferrous metal. They arc also distressed to note that
the projects for expansion of zinc and lead refining should not have
been completed within the Third Plan period. The only metal which
could facilitate substitution is aluminium, but here again there has
been a shortfall in the public sector plan for its manufacture at
Koyna. They note that Government have appointed a committee to
take stock of the existing capacity for production of non-ferrous
metals and to suggest suitable measures for its augmentation and
reorientation to meet the defence requirements. The Committee
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would suggest that Government should carefully review the position
after taking into account the requirements particularly of defence
and small scale industries and take necessary measures to ensurc
that the production targets in these key metals are reached in the
shortest possible time so as to reduce dependence on imports and

to save valuable foreign exchange.



V.
CREDIT FACILITIES
A. Problem of Finance for Small Scale Sector

57. It is a well known fact that the small scale sector in general
functions with the basic malady of a weak capital structure. This
inherent weakness is the result of the size and status of the small
scale units as well as of their inability to secure external finance.
The factors underlying the problem of inadequacy of finance for
small scale units have been described in a note submitted by the
Ministry as follows:—

“In a way, this problem is not inseparable from other prob-
lems of the small scale industries like marke.ing, availa-
bility of raw materials, quality and sta:dards of their
products and a proper accounting system. On the one
hand, the financial institutions find small industrialists
poor credit risks as their fortunes are in most cases
bound up with a single individual, a family or a partner-
ship, their products lack an assured market and they are
-quite often unable to offer the types of security which
credit institutions normally require: Also, advances to
small scale units are uneconomic from a bank’s point of
view, as compared to other advances. On the other hand,
the small scale units start with a weak capital base and
have low rates of return and hence are not in a position
to fulfil the requirements of the credit institutions be-
sides being often unable to stand the stresses and strains
of a developing enterprise.”

B. Source of Credit for Small Sczle Industries
58. Broadly speaking, the financial requirements of an industrial
unit may be grouped under two heads viz:—

(a) long term and medium term for creation of fixed assets
like land and building; plant and machinery, etc.

‘(b) short term for working capital to hold stocks of raw
materials, finished goods etc., and to meet the day to day
needs of running the enterprise.

81
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The different governmental and institutional agencies/schemes
catering directly to the long and medium term financial require-
ments of small scale industries are:

(a) State Governments under the State Aid to Industries
Acts;

(b) State Financial Corporations;
(c) State Bank;

(d) State schemes for participation in equity capital of small
scale units; ’

(e) Accommodation in Industrial Estatesi

(f) National Small Industries Corporation scheme for sup-
ply of machinery on hire-purchase basis.

Of the above, the assistance under items (e) and (f) is reviewed
in Chapter VI: on ‘Industrial Estates’.

As regards short term finance, the principal sources of working
capital for the small scale industries are (a) the State Bank of
India, and (b) the commercial banks. The State Financial Corpo-
rations also advance short term loans to small scale units upto a
certain percentage of the long term loans granted by them.

(I) LoaNs UNDER STATE AID TO INDUSTRIES ACTS

59. The programme relating to disbursement of loans under the
State Aid to Industries Act is administered by the State Directors
of Industries in every State. Financial assistance under this
scheme is available not only to small scale industries but also to
village and handicrafts industries. However, handloom and power-
loom units are excluded from this scheme as separate funds have
been provided for these through the Handloom Board.

It has been stated that as the flow of funds under this scheme
was not considered to be adequate, the Central Government re-
quested the State Governments in 1955 to liberalise the conditions
and procedures for granting loans. Most of the State Governments
have, accordingly, amended the Acts in recent years. At present,
in almost all the States, loans upto Rs. 1,000 are advanced on per-
sonal bonds, upto Rs. 5000 against one or more personal sureties
and above Rs. 5,000 against security or mortgage at 75 per cent of
the security offered including the assets created out of the loans.
The loans are repayable in instalments over ten years. The rate
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trial cooperatives and 3 per cent for loans upto Rs. 50,000 to private
entrepreneurs.

The Committee are informed that although the Central Gov-
ernment do not lend directly to the units, they nevertheless play
an important role in regard to the State Aid to Industries Scheme
by providing block loans to the States on an ad-hoc basis. Since
then, the Central Government have started contributing 2/3rd of
the amount earmarked for purposes of advances under this scheme.
They also give direct subsidy to the States to cover the difference
between the concessional rates of interest charged by them on
loans under this scheme and the normal rate. It has been stated
that “the coordination of the scheme, keeping in view the all-India

perspective and regional needs, is also the responsibility of the
Central Government.”

During the Second Plan period a total amount of Rs. 12.91 crores
was disbursed under this scheme in the various States.

A staterm~at showing the Stae-wise progress of the scheme for
the Third Plan period is reproduced in Appendix XII. It is seen
that as against the Plan provision of Rs. 19.93 crores, an amount of
Rs. 18.12 crores is expected to be advanced under this scheme dur-
ing the Third Plan period. Further, while in some States, like
Madras, Kerala and Uttar Pradesh the Plan provision is likely to
be exceeded in the case of others like Rajasthan, Bihar, Madhya

Pradesh and Mysore the anticipated advances are likely to fall
much short of the targets.

It has been representated to the Committee that, inspite of the
recent liberalisation, there are, in some States, still considerable
delays in sanctioning loans under the State Aid to Industries Act.
In West Bengal, for instance, the time lag between the date for the
application of a loan and its actual disbursement is said to be any-
thing between a year and four.

The need for improvent in the existing procedures and terms
and conditions for giving credit assistance to small scale units under
the State Aid to Industries Acts has been admitted by the represen-

tative of the Ministry. Tendering evidence before the Committee,
he has stated:

“One of the most promising lines of further expansion of cre-
dit should come under the State Aid to Industries Scheme,
for which, we might have to get the rules considerably
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more simplified so as to enable the smaller people to get
adequate loans under the State Aid to Industries Scheme”.

The Committee note that in many States the amounts actually
disbursed to small scale industries under the State Aid to Industries
‘Act are likely to fall considerably short of the provision made in
this behalf in the Third Five Year Plan. As the coordination of the
State Aid to Industries Scheme is the responsibility of the Central
‘Government which also supplies 2/3rds of the amount earmarked for
purposes of advances in each State and gives subsidy to cover the
difference between the normal rate and concessional rate of interest,
the Committee suggest that the Central Governmnt/Central Small
Industries Organisation should take positive measures to identify and
to secure the removal of the causes for the unsatisfactory progress
of the scheme in States such as Rajasthan, Bihar, Mysore, Madhya
Pradesh, etc, so that the development of small scale industries is
carried on in each State according to the programme.

(II) StaTE FinanciAL CORPORATIONS

60. The State Financial Corporations have been set up under the
State Financial Corporations Act of 1951 to provide credit facilities
to small and medium industries. They have been empowered to
transact the following business:

(i) To grant loans or advances or subscribe to debentures of
industrial concerns. repayable within a period not exceed-
ing 20 years from the date on which they are granted, or
subscribed to, as the case may be.

(ii) To guarantee loans, on terms and conditions as may be
agreed upon, raised by industrial concerns, which are
repayable within 20 years and are floated in the capital

market.

(iii) To underwrite the issue of stocks, shares, bonds or deben-
tures by industrial concerns provided they are disposed
of as early as practicable but in any case within a period
of seven years from the date of such acquisition.

(iv) To act as an agent for the Central Government, the State
Government or Industrial Financial Corporation in trans-
action of any business with industrial concerns in respect
of loans or advances granted or debentures subscribed by

any of them.

In practice, these Corporations advance loans to meet the lcng,
medium and short term requirements of small scale units though
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the short term loans bear a fixed percentage relationship to long
term loans. The rate of interest charged by the Corporations is,
ordinarily, 62 per cent to 7} per cent with a rebate of 4 per cent for
prompt payment. Generally speaking, they advance upto 50 per
cent to 75 per cent of the value of assets offered as security includ-
ing those created out of the loans. Apart from advancing loans
from out of their own funds, some of the State Financial Corpora-
tions also act as agents of the respective State Governments for
sanctioning and disbursing loans under the State Aid to Industries
Act. The agency arrangements are now in vogue in nine States (1)
Uttar Pradesh, (2) Andhra Pradesh, (3) Punjab, (4) Maharashtra,
(5) Kerala, (6) Assam, (7) Rajasthan, (8) Orissa and (9) Gujarat.

Statements showing loans sanctioned and advanced by the State
Financial Corporations (a) out of their own funds and (b) as agents
of the State Governments under the State Aid to Industries Act are
given in Appendix XIII. It is seen that as on the 30th September,
1964, the State Financial Corporations had disbursed out of their
own funds, (a) loans amounting to Rs. 12.11 crores to 2021 small
scale units and (b) loans amounting to Rs. 46.68 crores to 1183
“other units”.

Further, as agents of the State Governments the concerned State
Financial Corporations advanced loans amounting to 3.0145 crores
to another 3456 small scale units.

The Committee have received a number of representations to the
effect that small scale industries find it difficult to obtain loans from
the State Financial Corporations because of the cumbersome proce-
dures and the rigorous formalities insisted upon by these Corpora-
tions. Complaints have also been made that the State Financial
Corporations generally prefer to advance loans to a few bigger indus-
tries rather than to a number of small scale units because in the case
of the former, there is ‘greater security’ for the investment and ‘less
of botheration’. To remedy this situation, a suggestion has been
made that a portion of the funds available with the State Financial
Corporations should be reserved for advancing loans to small scale
industries.

Referring to the difficulties experienced by the small scale entre-
preneurs in obtaining finance from the State Finance Corporations,
the representative of the Ministry has stated during evidence:

“We are constantly discussing (this) with the State Finance
Corporations, the Reserve Bank and so on. For instance,
the margin® required varies between 25 to 50 per cent.
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Many of the small industries are not in a position to meet
this requirement. In fact, in all these matters we have
been reiterating that the State Finance Corporations.
should try to be more forthcoming. But I won’t say ihat
we have been very successful....the money given by the
State Finance Corporations to small industrialists conti-
nues to be small.”

He has also confirmed that “almost the whole amount” available
with the State Financial Corporations is advanced to a few big
parties and thus, very little is left for giving loans to the really small
scale units.

Further, commenting on the suggestion for earmarking a definite
portion of the funds available with each State Financial Corpora-
tion for advancing loans to small scale industries, the Ministry have
observed:

“While earmarking of a specific portion of finance available
with State Financial Corporations to Small scale sector
might be of some help there is an urgent need to increase
the total resources available to the State Financial Cor-
porations. Moreover, they should also be induced to adopt
a more sympathetic and developmental attitude towards
small scale sector, liberalise their procedures and cut
down unnecessary formalities”.

The Committee feel that both as regards the number of small
scale units assisted and the total amount of loans disbursed to such
units the performance of the State Financial Corporations has not
been impressive. They also consider it unfortunate that the State
Financial Corporations should have developed a preference for invest-
ing their funds in the medium scale units and to the bigger among
the small scale units, with the result that the really small units,
which need institutional credit most, are left to fend for themselves.

The Committee suggest that a specific portion of the finance
available with each State Financial Corporation should be earmarked
for the small scale sector. The Corporations should also be given
clear instructions to liberalise their procedures and cut down un-

necessary formalities, and induced to adopt a developmental outlook
tewards small scale industries.

*Difference between value of assets offered as security and then amount of
loan advanced against such secudity.
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Government may also consider the feasibility of channelising loans
10 small scale industries through the State Small Industries Corpora-
tions who are fully acquainted with the requirements of this secter.

(III) THE STATE BANK

61. The State Bank’s assistance towards meeting the credit needs
of small scale industries can be grouped under three broad catego-
Ties:

(a) Coordination of Institutional Credit;
(b) Provision of Liberalised Credit;

(¢) Medium Term Loans.
(a) Coordination of Institutional Credit

It has been stated that inspite of the existence of a few credit
agencies, the flow of finance to small scale sector was impeded due
to, among other reasons, want of coordination in their activities. To
eliminate this overlapping of functions and delays in receiving loans
by the small units the “Pilot scheme of the State Bank of India for
the coordinated provision of credit” was inaugurated in March, 1956
in nine Centres. By December, 1957, it was extended to-36 centres.
Since January, 1959, the scheme is in operation at all branches of the
Bank.

Under the coordinated scheme, a small scale borrowing unit is re-
quired to apply to the local agent of the State Bank of India (or of
the local cooperative bank if it belongs to the cooperative sector) for
all its credit requirements. The application is scrutinised by the local
Working Group of which the local agent of the State Bank is the con-
vener and participating agencies are members. The Working Group
then refers the applications to the appropriate agency, depending
upon the type of credit asked for.

In each circle of the State Bank the scheme is operated under the
supervision and guidance of a local coordination committee. There
is also a Central Coordination Committee consisting of all the chair-
men of the local coordination committees, representatives of the Gov-
ernment of India, the Reserve Bank of India and the State Bank of
India. It coordinates and reviews the working of the scheme in var-
jous areas and takes policy decisions for improving the working of
the scheme.
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It has also been stated that while the State Bank of India renders:
assistance to other agencies in providing information on the credit
worthiness of the small scale units, the Directorates of Industries
and Small Industries Service Institutes furnish technical reports and
indicate the prospects of the concerned industry.

(b) Provision of Liberalised Credit

The State Bank of India is said to provide the following types of
assistance under its liberalised credit scheme:

(i) Advance against the pledge of raw materials and finished
goods awaiting despatch.

(ii) Advances on what is known as the “factory type” basis
granted during the time the stocks are in process or in
cases where units do not purchase raw materials in bulk.

(iii) Advances granted against the bills covering supplies of
finished goods made by units to purchasers.

(iv) Clean credits against the guarantee of a suitable person
and/or the security of| fixed assets or other collateral being
taken wherever necessary or possible.

It has been stated that as a result of the liberalised credit scheme,
the State Bank advances to small scale units have increased from
about Rs. 11 lakhs in 1959 to Rs. 10 crores in 1961 to about Rs. 24
crores by the 30th June, 1964 and Rs. 34.25 crores by the 31st March,
1965. In addition, the subsidiaries of the Bank advanced loans to the
scall scale units aggregating Rs. 10.71 crores at the end of March,
1965.

(¢) Medium Term Loans

The State Bank of India has recently formulated a scheme to grant
medium term loans to small scale industrial units. The Bank has
also a scheme to supply machinery under instalment credit scheme.
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The schemes are still being worked on an experimental basis. The-
progress so far made is indicated in the following statement:

Progressive figures
(in thousands)

Circle No. of applications Amount sanctioned
sanctioned

Medium Term Loans

30-6-63 30-6-64 30-9-€4 30-6-63 30-6-64 3C-9-64

Bengal . . .. 1 2 .. 2,50 5,00
Bombay . . 2 8 11 1,20 8,34 10,84
Madras . . .. 26 37 21,38 34,63
Delhi . . I 2 2 82 2,47 2,47

3 37 52 2,02 34,69 52,94

Instalment Credit (A Form of Medium Term Loan)

Bengal . . .. 25 29 .. 16,57 15,40
Bombay . .. 12 27 .. 3.28 10.58
Madras . 1 10 21 53 3,54 8,8

Delhi . . .. 2 2 .. 52 1,31
Kanpur . . .. .. 3 .. .. 6,15

1 49 82 §s3 23,91, oz

The Committee are happy to note that short-term credit advances
to small scale industries by the State Bank have increased from
Rs. 11 lakhs in 1959 to Rs. 44.96 crores in March, 1965. The Committee
also like to put on record the general appreciation expressed by the
small scale industries, of the financial help rendered by the State
Bank of India. They hope that the Bank'will be able to progressively
increase the volume of its assistance to the small scale sector con-
sidering the sector’s growing credit and credit worthiness needs.
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(1V) StATE PARTICIPATION IN EQUITY CAPITAL

62. The Estimates Committee (Second.Lok Sabha) in their
‘Seventy-seventh Report (March, 1960), had recommended: —

“The Committee are of the opinion that it is necessary to evoive
a scheme for making equity capital available to small
industries—either in the form of share capital or atleast in
the form of loans—as a result of which the flow of private
capital to this sector may be stimulated. What is more,
the enterprising among the technically educated unem-
ployed persons of small means may be promoted to form
industrial cooperatives especially in the under-developed
areas.”

The recommendation was accepted by the Government.

The Committee have been informed during official evidence that
in pursuance of their afore-mentioned recommendation, the Central
Government had written to all the State Governments requesting
them to give effect to the recommendation. However, the only State
which has actually implemented "he idea of State participation in
the equity capital of small enterprises is Orissa, where a scheme
to encourage qualified technical persons with limited capital resources
to take up small scale enterprises had been initiated in 1957-58.
Recently, Maharashtra has also evolved a scheme for equity partici-
‘pation in the share capital of small scale industrial units. The
scheme is expected to be implemented shortly. In this connection,
‘he Ministry have also stated that the implementation of the scheme
of equity participation is the responsibilitv of the State Govern-
ments, which depending on their financial resources. the willingness
of the entrepreneurs to risk their own capital in small scale units,
etc., adopt schemes considered most suitable for their respective
‘States.

The Committee are informed that under the Orissa Scheme
“Government subscribed capital to a minimum extent of ninety per
cent in the private limited/companies so formed and thc entrepre-
neurs subscribed the balance. The intention is that the enterprencur
will gradually buy up all the Government shares and become full
owners of the industries.” Abocut the progress of the scheme, the
representative of the Ministry has stated during evidence that,
“Though in the earlier stages, there were some doubts about the
‘success of the scheme, we now find that, by and large it has produced
.good results.” A brief review of the working of the Orissa scheme
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thas been given ih a note furnished by the Ministry. The more
interesting points emerging from this review are:—

(1) Although 15 companies were floated under the scheme in
19°7-58 and another 15 in 1958-59, only 5 companies Were
in production in 1960-61.

(2) Out of the 42 companies floated during the period 1957—
61, only 31 were in production by 1961-62.

(3) No new companies have been started under the scheme
since 1961-62.

(4) The total capital investment by the State Government
under the scheme during the pericd 1957--63 was
Rs. 54,81,380.

(5) Out of the 31 companies in production. the number of
companies earning profit was 9 in 1961-62 and 16 in 1962-63.

As regarﬂs the Maharashtra scheme for equity participation .n

the share capital of small scale units, its main features are stated to
be as under:—

(i) The technicians and technologists will be encouraged to
start their own industries.

(ii) The technicians and technologists should be in a position
to raise at least fifty per cent of finance required for the
project. The other fifty per cent or. under excepticnal
circumstances more, would be made available in equity.

(iii) There will be no participation in a partnership firm or a
proprietcrship. It will have to be a Private Limited
Company.

(iv) The capital structure of the unit should be such that it will
remain at least for more than five vears a small scale
industrial unit and not cross the statutory limitations of
block capital.

(v) The industries which are defence oriented, export oriented.
import substitution oriented and in some cases agro-indus-
tries oriented, will be given preference.

(vi) These units should normally start in the under-developed
areas in the State.

(vii) There will be accounts control. Excepting this, in all
other organisational and technigal matters, the unit will be
free to function as a normal company.

182 (Ail) Lo—7
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(vill) There will be a member or two on the Board of Directors,.
who will guard the interests of the Corporation.

The Committee note that out of the 42 companies floated under-
the Orissa Scheme during 1957—61, only 31 have been in production:
since 1961-62 after which years no new companies have been started
under this scheme. Further, although 30 of the 42 companies had:
been established during 1957-59, even in the year 1962-63 only 16 com-
panies earned profit. Keeping these facts in view, the Committée
consider that the Orissa experiment in State participation in equity
capital of small scale units cannot be claimed to be a success.

The Committee are of the view that the basic defect of the Orissa:
Scheme lies in the very high percentage of State participation in the
share capital which tends to leave little incentive for the entrepreneur
to run the industry with drive and imagination. The Committee
feel, moreover, that with the State contributing as much as 90 per
cent of the initial capital, the possibility of the scheme attracting
spurious entrepreneurs who may manage to go into liquidation after
obtaining the funds from the Government cannot be ruled out. The:
scheme also leaves scope for political and personal patronage. From
the performance of the companies started with Government participa-
tion in Orissa, the Committee apprehend that in many cases the
entrepreneurs might not have been properly selected.

The Committee consider that the entrepreneur’s stake in the small
scale unit should not be unduly reduced so that the urge for keeping
the unit solvent and efficient is not diminished.

Further, there should be regular arrangements for the inspection
of the units concerned to ensure that the funds made available to
them by the State are properly utilised for the purpose for which:
they are given.

Though the Maharashtra scheme of Government participation in
equity shares appears to be an improvement on the Orissa scheme,
the Committee would like the Central Small Industries Organisa-
tion to take an active interest in the operation of such schemes keep-
ing in view the experience of Orissa State and give appropriate
guidance and advice to the concerned State agencies.

(v) CoMMERCIAL BANKS

63. Commercial banks play a key role in the provision of short term
industrial finance in all advanced countries. It has been stated that



in countries like the “United States and Japan nearly 20 per cent
of the commercial banks advances are granted to small business,
In the case of small banks this percentage is as high as about 80
per cent.” In 1961, 53.6 per cent of the total loans outstanding in
the small scale sector in Japan were from banks. On the other
hand, in India the role of commercial banks in the financing of the
small scale sector is not only small but has recently shown a ten-
dency to become still smaller. As pointed out in a study conducted
by the C.S.1.0.:

“Whereas total and industrial advances of scheduled banks
have increased from Rs. 645 crores to Rs. 1,235 crores
and from Rs. 221 crores to Rs. 630 crores during 1955—
61 respectively, their advances to small scale industries
have increased from Rs. 24 crores to Rs. 27 crores in
the same period. This shows some increase in bank
credit to small scale sector but its proportion has ac-
tually fallen. Advances to small scale industries formed
only 2.18% and 4.28% of their total advances and in-
dustrial advances in 1961 respectively compared to 3.729,
and 10.86% in 1955. If we exclude State Bank of India
from scheduled banks, to isolate the effects of its
scheme of liberalised credit to small scale industries,
scheduled bank advances to the small sector formed
less than 2% of their total advances.”

Thus, the share of the small scale sector in the total industrial
advances made by scheduled banks has fallen from 10.86 per cent
in 1955 to 4.28 per cent. in 1961. At the end of June, 1963, advances
by the State Bank of India and the other commercial banks to
small scale industries stood at Rs. 4247 crores and formed only
46 per cent of the total bank advances to industries.

A table showing advances to small scale industries towards
working capital by the State Bank and other scheduled banks, as
on June, 1963, is reproduced in Appendix XIV. It is seen that out
of the total bank advances of Rs. 42.47 crores to small scale indus-
tries, at the end of June 1963, Rs. 10.19 crores has been advanced
by the State Bank and its subsidiaries, Rs. 28.37 crores by other
Indian scheduled banks and Rs. 3.91 crores by foreign banks.

It has been stated that as compared to scheduled banks, non-
scheduled banks have been advancing a much larger portion of
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their funds to small scale units. The data on advances by non-
scheduled banks is available only upto October, 1960. Their -ad-
vances on that date to small scale industries were Rs. 1.74 crores
and formed about 45 per cent of their total industrial advances.

(i) Maharashtra Scheme of Guarantees to Commercial Banks.

64. The Committee are informed that in September 1963, the
Maharashtra State started a scheme whereunder two selected com-
mercial banks—the Bank of Maharashtra and the Sangli Bank—
advance credit between Rs. 1,000 to Rs. 10,000 to small scale indus-
trial units. Under the scheme, the State Government does not
supply any funds but simply guarantees the payment of interest and
repayment of the principal to the extent of two-thirds. Loans are
granted for working capital as well as for block capital. Other im-
portant features of the scheme, as detailed in a note furnished to
the Committee by a leading non-official organisation of small scale
industries, are:

(i) In the beginning the borrower was paying 3 per cent in-
terest and the Government was' contributing at the rate
of 34 per cent. But at present the borrower and Lhe Gov-
ernment are paving 4 per cent each.

(ii) Loans upto Rs. 1,000 can be granted on the personal
surety of the borrower. Loans ranging from Rs. 1,000 to
Rs. 5,000 are granted against the personal surety of a third
party declared to be solvent by the District Collector.
Loans above Rs. 5,000 are sanctioned by mortgaging plant,
machinery, building or any other immoveable property.
Loans below Rs. 3.000 are disbursed through the Revenue
Department and loans from Rs. 3,000 to Rs. 10,000 are
granted by the Banks. Loans beyond Rs. 10,000 are not
given under this scheme but are advanced by the Maha-
rashtra State Financial Corporation.

(iii) Loans granted for the purpose of working capital are re-
payable in five years in equal yearly instalments. Other
loans are repayable within ten years.

(iv) Loans can be recovered as arrears of land revenue. The
entire amount of the loan becomes repayable at once if
there is a default in repayment.
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‘Petails of loans sanctioned by the two banks under the Guarantee
Scheme -are indicated below:

e i p————

Period The Bank of Maha-  The Sanghi Bank
' rashtra Ltd., Poona Ltd., Sangli
No. of Amount No. of Amount
units in Rs. units in Rs.
1963-64 : : . 144 9,33,450

1964-65 . ' . 173 10,71,7§0 1o 76,000

Asiced for his views regardidg the Maharashtra Scheme for credit
guarantees to selected Banks, the representative of the Ministry has
said:

“It is a good scheme; there is no doubt about it. We have
not been able to get complete information about the
scheme. We will study it further and see whether we
should not ask the other State Governments to follow a
similar scheme.”

(ii) Reserve Bank Credit Guarantee Scheme

65. To augment the flow of institutional credit to the small scale
sector, the Reserve Bank of India, as agent of the Central Govern-
ment, has been operating, since July 1960, a Credit Guarantee Scheme
which provides for the reimbursement of losses incurred by certain
approved credit institutions on advances to small scale units. The
scheme is now in operation throughout the country. It has been
stated that so far 93 credit institutions have been specifivd for tikre
grant of facilities under this scheme. Of these, 48 are Scheduled
Banks, 21 State Cooperative Banks, 14 State Financial Corporations.
Madras Industrial Investiment Corporation and the State Bank of
India and its subsidiaries. Non-specified credit institutions can avail
of the credit facilities provided a specified credit institution partici-
pates in the advances to the extent of not less than 25 per cent. The
scheme guarantees meeting of losses partially in respect of advances
granted by specified credit institutions.

The Committee are informed that till 30th June. 1965, 20,200 appli-
cations for an amount of Rs. 85.46 crores were received against which
guarantee certificates were issued for 16,224 applications involving
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an amount of Rs. 66.22 crores. The number of claims paid in this
respect came to 54 involving an amount ¢f ohly about Rs. 6.2 lakhs:

It has been pointed out and admitted by the Ministry that the
advantage of the Reserve Bank Ctedxt Guarantee Scheme has been
taken mostly by the State Bank which, as a matter of policy, has
been covering under this guarantee all loans advanced by it to small
scale units, and that of the other commercial banks very few have
utilised the scheme. '

The Committee are unhappy te note that the role of the commer-
cial banks in meeting the credit needs of small scale industries has
been not only negligible but has been showing, in relative terms, a
tendency to become smaller in recent years. The Committee are
particularly distressed to find that even the Cradit Guarantee Schéme
of the Reserve Bank has had little success, so far, in inducing the
commercial banks to provide greater credit assistance to small scale
industries.

The Committee need hardly stress that an adequate supply of
bank credit is a prerequisite for the steady growth of the small scale
sector. They would, therefore, suggest that early steps be taken to
induce commercial banks to make a greater contribution towards
meeting the credit requirements of small scale industries.

In particular, the Committee would like the Government te
consider the feasibility of modifying and liberalising the Credit
Guarantee Scheme of the Reserve Bank so as to induce a larger num-
ber of commercial banks to utilise the scheme.

The Committee are surprised to find that although the Maharashtra
Scheme of credit guarantee to selected banks in respect of loans
granted to small scale industries has been in operation since Septem-
ber 1963, as late as November, 1965, the Ministry and the Central
Smal] Industries Organisation had not been able to get adequate in-
formation about the scheme. The Committee would like the Central
Small Industries Organisation to closely study the working of the
scheme, consider whether any improvements could be made, and
commend the beneficial features of the scheme to other State Gov-
ernments for adoption by them,

C. Availability of Credit to Small Scale Secior as compared to its.
needs .

66. Accordmg’ to a study conducted by the Central Small Indus-
tries Organisation, the total institutional and Government 'creﬂit,,



doth for fixed and working capital, made available to the smalil gcale
sector, during the Second Five Year Plan period, amounted to Rs, 70
crores which formed only 6 per cent of the total fixed and woriing
<apital investment in the sector, estimated at Rs. 1,140 crores at the
end of the said period. Further, the contribution of institutional
credit of Rs. 32 crores (for fixed credit investment only) formed just
12 per cent of the Rs. 258 erores of additional investment injected
into the sector during the Second Plan period.

The Fourth Plan Working Group on Small Scale Industries has
‘pointed out that as against the total availability of institutional credit
(both for fixed and working capital) of Rs. 70 crores during the
Second Plan period, the small scale sector’s requirements of working
~capital alone were about Rs. 280 crores to Rs. 300 crores in 1961.

The Working Group has also held that financial assistance (both
‘long term and short term) made available to the small scale sector
is very meagre in comparision with that to the large scale sector
wis-a-vis their respective contributions to industrial output. It has -
pointed out that “for each rupee provided by the Government about
Rs. 5 was being put in by the private sector in the large scale sector.”
‘On the other hand, so far as the small scale sector is concerned, “for
-every rupee invested by the combined resources of the National Small
Industries Corporation and Government towards total capital, the
-entrepreneurs have invested about 8.2 times themselves from the
«ombined sources of private savings and friends, relatives and money
lenders.”

The representative of the Ministry has admitted during evidence
that the present rate of institutional contribution for the promotion
of small scale industries is not adequate and that “there is a large
leeway still to be made” in this field. He has also agreed with the
view of the Fourth Plan Working Group on Small Scale Industries
that the financial assistance made available to the small scale sector
is very meagre in comparison to that extended to the large scale
sector, considering their respective contribution to industrial output.
He has maintained, however, that during the last seven or eight
years the assistance rendered to small scale industries by the various
financial institutions has gone up and has stated “previously nobody
would look at the small unit at all. Now, we have persuaded the
Banks to come and give assistance to some extent to small industry;
The State Bank has gone in a very big way to help the small indus-
dries.”
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Asked whether Government have any proposals to augment the
supply of credit to small scale industries, the representative of the-
Ministry has said,

“We are thinking of having a committee to go basically into
this question of credit to small scale industries and we-
expect some new fundamental solutions will be suggested
by them. But meanwhile there is a proposal to set aside
a certain amount for being given as loans to technician
entrepreneurs where the criteria of security will not be
that tlght about Rs. 10 crores will be set aside for the-

purpose.”

Further, expressing his views on the need for setting up a sepa--
rate institution to cater exclusively to the financial requirements
of small scale industries, the representative of the Ministry has.
‘observed:—

“The Reserve Bank do not favour the multiplication of these:
banking institutions. - We have suggested various methods-
like the setting up of Industrial Cooperative Banks to meet
the requirements of the -small organisation. But the-
Reserve Bank are not inclined to agree. They say that
after all such banks have to draw their deposits from the
same common source. They also say that we should not
go on multiplying such institutions.”

“I think we should clearly say here—at least personally I am:
quite prepared to say that—that unless you encourage the-
coming into being of sofhe units to help these sr.:all indus-
tries in the same way as the Industrial Finance Corpora-
tion of India, the Industrial Credit and Investigation Cor-
poration of India, the credit facilities available to small
units will never become adequate. Whatever may be the:
view of the Reserve Bank, so far as 1 am concerned,—I
feel inclined to continue to press for the setting up of a
separate financing institution which will cater essentially
to the needs of these small industries.”

The Committee feel that the setting up of a high level expert
eommittee to suggest effective ways to meet the credit needs of the
small scale sector is long overdue. They would like the Government
to set up such a Committee without delay so that whatever changes.
fn the existing system, including the creation of a new financial instt-



tution to cater exclusively to the needs of small scale sector, are
considered necessary, can be made fully operative at an early stage
of the Fourth Plan,

The Committee hope that Government would work out a well-
coordinated and practical scheme to give effect to their proposal to
set apart Rs. 10 crores for purposes of advancing loans to technician
entrepreneugs.

New DeLnug; ARUN CHANDRA GUHA,
April 21, 1966. Chairman,
Vaisakha 1, 1888 (Saka) Estimates Committee.
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APPENDIX I
(Vide Para. 15)

List of Members of the Small Scale Industries Board

Dr. T. N. Singh,
Minister of Industry & Supply.
New Delhi. (Chasrman).

. Shri K. V. Venkatachalam,

Joint Secretary.
Ministry of Industry,
New Delhi.

. Dr. S. T. Morani,

Development Commissioner,
Small Scale Industries,
New Delhi.

. Shri T. R. V. Chari,

Deputy Secretary (SSI)
Ministry of Industry,
New Delhi.

. Shri R. Mahadevan,

Deputy Secretary (1&S Dn.)
Ministry of Finance,
New Delhi.

. Shri P. M. Mathai,

Director (Industrial Cooperatives)
Ministry of Industry,
New Delhi.

Shri D. K. Malhotra,
Joint Secretary,
Planning Commission,
New Delhi.
Shri M. M. K. Walia,
Dy. Secretary (Programmce).
Ministry of Community Development & Cooperation,
of C & D),
Krishi Bhavan, New Delhi.

. Shri R. N. Jai,

Principal Direcror.
Small Industry Extension Training Institute,
Yusufguda, Hyderabad.-16 {AP)

. Shri C. R. Sundaram,

Chairman,
National Small Industries Corporation,
Rani Jhansi Road, New Delhi.
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(Departmens
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IX.

2.

13.

4.

1S

16.

17.

18.

19.

20.

21’

22.
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Shri B. Pratap Reddy,
Director of Industries and Commmerce.
Government of Andhra Pradesh.

. Hyderabad.

Shri A. D. Adhikari,
Director of Industries,
Government of Assam, Shillong.

Shri R. Nath,
Director of Industries,
Government of Bihar, Patna.

Shri S. M. Ghosh,

Director of Industries,
Government of Gujarat,

New Civil Hospital,

Annexe 18/19, Ahmedabad.

Shri R. C. Raina,

Director of Industries,
Government of Jammu & Kashmir,
Srinagar.

Shri V. Venkitanarayana,

Director of Industries & Commerce,
Government of Kerala,
Trivandrum.

Shri S. B. L.al,

Dircctor of Industries,

Government of Madhya Pradesh,
Indore.

Shri T. A. S. Balakrishna,

Director of Industries and Commerce,
Madras.

Shri S. V. Bhave,
Industries Commissioner,
Government of Maharashtra, Bombay.

Shri J. C. Lynn,

Joint Director,

Small Scale Industries,
Government of Mysore,
Bangalore.

Shri L. 1. Parija,
Director of Industries,
Government of Orissa,
Cuttack.

Shri Paramjit Singh,
Director of Industries,
Government of Punjab,
Chandigarh.

Shri J. P. Arora,

Director of Industries,
Government of Rajasthan.
Jaipur.
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24.

25.

26.

27.

28.

29.

30.

3I.

32.

33.

34-

35.

Shri A. B. Malik,

Director of Industries,
Government of Uttar Pradesh,
Kanpur.

Shri A. Choudhury,

Addl. Director of Industries,
Government of West Bengal,
Calcutta.

Shri B. K. Sharma,
Director of Industries,
Delhi.

Shri P. K. Mattoo,
Director of Industries,
Himachal Pradesh,
Simla.

Shri Md. Abdul Bari,
Director of Industries,
Manipur, Imphal.

Shri C. R. Bhattacharijee,
Director of Industries,
Tripura, Agartala.

Shri Prabhakar Kamat,
Director of Industries,
Goa Administration,
Panjim.

Shri S. Santhaseelan,
Director of Industries,
Pondicherry.

Dr. P. S. Lokanathan,
Director General,

National Council of Applied Economic Research,

11, Indraprastha Estate,
New Detlhi.

Shri P. B. Advani,
(Oceana) Marine Drive,
Bombay-1.

Shri G. L. Bansal,

Secretary General of of the Federation of Indian Chambers of Commerce

and Industry,
Federation House,
Ncw Delhi.

Shri H. C. Mathur, M P.,

11, Electric Lane, Curzon, Road, New Delhi.

Shri Jaspat Rai Kapoor,
Advocate Seetla Gali,
Agra (U.P.)



36.

37.

38.

39.

40.
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Shri A. R. Bhat,
President,

Federation of Associations of Small Industries of India,

256, Sadashiv Peth,
Poona-2.

Shri B. N. Gupta,
President,

Visvesvaraya Industrial Museum Society,

Kasturba Road,
Bangalore-1.

Shrimati Lilavati Munshi,
Bhartiya Vidya Bhavan,
Chowpatty Road,
Bombay-7.

Shri C. M. Sukhia, M.L.C,,
Dayalbagh, Agra (U.P.)
Shri S. M. Sen Gupta,
Chief Officer,

- Industrial Finance Department,

41.

43.

45-

47.

48.

Reserve Bank of India,
Bombay.

Shri B. K. Chatterji,
Staff Officer,

State Bank of India,
Central Office, Bombay.

Shri N. R. M. Swamy, Ex-M.P,,
Advocate, Railway Station Road,
Ranipet (Madras).

Shri K. M. Nanjundappa,
Chairman,

Kisan Silk Industries Ltd.,
Mellur, Kollar Dist. (Mysore).

Shri G. S. Prohit,
Managing Director,
Financial Corporation,
Jaipur.

Shri T. G. V. Naidu,
Barman Buildings,
Gunfoundry, Hyderabad.

Shri B. C. Agarwala,

Phera & Co.,

Industrial Estate,

Gauhati (Assam).

Shri S. N. Agrawal, M.L.A.,
Naya Bazar,

Bhagalpur (Bihar).

Shri Onkar Nath Sharma,
M. C. Engineering Company,
38, Okhla Industrial Estate,
New Delhi-20.
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53.

54.

55-

46.

57

58.

59.

61.
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Shri Uma Kant P. Pandit,
- President, Rajkot Engg. Associatien,

Rajkot (Gujarat).
Shri Ghulam Rasool Mattu,
President, Chamber of Commerce,
Srinagar (Kashmir).
Shri L. D. Kilikar,
President,
Kerala State Small Industries Association,
~P.B. NO. 7, COChin-Z.
Shri A. -G. Kulkarni,
C/o Harprasad Mills,
Sangli (Maharashtra).
Shri Prem Chand Kashyap,
‘l(;mwsaildmt,
ior Toys Works Cooperative Seciety,
Gwalior (M.P.) i
Shri R. S. Aradhya,
President,
All Mysore Small Scale Industries Association,
“Tumkur (Mysore).
Shri R. Ganesan,
President,
The Small Scale Industries Association,
44, Mount Road,
Madras-15.
Shri C. M. Mishra,
President, .
Orissa Small Scale Industries Asseciation,
Cuttack (Orissa)
Shri K. R. Sarin, M.L.C,
‘Royal Foundry,
Batala (Punjab).
Shri A. C. Mukherijee,
Proprietor, .
Mukherjee & Ca.,
Babu-ji-ki-Kothi,
Jhotwara Road,
Jaipur (Rajasthan).
Shri Mannoolal Dwivedi, M.P.,
House No. 618, Rainpur Charkhari,
Distt. Hamirpur (U.P.
Shri T. Ghosh,
President,
Small Scale Non-ferrous Industries Association, A.T.,
Gooyee Metal Works (P) Ltd.,
11/A, Umakanta Sen Lane,
Calcutta-30.

.Shri S. V. S. Sharma,

Director,

Office of the Development Commissicner (Small Scale Industries),
Ex-Officio Secretary,

Small Scale Industries Board,

New Delhi. :
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APPENDIX IV

(Vide Para 16)
No. of Gagseted Posts lying vacant as gn 16-10~65 m CSIO

. Director Director Dy.  Asstt. Asstt.
Station (Gr. I) (Gr.II) Director Director Director
Gr. I) (Gr.1ID)

C (SSI) Office . . .. .. 4
medabad . . . .. .. .
_Br. Ingt. Rajkot

Bangslore . . ] .. ..
Bombay . . . . .. 1
Calcutta . . . .. ..
E. C. Kalyani

New Delhi

Gauhati

E. C. Jorhat

Indore . . . . .. .. ..
E. C. Ujjain ) ) . .. .. .. .. 1
Kanpur . . . . § .. .. ..
. Ludhiana . . - .. ..
Madras . ; . . .. 1
E. C. Coimbatore . .. ..
Patna . .

Trichur

oy MRy
QJNHW: Wow =N

U ot N e =

TotAL . 1 2 8 26 2

The following statement further explains the position regarding
the 39 vacant posts of technical officers in the C.S.1.0.:—

Date from
Sl.  Name of post & No. which Remarks
No. designation of lying

posts  vacant

1 2 3 4 5
1 Director (Gr.I) (Genl. 1 22-7-65 Vice Shri Bhim Sing},
Admn. Div.) LA S. reverted to
Swate Gowt.

2 Director (Gr.II) (Nom- 1  13-5-65 Since filled by Shei
Engg.) M.K. Chitre.

109
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1 2 3 4 5
3 Director (Gr.II) (Genl. I 2-1-65 Action is  being
Admn.) taken to fill up the
4 Deputy Director (IMT) 2 '14-12-64 Slnce filled by Shri
&1-4-65 F.A.Rayan & C. V.
. Ruppuswamy.
§ Dy. Director (Chemical) 2 30-1-63 Posts Advertised and
& UPSC nominees are
31-7-65  awaited.
6 Dy. Dircotor (Genl. Admn.) 2 1-4-63 One since filled by
& Shri S. Mani and
28-4-64 other is also t0 be
shortly filled.
7 Dy. Director (Civil Engg.) . 1 31-8-65.
8 Dy. Director (Eco- Inv.) | 3-7-65 Since filled by Shri
R. L. Chowdhury.
ToTtAL 8
9 Asstt. Director (Gr. I) 1 26862 Outof 18 ‘pons,
posting orders for 11
candidates since issu-
ed. 7 UPSC no-
minces are yet to
join.
0 » 7 30163 -
11 » 1 13-12-63
12 ” I 31-12-63
3 » I 13-1-64
14 » 1 6-2-64
1s » . I 29-8-64
16 » I 20-3-6§
17 » I 23-3-65
18 » I 12-4-6§
19 ”» I 28-4-65
20 » 1 18-5-65




3 4 5
21 Asstt. Director (Gr. I) I 69-63 Requisitions for these
(Elec.) posts sent. UPSC
nominees await-
ed.
2 » I 28-1063
23 » I 1-8-64
3
24 Asstt. Director  (Gr. I) I 1I-1-60 Requisitions for these
(Foundry/Heat-treatment) posts sent. UPSC
nominees awaited.
25 ” I ¢I11-60
26 . I 14563
27 » 1 20763
4
28 Asstt. Director  (Gr. I) 1 14-1-63f fRequisition sent o
(Ceramics) ' Min. Action to fill
it awaited.
26
29 Asstt. Director ( ir.II) I 1-7-65 Proposal placed be-
(Chemical). fore D.P.C.
30 Asstt. Dir. (Gr. II) (IMT) I 6165 Since filled.
2

GRAND ToTAL

39




APPENDIX VI
(Vide Para 17)

Note on the Functions and Sirength of the vaxioys Diveciorates at
the Headquarters of the C.S.1.0.

The Headquarters office of the C.S1.0. consists of the following Direo-~
torates :—

(1) Administration & Coordination Directorate

This Directorate deals with administration and establishment matters
of the Small Industries Service Institutes and their Centres located in various
State all over the country,

The Strength of the Directorate is :—

Joint Development Commissioner 1 Head of the Directorate and
’ second-in-command to the De-
velopment Commissioner.

Deputy Director .+ .+ . 2 One Deputy Director is ‘loaking
after the gazetted and non-
gazetted establishment of the
Small Industries Service Insti-
tutes/Centres and the other
is to inspect  constan
the various Instituts/Ceng
with a view to ensuring that
‘they are functioning in the
proper way am‘i1 carrymg out
programmes and polici¢s en-
trusted to them.

Assistant Directors . 3 One Assistant Director is in charge
of administration snd house
keeping of the headquarters
officer. The other Assistant
Director is looking after co-
ordination and the thirdis in
charge of vigilance, security
civil defence and allied marters.

Assistant Accounts]Officer 1 Looks after budget and accounts
of the entre CS.I.O. He
also assists in framing account
ing policies and procedure,

Section_Officer’ : : 4 Supervisory heads of Sections.
118
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(2) Indusivial Development Directorate
This Directorate deals with the following subjects :—

(@) Policy and technical assistance to the aevelopment of Engineering:
industries (including Efectronics).

(8) Capital Goods cases, foreign agreements, etc..
() Import policy and raw material for small scale sector.

(d) Foreign consultants in engineering industries in private sector.

The strength of the Directorate is as follows :—

Director . . . . 1 He looks after the policy and
programme of development of
engineering industries.

Deputy Director. . . . 4 Each Deputy Assistant Director
1 looks after development of en-
Assistant Direcror ginecring industrics—Mechdni-

cal, Electrical and Metallur-
gical (including foundry, heat-
treatment. etc.). One Deputy
Director is cngaged on raw
material (imported and indi-
genous )}—Assessment of capaci-
ties—allocation to  States—
Foreign exchange ctc.

Section Officer 1 Supervisory headwof the Incustriab
Development Section.

(3) Chemical Directorate

Subjects | andled—
(a) Policy and technical ssistance to the development of non-

engineering industries Chemicals such’ as particularly Organic’
and inorganic chemicals, plastics, raints and varnishes,
enticalss & drugs etc. Leather/Footwear, Sports

Goods, Glass/Ceramics,, Hosiery, Metal Finishing, F ruit

(5) Development schemes relating to non-engineering industries,
(¢) Capital Goods cases, foreign agreements, etc.
(d) Foreign consultants in nen-engineering industrics in private sector
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Strength :—

Director P . . 1 He looksafter “the policy and
programme of - developmens
of non-engineering industries.

Deputy Director . . 3 EBach Deputy/Assistant Director

looks after development of

Assistant Director . . . 3 non-engineering industries. -~in

their respective fields.

Section Officer’ . I. Supervisory head of Chemical
Section.

(4) Ancillary Development Directorate
Subject handled—

(a) Development of ancillary industries and common production pro=
grammes.

(5) Small Industries Schemes (Engineering).

(c) Licensing Committees. _

(d) Setting up of Institutes/Centres in the States.

‘©) Demonstration vans with model workshops for visiting rural areas..

f) Production programmes of Production Centres in Kerala, Disposai.
of finished goods; fixation of price, etc.

(g) Location of units for supplying Defence Stores.

Strength :
Director and Secretary, Ancillary Policy matters/technical guidance:
Industries Committee. relating to development of ancil-
lary indusiries Representation.
on
(a) Licensing Committees
(&) C. G. Committees.
gc) S.S.I. Committees
d) Development Committees re-
lating to ancillary industries.
Deputy Director . 2 Handling matters at (g) to (g) -
above.
Assistant Director . H .
Section Officer 1 Supervisory head of Ancillary

Development Sectioa.
(5) Economic Investigation & Statistical Directorate
Subject handle «—

-(a) Industrial and "economic surveys.
(b) Supply of ecenomic information.



e

I ntensive campaign and area surveys.
(4) Collection, .compilation and interpretation of statistical data.
i{e) ‘Evatuation of :wrak by the Institutes/Centres.
{f) Manket rescarch and distribution and surveys.
{8) Spacial topic studies.

Strength :

Director 1 Technical idance connected
with e planning and
execution of surveys, analysis
of data, preparation of etc.
planning énd analysis reports,
etc. .scrutiny and approval of
reports—rural industrialisation
programme (coordination only)

:Deputy ‘Directos 4 () Market surveys

_ (1) All-India Industry Prospect
Sheets.
.Assistant Director 3 (#if) State Bank enquiries.

(fv) Intensive development cam-
paign.

1) - Statistical work.

(41) Ad boc surveys

(s55) Drawing up of monthly,
quarterly, ‘half yearly and
annual reports on the
done by the C.S.1.O.

(¢ ) Evaluation studies and special
topic studies.
() Ad hoc studies required by
Planning Commission and other
_Ministries and bodies.

(") Rural industrialisation pro-
gramme.

(1) Industry prospect sheets.

(7)) Liberalised credit schemes.

(5) Survey of capacity of small
scale units relating to scarce
raw materials

(#) Area Survey reports.
(5) Economic Information Service.
(5) Tariff Commission inquiries
(¢i1) Peasibility studics.




((ﬁl) Stuﬂy F «redit biems
small scale’ mduglt':nes

() Colzg&tlm and anqust:‘r::‘

he Geive Governments.
(#) Preparation .of schemes fo
ad hoc statistical surveys.
(1i) Maintenanceof card index
g the uynits repctcred by the
mctors “Industries in

-(6) Indwstrial Manacement & Training Directorate

Functions—

(a) All matters connected with Industrial management and trainin$
(including foreign training).

(5) Bxpert ;promotion.
(c) Fairs and Exhibitions.

Strength :

Director . . . . {1) Bisecsion, plamning, program-
ming and evaluation of various
‘manageridl and technical train-
llqg Jpsogramines.
(2) Direction concerning grq:r
ration, scrutiny and revisien of
gyllabuses.

(3) Supervision of Management
consultancy work, scrunny of

each plan
mitted by SISIs mﬂ
on the same.

(4) Function as a consultant on

management and technical
training matters.

Deputy Director . 1 Export Promotion.
Assistant Director 3 (@) Technical training and evalu-
Btl()n.
® Mnmgement training and

ultancy.
(© Fms and exhibitions.

Section Officer . t Supervisory head of the Industrial
Management & Training Section



(4
(7) Industrial Estates'and 'Works Directorate

Functions

(a) Technical scrutiny approval of schemes on industrial
estates|colonies of State Governments and watching their
progress. -

(b) Assistance in solving engineering problems relating to In-
dustrial Estates, -

(¢) Extension worak on civil engineering designs to small
scale industry, viz. layout and design on factory shed, etc.

(d) Departmental construction of building for Institutes/

Centres.
Sterngth:|
Director . . 1. Overall direction
Deputy Director . .2 éa) Civil Engineering Works.
b) Industrial Estate Work.

(8) Board and Publicity Directorate
Functions
(a) Secretarial work of the S.SI. Board and its committees.
(b) Financial assistance.
(c) Publicity and publications.
Sstrength:

Direcor and Secretary to the S.S.I. 1 All matters connected with
Board. : S.S.I. Board, Committees.

Assistant Editor . . . 2 Publicity and publications.
Section Oficer .« . 1 Supervisory head of Board Sec-
tion.



APPENDIX VII
(Vide Para 18)

Functions of the Policy Planning Group as enwvisaged n the
Report of the International Perspective Planning Team, 1963
(pp. 86-87).

“The Policy Planning group, which should include high-calibre
research staff, would have such Tfunctions as;: —

Assessing the changing competitive role of small factories in speci-
fic industries, and in the economy as a whole, as a basis for formula-
ting relevant policies in coordination with the Department of Techni-
cal Development, the Tariff Comxmssmn and other concerned agen-
cies.

Special policy studies. Currently, for example, allocation and
price policy for materials and imported components would be a key
‘subject for action—directed investigation, including identification of
priority product lines applicable to small industry, as well as formu-
lation of criteria for central and State allocatién procedures. Such
topics as finance might later require central attention focussing on the
rules and incentives that influence the volume of commercial bank
.credit to small firms.

Establishing standards, tests and decision procedures for locating
new facilities, including industrial estates, branch institutes, or test-
ing facilites.

Periodic evaluation of -progrémmes (perhaps annually, for speci-
fic activities, and every 3 or 5 years for the total programme.

Programme planning, including budget allocations as among the
major activities, for annual and Five Year Plan purposes.

In short, the activation of an effective policy staff group should
provide for continuous evaluation of programme effectiveness, re-
commendations for appropriate small industry policy changes amd
programme development along lines that are most likely to meet
current requirements of small industrialists.”

21
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TABLE 3

Table showing the original and Revised Outlays for Industria}
Estates in the various States.

The figure of Rs. 3020 crores represents the Original total
Outlay for Industrial Estates programme for the III Five Year Plan.
Some of the State Govts. subsequently revised their outlays and the
total of the revised outlays comes to Rs. 2824 crores. The State-wise
break up of the Original and revised outlays is given below:

(Rs. in lakhs)
Name of State Original Revised
outlay outlay
1 2 3
Andhra Pradesh . . . . . . 22000 220°00
Assam . . . . . . . 65-00 6500
Bihar . . . . . . . . 20000 20474
Gujarat® . . . . . . . I10:00  I00:00
Kerala . . . . . . . 12§°00  125°00
Madhya Pradesh . . . . . . 190-33  200-33
Madras .« . . . . . 4800 32000
Maharashtra . . . . . . 270-00  220°00
Mysore . . . . . . . 120:00 120-00
Orissa . . . . . . . . I41-00  13§-22
Punjab. . . . . “w oo . 245'00  245°-00°
Rajasthan . . . . . . . 1§7°00 157-00
Uttar Pradesh’ . . . . . . 383-33 37500
West Bengal . . . . . . 170:00  162°32
Jammu & Kashmir . . . . . 103°24  100-24
ToraL -+« 2927°90  2749-85
Union Territories

Andaman & Nicobar Island . ..
Delhi . . . . . . . 62-36 62-36'
i Pradesh . . . . . 10°00 10-00

Loccadiv & Minicoy Islands . . . . .. ..
me . . . . . . . .e - N-Ao'

C e




1 2 3
Tripura 7-00 7-00
N.E.F.A.

N.HTA. . .. ..
Pondicherry . 13°50 13-50
ToraL . ° 92-86 92-86
GRAND TOTAL STATE & UNION TERRITORES . 3020°76

2824-72
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APPENDIX X
( Vide Para 40)
TABLE 1

Allocations of Non-Ferrous Metals to the Small scale Sector, 1958-65.
(Figures in Metric Tonnes)

Period Cop- Zinc Lead Tin Alumi-  Nickel
per nium '

April-September. ’58 . 4030

October §8-March 59 5415 ..

April-September ’s9 . 6109 4775 163
October 59-March.’60 6938 6000 250
April-September. 60 . 8145 6060 200
.October 60-March.’61 . 8673 6960 200

April-September. ’61 . 11800 12050 250 1067
October 61-March. ’62 11800 12050 250 1466
April-September. ’62 . 10283 8741 250 1500

Octobar 62-March.’63 11250 8363 222 513 1500 77°570
_April-September. 63 . 11250 8182 222 415-400

October 63-March.’64 11250 8182 200 413-400 2500@\ 167-200
April-Szptamber. ’64 . 10125 §555 500 469 800

Qctobser 64-Mirch.’65 5400 5000 1000 470 1391 71 -600

Note:—(1) Allozation to the small scale sector in respect of tin was made during
— Oct’ 62 -March® 63 period for the first time,

(2) Allocation for Nickel to the small scale sector was made during
April-September, 63 period for the first time.

Remarks
£Combined allocations was made for October, 62-Sept. "63 period.

@plus 3000 tons indigenous aluminium.
££Includes 195 tons for Defence Projects.
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TABLE 2
Capacities for various Non-F;ﬂ:;sGsMcmls in the Small Scale Secior
F .
Metal Capacities in
M. Tonnes
‘ -
Copper .o . . o . . . 81,5940
Zinc l ' 28,2642
Lead . - . . . . . . 19,8522
Tin . . . . . . . . . 15,5408
Nickel T e Y

Aluminium . . . o . . . 10,3692
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TABLE 4

Allocation of Non-Ferrous Metals to the Directorate-General of Technical
Development for Large Scale Units, 1962-65

(Rs. in lakhs).

Metal April- Octo- Awpril- Octo.- April- Oct.-
September March Sept. March Sept. March

Aluminium . . 31§ 230 152 160 188 164
“Copper . . 587 627 575 727 720 740
Zinc . . . 224 227 230 280 329 334
Lead . . . 107 94 93 129 6 191
Tin®*® . . . 172 152 163 209 238 241
“Nickel " . . . 14 15 Is Is 1§ 14

ToTtAL . 1419 1345 1228 1520 1619 1684

**Includes Tin for the Iron & Steel units (tin-plate producers).

TABLE §

Licences and Foreign Exchange made available to the Small Scale Sector
by the Chief Controller of Imports and Exports for the Import of Spare
Parts|Components etc., 1957-1965

Perfod No. of No. of Allotted Value of

applications licences ceiling  licences
issued issued
(Rs. lakhs)

I 2 3 4 5
July-September 57 . . 50-0
October §7-March 58 . . 815
April-September s8° . : 1813
October §8-March 59 . . 1658

April-September 59° . . 4310
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2

I 3 4 5
“Octobet 39-March 60 - . 26,006 11,245 600 €840
April-September 6q 30,653 13,248 600 735°0
October 60-March 61 36,394 12,969 600 6770
April-September 61° . 39,892 17,035 600 6740
October 61-March 62 . 39,476 16,595 600 9840
April-September 62" . 40,931 500 5co
October 62-March 63 750 450
April-September 63° . 500 - 620
October 63-March 64 . 500
April-September 64’ . 700
October 64-March 65 600
TABLE 6

Foreign Exchange made available to the Directorate General of Technical
Development for Import of Spare Parts{Components etc. by the Scheduled

Uniis, 1959—65.

Period

ValueV (Rs. lakhs)

April-September 59
October s9-March 60
April-September 60
October 60-March 61
April-September 61
October 61-March 62
April-September 62
October 62-March 63
April-September 63
October 63-March 64
April-Scpremb v (.4
October 64-March 65

8,098
7,285
11,866
3,191
7,626
5-437
6,312
5,430
5,430
5,951
7,128
6,101
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TABLRE 9
Despatches of Stesl, 19§7-64

“Total Despatches Percentage
despatches to small - of despat-

Year - industry chesto
small in-
dustry to
total des-

patches
1957-58 . - . - . 1051 -6 55°2 s'3
1958-59 . . . . . 11766 94°9 8:-0
1959-60 . . . . . 14718 835 57
1960-61 . . . . . 1754°5 229 13
1961-62 . . . . . 2693 -1 s8-8 2-2
1962-63 . . .o . 34827
1963-64 . . . . . 36800

(11 months
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APPENDIX XV

Summary of Conclusions/Recommendations

S1. No.

Reference Summary of Conclusions/Recommendations

to Para
No. of
Report

Considering the fact that the financial and tech-
nical resources available with the Government
as also the supplies of many essential raw mate-
rials fall even now much short of the require-
ments of the small scale sector, the Committee
feel that an abrupt raising of the capital limit
from Rs. 5 lakhs to Rs. 10 lakhs may not be ad-
visable as it would entail a wider coverage of
units and consequent dilution of the developmen-
tal assistance available to small scale units. At
the same time the Committee recognise that since
the existing definition of small scale unit was
laid down, there has been a marked increase not
only in the cost of land, machinery, building ete.
but higher capital is also required in adopting
modern technical .and managerial process or in
meeting quality requirements. It has, therefore,
become necessary that the capital limit of small
scale unit is adjustable in such a way that the
units which have been in a small scale sector
but, for the rise in the prices of capital assets,
are not kept out of it. In view of these conside-
rations, the Committee consider that it would be
reasonable to revise the definition of the small
scale unit so that the value of plant and machi-
nery alone is taken into account in computing
the Rs. 5 lakhs capital limit, leaving out the
value of land and buildings which varies widely
from place to place.

The Committee appreciate the significant con-
tributions of the small scale sector to the crea-
tion of new employment and to the total indus-
trial production of the country. The Committee
therefore wish to stress that proper development
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of this sector with the gradual introduction of
modern technology and standardisation is crucial
for accelerating the industrial and economic pro-.
gress of the country and for providing broader
and economically and socially more justifiable
industrial base. The Committee further feel that
the sphere of activity between the small scale

and large scale sector should be clearly demar-
cated.

3 10 The Committee note that there are some
important shortcomings in the exisiing arrange-
and for the collection of data from them. These

and for the collection of data from them. These
are: —

(i) The Annual Survey of Industries does
not cover the entire small scale sector
as units employing less than i0 workers
when using power and less than 20 work-
ers when not using power, are excluded
from its purview. Moreover, the larger
part of the small scale sector is covered
on a-sampling basis and reliable results
at the district level are not available.

(ii) The Ad hoc surveys conducted by the
CSIQ are only selective attempts which
only serve the limited purpose of pro-
viding basic information on particular
industries and particular areas.

(iii) The Directories listing small scale units
registered with the State Directorates of
Industries are neither exhaustive, nor
do they have uniformity of conteut,

(iv) Registration of small scale units with
the State Directorates being voluntary
and necessarily incomplete. comparison
over a period of time will not indicate
growth during the period. Moreover,
there is no uniform procedure for regis-
tration in the States and basic infcrma-
tion s not regularly collected even for
the registered units.

The Committee cannot too strongly emphasise
that the collection of reliable statistics about all
the important aspects of the small scale sector is

4 21



an essential pre-requisite for the planned deve-
lopment of small scale industries. They regret
to note that although the recommendations made
by them in this behalf in their 77th Report
(Second Lok Sabha) were accepted by the Gov-
‘ernment, no real progress has been made in
implementing them and g large part of the small
scale industrie: functioning in the country still

continues to remain out of the purview of indus-
trial statistics.

The Committee urge that the Minisiry shquld
with the utmost expedition, enlist the c¢oopera-
tion of the Central Statistical Organisation and
the State Directorates of Industries for the col-
lection and tabulation of essential data on a uni-
form basis regarding the small scale sector, parti-
cularly the type of end-products made, compo-
nents, and raw materials required, employment,
investment, installed capacity and its utilisation,
labour condition, etc. In this connection, the
Committee would like to commend the methed
and the procedures adopted by the Smali Indus-
tries Service Institute, Kanpur for conduc‘ing the
unit to unit survey in all districts of Uttur Pra-
desh during the years 1961—83 and for mnaintain-
ing this record up-to-date. Any legislative
measures required for the purpcse should also be
speedily devised and initiated.

The Committee feel that for the regular col-
lection of data in respect of the small scale sector
it is essential to have a system of compulsory
registration of all small scale units. The prcce-
dure for registration should be shorn of all un-
necessary formalities and made simple and busi-
ness like so that the units do nnt feel anv diffi-
culty or hesitation in complving w’th the require-
ments. The Committee feel that the D st-ict
Industries Officers and the Industrial Extension
Officers can greatlv facilitate the work of regis-
tration for thev have already got the requisite
field staff; this should also incidentally makc for
substantial reduction in the administrative cost
of enforcing registration of small scale industries.

The data thus collected may be integrated and

tabulated at the State level and might be periodi-
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cally checked by the Central Statistical Organi-
sation on a sample basis.

As the introduction of compulsory registration
might take some time, the Comnriritteeg:is would
like to suggest that as an interim measure re-
quisite information about the new units coming
into the small scale sector may be systematically
collected through the good offices of the State
Electricity Boards or any other authority supply-
ing power to whom such units are bound to
apply for power. Standard proforma in this
behalf may be prescribed to facilitate collection
of information on uniform basis.

The Committee are of the view that even in
normal times, a two-day meeting of the Small
Scale Industries Board once a year can hardly
be considered adequate for critical review and
fruitful deliberations on the problems facing the
small scale industries. They strongly feel that
in the context of the emergency situation pre-
vailing in the country, bnth on the economic and
defence fronts, the prime need to achieve maxi-
mum self-reliance within the shortest time, and
the grave problem of idle capacity in the small
scale sector due to lack of essential raw mate-
rials and components, the Small Scale Industries
Board should have been meeting more frequently
to take stock of the situation from time to time
and to suggest positive measures io strengthen
the small scale sector and to increase its contri-
bution to the national effort for achieving self-
reliance and stepping up exports. The Commit-
tee comsider that till the emergent conditions
last the Board should meet at least once in six
months to take stock of the position and initiate
remedial measures, as required.

The Committee recommend that in the context
of the growing need for national self-reliance,
the Small Scale Industries Board should consti-
tute Standing Committees to review, and sug-
gest appropriate ways and means for increasing
the contribution of the small scale sector to (1)
Defence requirements, (2) Production of Agri-
cultural inputs like improved agricultural jmple-
ments, (3) Exports, and (4) Import substitution
The Committee would also like to suggest the




153

3

18

19

constitution of a Standing Committee on ‘Indus-
trial Estates since, as pointed out in Chapter VI,
the Industrial Estates Programmes does not seem
to have made much headway.

The Committee are in agreement with the view
of the International Perspective Planning Team
that the progressively changing opportunities
and needs of small industry require continuous
high level attention for the formulation of Gov-
ernment policies and measures for ensuring the
healthy growth of small industries. In subse-
quent Chapters of this Report the Cominittee
have drawn attention to the disappointingly slow
progress of some of the small scale industry pro-
grammes, such as the Common Production Pro-
gramme and the development of Ancillaries,
which the Central Small Industries Organisa-
tion has been expected to further, ever since it
was established more than eleven years ago.

The Committee consider that ithe Central Small
Industries Organisation as the primary national
agency for the development of small scale indus-
tries, should not have over-looked to provide in
its elaborate organisation a cell for continuous
evaluation of the development programmes so as
to provide guide-lines for realistic policy plun-
ning. Evaluation would no doubt have hrought
to the notice of Government much earlier the
little progress that had been made in the imple-
mentation of the programmes of Common Pro-
duction and Ancillaries. The Committee urge
that the evaluation cell should be set-up without
further loss of time by finding the requisite staff
from within the existing strength of the Central
Small Industries Organisation.

The Committee are inclined to agree with the
views of the International Perspective Planning
Team regarding the functioning of the Central
Small Industries Organisation that the ‘“renior
officials of the CSIO are presently too involved
in the minutes of day to day operations to devote
adequate time and attention to the important
functions of policy planning, coordination and
¢ontrol.” They hope that the senior officers of
this Organisation would make earnest efforts to
remove this impression which appears to be
widespread among the small scale industries.
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The Committee need hardly stress that, to the
extent possible, the Directors of the Small
Industries Service Institutes should be made free
from routine and administraiive work so that
their experience and knowledge are gainfully
utilised in dealing with technical matters which
are obviously their main concern. They would
also like to suggest that a systematic effort should
be made to rationalise the distribution of work
and explore the possibilities of delegation of
powers, not only in the Small Indust:ies Service
Institutes, but also at the Headquarters of the
Central Small Industr'es Organisation so that
the devision of work between the various cate-
gories of officers could be put cn a sound footing
ensuring the be:t use of the technical know-how
and talent available in the Organisation.

The Committee consider the frequent changes
in the incumbency of the office of the Develop-
ment Commissioner to be unfortunate. They
feel that such frequent changes cannot but nave
a harmful effect on the efficient working of the
whole Organ'sation by depriving it of sound
leadership which the Development Commissioner
can provide only if he stays in the Organisation
scme length of time to acquire the requisite ex-
perience and develop a genuine concern and a
real sense of responsibility for the progress of
the Organisation and its various schemes for the
development of small scale industries.

The Committee, therefore, recommend that
while selecting an officer for appoiniment as
Development Commissioner, care should be taken
to see that apart from the incumbent being tech-
nically and emotionally suitable for the p:st, he
would ordinarily ctay in the post for a period of
five years to provide the necessary leadership in
formulating and implementing the plans for the
development of small scale industries.

The Committee note that two 6-day sample
studieg of the working of the Head Office of the
Development Ccmmissioner, Small Scale Indus-
tries, conducted by the Staff Inspection Unit in
November-December, 1864, have disclosed a sur-




plus of as many as 58 hands in the Organisa-
tion—most of them non-technical. The Com-
mittee are, therefore, unable to appreciate the
Ministry’s contention that all the posts that have
remained vacant for long periods in the Centru)
Small Industries Organisation are ‘very neces-

:ary’ for the,efficient working of the Organisa-
ion.

The Committee would like to recall in this con-
nection the view of the International Perspective
Planning Team that at the Headquarters oi the
Centrall Small Industries Organisation “Support-
ing staff should be kept at the minimum consist-’
ent with the programming, coordination and
control functions which must be the responsibili-
ties of the Development Commissioner's Office”.
The Committee entirely agree with the above
view of the Internaticnal Perspective Planning
Team. Thev would like to refer to Appendix
III which shows that out of the 264 staff and
officers at the Headquarters of the Central Small
Industries Organisation as many as 201, including
19 gazetted officers, are engaged in purely admi-
nistrative work. Again, in the Small Industries
Service Institutes nearly half the strength is
engaged in non-technical work. The Ccmmittee
are convinced that the existence of such a high
proportion of non-technical elements is neither
conducive to nor necessary for. the efficiency of
an organisation which is primarily meanti to
render technical assistance and expert guidance
to small scale industries. Thev feel that the
Central Small Industries Organisation should be
a compact body of technically competent leaders
who have first-hand experience of problems fac-
ing the small scale industries and can be of con-
cree assistance to the small entrepreneurs in
resolving their problems.

In the later Chapters of this Report th~ Com-
mittee have pointed out the deficiencies in the
various vprogrammes with which the Central
Small Industries Organisation is concerned, The
Committee feel that basicallvy these (efic’encies
are attributable to the organisational weakness
of the Central Small Industries Organisation.
They would. therefore, like to stress the urgent
and imperative need of a critical review of the
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existing organisation and staff strength of the
CSIO with a view to effect economy and improve
its capacity to render effective assistance and
guidance’ to small scale units. They suggest that
Government should set up a high-powered com-
mittee to undertake such a review at an early
date so that the Central Small Industries Orga-
nisation is rid of unnecessary non-technical staff
and equipped with qualified and efficient techni-
cal persons so as to enable the Organisation to
discharge adequately its responsibilities during
the Fourth Plan period.

The Committee feel that in an Organisation
like the Central Small Industries Organisation
whose primary function is to bring about deve-
lopment of small scale industries, the perfor-
mance of the officers and other staff should be
judged by the success they achieve in this behalf,
They would, therefore, suggest that an effective
system of evaluating the performance of officers
at all levels should be introduced without delay.

As the development of small scale industries
is mainly the responsibility of the States, the
Committee need hardly stress that urgent m-=a-
sures chould be taken to staff the State Directo-
rates of Industries with competent technical
officers who are well equipped by training and
temperament, to identify and to effectively deal
with the need and problems of small scale indus-
tries.

The Committee would also like to suggest that
each State Directorate of Industries should have
a planning cell to assist in policy formulation and
programme evaluation. This group may also be
entrusted with the tasks of coordinating the work
of the District Officers and maintaining close
liaison with the CSIO.

The Committee flave been informed that there
is a proposal to introduce a promotional element
in the small scale ipdustries programme at the
district level. The Committee welcome the pro-
posal. The Committee consider that if the indus-
trialisation programme is to make headway in
districts, particularly in smaller towns or vil-
lages, it is imperative that promotional activities
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are handled by competent technical men both at
the district and field levels.

The Committee feel that the powers of Deve-
lopment Commissioner .for the proper develop-
ment of small scale industry are not at par with
those enjoyed by the Director-General of Techni-
cal Development in respect of large scale indus-
try. The Committee would like Government to
remove all such handicaps which come in the
way of Development Commissioner performing
his duties efficiently in respect of small scale
industries.

The Committee hope that keeping in view the
main objective of promoting the healthy growth
of the small scale sector, efforts will be made to
secure close and effective coordination between
the Development Commissioner and the Director
General, Technical Development in all important
matters having a bearing on the development of
small scale industries such as the allocation of
raw materials and foreign exchange; licensing of
additional capacity in large scale sector; supply
of components produced by large scale units to
small scale units, purchase of components by the
large scale industries from small scale ancillary
units etc.

The Committee would like to stress that the
need for close coordination between these two
organisations is all the more necessary now as,
under the new arrangements, the Director Gene-
ral, Technical Development come under the Min-
istry of Supply while the Central Small Indus-
tries Organisation remains under the Ministry
of Industry.

The Committee regret to note the delay of
nearly 18 months in the appointment of the Orga-
nisational Committee in pursuance of the recom-
mendation contained in their T77th Report
(Second Lok Sabha). They are also unhappy to
find that although the Organisational Committee
submitted its report as far back as January, 1962
the implementation of some of its recommenda-
tion has been held over to the Fourth Plan period
(1966—71) and in some cases indefinitely. Now
that the Fourth Plan has commenced, the Com-
mittee hope that the matter will be examined
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throughly and that vigorous efforts will be made
to give effect to such of the recommendations of

the Organisational Committee as have not been
implemented go far.

The Committee further regret to point out
that they came across other instances also in
which the recommendations made by the Com-
mittee in their previous report on this subject
(77th Report 2nd Lok Sabha) have not been
properly and timely implemented by Government
even thcugh the Committee have been informed
of the acceptance of those recommendations. The
Committes expect that after Government have
accepted a recommendation of the Committee,

there should not be any undue delay or hesitation
in its implementation.

The Committee regret that the Advisory Com-
mittees attached to the Small Industries Service
Institutes have so far failed to make expected
impact on small scale industries even thou h
these can go a long way towards ensuring the
necessary coordination between the various Cen-
tral and State agencies for the development of
small scale industries. They hope that the Ad-
visory Committees would be energised.

The Committee urge that each Advisory Com-
mittee should meet at least once in three months
and more often, if necessary and should watch
and ensure the implementation of the decisions
reached at each meeting.

The proceedings of the Advisory Committee
and the action taken thereon should be regularly
submitted to the headquarters of the Central
Small Industries Organisation which should col-
late the experience of the various States .and
provide necessary guidance. The' C}omrmttee
suggest that the Devyelopment Commissioner may
review the working of these Advisory Com-
mittees with special reference to action taken by

. State Governments on their recommendations _at

his periodical meetings with the Director of In-
dustries of the State concerned.

The Committee would also like to suggest that
the Advisory Committees should be strengthened
by getting into them representatives of the State
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Bank, Commercial Banks and State productivity
Councils, and a few more small industrialists.

The Committee would like to see closer co-
ordination and cooperation between the Small
Industries Service Institutes and Directorates of
Industries in the States. They are glad to note
that the need for pooling together the resources
of the two organisations is recognised. In view
of the fact that most State Directorates do not
have an adequate organisation for inspection, thg
Committee would like the Union Government to
consider whether the Small Industries Service
Institutes could help them in conducting inspec-
tions of small scale units for assessment of pro-
duction capacity. necescity and utilisation of raw
materials etc. till such time as the Directorates
are themselves suitably strengthened for 1he
purpose.

The Committee welcome the recently adopted
practice of the Development Commissioner, Small
Scale Industries holding periodical meetings with
the State Directors of Industries. They hope that
such meetings will be held regularly and that
they will prove a useful means of bringing about
a broad uniformity in the provision of requisite
facilities and services for the development of
small scale industries in the various States.

While taking note of the present arrangements
for coordinating the activities of the various
agencies concerned with the development of
small scale industries, the Committee would like
to suggest the appointment of an ad hoc com-
mittee by the Small Scale Industries Board to
consider whether the existing powers of the
Central Small Industries Organisation are ade-
quate to enable it to secure the necessary co-
ordination and uniformity in regard to the
development of small scale industries. and make
suitable recommendations. The Committee wish
to stress that though they do not consider a rigid
uniformity in these matters to be either necessary
or desirable, thev, however, feel that it is neces-
sary to guard against a situation where the
Central Small Industries Organisation find itself
unable to implement agreed policies and objec-
tives for lack of adequate powers.

7182 (aii) LS-13.
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The Commitiee note that, during the Third
Five Year Plan feriod, the progress of expendi-
ture on the small scale industries programmes in
the different States has been determined very
largely by the quantum of Central assistance,
in the form of loans and grants, sanctioned to a
State. For instance, in Mysore and Rajasthan
where the percentage of-Central assistance to the
Plan outlay is relatively low (31°08 per cent and
37-2 per cent respectively), the percentage of
short-fall in Plan expenditure is very high (63-82
per cent and 58-61 per cent). On the other hand,
in Madras, which has received Central assistance
to the extent of 89:71 per cent of its Plan out-
lay, there is not only no shortfall, but the actual
expenditure is likely to exceed the Plan target
by about 18-1 per cent. _

The Committee regret to note that although the
bulk of the total expenditure on the States’ small
scale industries programmes, during the Third
Five Year~Plan period, has been met through -
Central assistance to the States, the flow of Cent-
ral assistance to the different States has not been
on a uniform rate with the result that there are
great disparities in the levels of actual expendi-
ture for and actual development of small
scale industries among the various States. The
Committee fail to understand how the ratio of
Central assistance to different States for the
development of small scale industries can vary
so widely.

The Committee also consider it highly unsatis-
factory that there should be no clear relationship
or ratio between the Central assistance (loans and
grants) a State gets and the contribution that it
makes from its own resources towards the deve-
lopment of small scale industries. They would
like to cite a few concrete instances in this con-
nection. - Thus, in the case of Bihar, Central
assistance covers only 32' 34 per cent of the Plan
outlay on small scale industries; while for Mad-
ras the percentage of Central assistance to the
Plan outlay is ag high as 89'71 per cent. The
correspond% figures for West Bengal and An-
dhra Prad are 48'7 per cent and 49°78 per
cent respectively.

The Committee also find it difficult to appre-
ciate why in the case of some States like Madras

and Andhra, the percentage of grant in the total

el
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‘Central assistance should be considerably higher

than in the case of some other States, such as
Bihar, Gujarat, Madhya Pradesh and Rajasthan.

On an analysis of the data available, the Com-
mittee are constrained to observe that the pre-
sent procedure for the allocation of Central assis-
tance to States has, in practice, worked to the
disadvantage of the industrially less developed
States like Bihar, Rajasthan and Madhya Pra-
desh, inasmuch as they have not been given even
their proportionate share in Centra] assistance
and Central grants.

In view of the many drawbacks in the present
procedure for allocation of Plan funds among
the various States for the development of small
scale industries, the Committee would like to
urge its replacement by a more rational and
equitable system, which would encourage the
States to make a greater effort for the develop-
ment of small scale industries as also would con-
tribute towards the balanced development of the
country by bringing up the industrially back-
ward 1gtai:es to a higher level.

A progressively higher proportion of the ex-
penditure on the small scale sector should be
borne by the States. This is necessary not only
to make the States feel a real stake in the suc-
cess of the various programmes for small scale
industries, but also because in view of the many
pressing demands on the Centre, it is difficult to
envisage any substantial increase in the quantum

‘of Central assistance to meet the growing needs

of the small scale sector.

Central assistance to the States should be given
invariably on a matching basis to the contribu-
tion that each State makes from its own resources
for the develapment programmes for small scale
industries. However, to reduce the existing dis-
parities in the levels of industrial development,
the propartion of Central assistance should be
higher in the case of less developed States and of
States with untapped industrial potentialities
than in the case of the other States.

The division of Central assistance to each State

. inlo grants and loans should be in accordance

with some definite criteria. Here again, it would
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be desirable to give due -weightage to the less
developed States so that the element of grants
is higher in their case as compared to the more
advanced States.

To ensure the proper utilisation of Plan -allo-
cations for small scale industries, the C.S.I.O.
should undertake regular and systematic evalua-
tion of the actual progress made by the different
States in promoting small scale manufacturing
gctivity and give appropriate guidance to each

tate.

The Committee do nat approve of the present
pratice whereunder the States are free to utilize
the allocations for small scale industries for the
programmes of khadi and village industries, hand-
loom, handicrafts etc. The Committee recognise
that khadi and village industries have an impor-
tant role in the present state of our economy, but
that does not mean that they would be allowed
to operate to the detriment of small scale indust-
ries. The 'small scale industries have a definite
and distinct role to play in the industrial develop-
ment of the country; and this role, the Commit-
tee would like to stress is very different from that
of the khadi and village industries. Thus, the
Committee note that the small scale industries
have made a significant contribution to the di-
versification of the country’s industrial produc-
tion and the manufacture of machinery and com-
ponents and have potentialities of playing an im-
portant part in development of import substitu-
tion and supplying defence requirements and the
khadi and tge other village industries are confined
to certain traditional lines of production. Again,
small scale industries programme aims at en-
couraging the small entrepreneurs with limited
capital to set up fully viable units, providing em-
ployment to skilled and semi-skilled workers,
which can compete, largely on their own strength,
with large scale industries; but the village indus-
tries are not expected to compete with other
industries and require a large measure of subsi-
dy and are often taken as measures intended to
provide self-employed vocation to the large num-
ber of under-employed and unemployed rural
people—even on the basis of part-time or periodi-
cal employment. -
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Thus, to the extent funds allocated for the
small industries programmes are diverted to the
village or traditional industries, there is bound
to be a slowing down of progress in all those
important spheres where only small scale indus-
try can deliver the goods. The Committee, there-
fore, suggest that, in future, the allocations ear-
marked for small scale industries should not be
utilised by the States for other purposes save in
exceptional cases and that too only with prior
approval of the Centre.

The Commiitee are in general agreement with
the conclusions of the Memorandum on the
Fourth Plan regarding the deficiencies and limi-
tations in the sphere of development of small
scale industries. In addition, they would like to
refer here to a other basic deficiency of the small
scale sector—the lack of comprehensive data
about the sector—which has been dealt with in
Chapter I (See paras 8-11) and they feel, the
Jata should be properly collected.

While extension of the coverage of small in-
dustrial units under the development programmes
is desirable, the Committee feel that this should
be brought about in a phased manner keeping in
view the total resources—financial as well as
technical and administrative—available for the
programmes and the need to give special atten-

‘tion to these industries which are most important

for economic development and defence needs.

However, to sustain the growth of the small
scale sector and encourage its diversification, as
well as to create additional opportunities for the
expanding labour force and make systematic ar-
rangements to process the additional production
expected from the special emphasis on. agricul-
tural development in the Fourth Plan, the Com-
mittee suggest that agro-based industries should
no longer remain excluded from the Central and
State programmes for the development of small
scale industries.

The Committee agree with the view of the
Working Group that the programme for the
development of small scale industries during the
Fourth Plan should take into account the serious




problem: of under-utilisation of capacities in the
small scale sector. They have suggested in
Chapter IV the introduction of a system of guided
development of the small scale sector so as to
check and regulate the setting up of new units
requiring scarce raw materials. They would like
to stress here that keeping in view the need for
maximum self-reliance in all vital spheres of pro-
duction, positive efforts should be made to diver-
sify production in the small scale sector and
thereby reduce jits dependence on scarce raw
materials, and also to enable the sector to play
a significant part in the supply of defence re-
-quirements, and various agricultural inputs re-
quired for augmenting food production and in
the manufacture of commodities helpful for earn-
ing and conserving foreign exchange. With this
end in view, the Committee suggest that the
various forms of assistance now made available
to small scale industries under the Central and
State programmes should be utilised in such a
manner as to give preference and priority to the
needs of industries which cater to higher national
priorities, viz. industries falling under one or the
other of the following categories:

(1) Defence requirements.

(2) Industries directly concerned with the
development of agriculture such ag im-
proved agricultural implements, pesti-
cides etc.

(3) Export-oriented industries.
(4) Import substitution industries.

(5) Units producing components, etc. re-
quired in certain vital sectors like Rail-
ways, Transport and Power.

(6). Industries for processing agricultural
product and other industries not requir-
ing use of scarce raw materials.

(7) Producer goods and essential consumer
goods industries.

The Committee note that in recent years, the
total allocations of various items of scarce raw
materials to.the small seale gector have fallen far
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short of the demand. Moreover, the allocations
to this sector have been proportionately much
less compared to those made to the large scale
sector.

The Committee would like to recall the Loka-
nathan Committee’s finding that, in general, the
allotted scarce raw materials are adequate to
meet only about one-third of the requirements
of the small scale sector whereas units in the
large scale sector are able to utilise between half
and two-thirds of their produstion capacity from
allotted scarce raw materials.

The Caommittee regret to note that although
serious difficulties and competitive disadvantage
experienced by the small scale units because of
wholly inadequate and irregular supplies of
scarce raw materials were brought out by the
International Perspective Planning Team nearly
three years ago, no action has been taken either
to replace’ the system of ad hoc allocations to
small scale units by an equitable and rational
system or to provide some relief to such units
through increased allocations.

The Committee are constrained to observe that
although the declared policy of the Government
is to favour small scale industry, in actual prac-
tice, small scale industry has not only not been
favoured but discriminated against in respect of
allocation of scarce raw materials.

The Committee consider it unfortunate that the
implementation of the Lokanathan Committee’s
major recommendations for the equitable distri-
bution of scarce raw materials between the large
scale and the small scale sector, should be defer-
red, as suggested by the representative of the
Ministry during evidence, till the foreign ex-
change situation improves. As the country may
have to live with foreign exchange shortage for
a considerable time to come, the Committee
would like to stress that in this context of con-
tinuing shortage it is all the more necessary that
solutions to the problems of equitable distribu-
tion of scarce raw materials to the small scale
industries should be sought with expedition.
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The Committee can see no valid reason why
the small scale industries should be singled out
to bear the brunt of the shortage of scarce raw
materials. It is evident that if the impression of
deliberate discrimination against the small scale
sector is to be removed, the share of scarce raw
materials,allocated to this sector must be at least
commensurate with its contribution to total in-
dustrial production. The Committee would,
therefore, urge that the various measures sug-
gested by the Lokanathan Committee to ensure
:he equitable distribution of scarce raw materials
»n the basis of the priorities of the end-products
ind irrespective of the size of the units should
oe initiated with all possible speed and earnest-
ness.

The Committee are constrained to observe that
the existing arrangements for distribution of
scarce raw materials among the small scale units
leave much to be desired. In fact, these arrange-
ments can hardly be said to constitute a system
since there is little evidence of any agreed ob-
jectives, much less of any planned efforts to
achieve the same. Thus, the procedure and prio-
rities, if any, for allocation vary from State to
State; at present allocation is not necessarily
linked to production capacity and, of course,
there is no uniform procedure for assessment of
capacities. The Committee feel that any arrange-
ment for the distribution of scarce raw materials
which lacks well defined criteria and a clear cut
procedure for allocation and an effective machi-
nery for inspection of utilisation is very likely
to lead to abuses as it leaves wide scope for the
exercise of discretion on the part of the allocat-
ing authorities and of manipulation on the part
of the receiving units.

The Committee also note that under the exist-
ing procedures the Central Small Industries Or-
ganisation has no effective role in the matter of
allocation of faw materials. The Development
Commissioner, Small Scale Industries does not
check up or has no way of checking up whether,
or to what extent, the demands for scarce raw
materials furnished to him by the different States
reflect the actual requirements of small scale
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units in the respective State. Still, he relies on
these demands and distributes the allocation
available for the small scale sector among the
States on a pro rata basis of demands made by
the States. This leaves scope for the States to
inflate their demands or to make unrealistic
assessments of their requirements.

The Committee consider that so far as the basic
criteria and procedure for allocation of scarce
raw materials or inspection of utilisation of such
materials are concerned, there is hardly any
justification for permitting each State to follow
its own course in the name of local needs or pecu.
liarities. They feel that as the Central agency
responsible for coordinating and implementing
the national small scale industries programme,
and. with its vast array of administrative and
technical officers, Small Industries Service Insti-
tutes etc., the Central Small Industries Organisa-
tion should not have rested content with playing
a,purely advisory role in such important matters

as the allocation and utlisation of scarce raw
materials.

The Committee hope that with the implemen-
tation of the Lokanathan Committee’s main re-
commendation, viz,, the distribution of scarce
raw materials on the basis of uniform assessment
of capacities of all industrial units and the prio-
rities of their end-products, there will be unifor-
mity in all essential matters concerning the
distribution of scarce raw materials. The Com-
mittee also trust that appropriate measurers will
be taken, in the light of the Lokanathan Commit-
tee’s recommendations, to enable the Central
Small Industries Organisation to effective dis-
charge its functions as the central co-ordinating
and controlling agency for assessing the require-
ments, allqocation and inspection of utilisation,
of scarce raw materials.

On the basis of the data available, the Commit-
tee can only infer that under the present pro-
cedure, the distribution of non-ferrous metals
among the States has not been equitable. The
Committee hope that such discrimination would
be removed without delay by introduction of a
uniform system for the allocation of scarce raw
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materials to all industrial units on the basis of
priorities of end-products and assessment of
capacities.

The Committee note that the small scale sec-
tor’s annual capacity for aluminium has been esti-
mated at 10,369 metric tonnes in 1963. As
against this, the dllocations of aluminium made
to the sector in 1964-65 totalled only 2191 metric
tonnes. Further, while the non-ferrous metals
requirements of small scale wire-drawing plants
have been placed at 39,000 tons, only 5,500 tons
of aluminium wire rods were allotted to these
units for the half-year ending March, 1964.

The Committee consider that out of the non-
ferrous metals, aluminium is of special import-
ance in view of its growing indigenous produc-
tion, its versatility. and its possibilities of being
used as a substitute for imported copper and
zinc. They are unhappy to find that although
small scale units are prepared to switch over to
aluminium the share of this metal allotted to
them falls much short of their requirements.
They consider it particularly unfortunate that
even the existing users of aluminium in the small
scale sector should find their very existence
threatened because of the failure of the large
scale producers of aluminium to supply requisite
quantity to them.

The Committee need hardly stress that the pre-
sent situation calls for intensive efforts to replace
imported raw materials by aluminium, wher-
ever possible. It is obvious, however, that if
small scale units are expected to minimise the
use of the imported raw materials, substitute raw
materials should be made available to them in -
adequate quantities. The Committee, therefore,
urge that Government should take immediate
steps to augment the supply of aluminium to the
small scale sector. The Commit{ee feel that in
such a vital matter as providing adequate facili-
ties for fuller utilisation ‘of the installed capacity
of small scale industrial units any policy decision
should not be frustrated or nullified by adminis-
trative lapses.

The Committee would also like the Govern-
ment to take appropriate measures to see that in
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all cases where small scale units producing end-
products are dependent on large scale processing

- units for obtaining their r#w materials or com-

ponents, the latter are required to set apart a
prescribed portion of their products for the small
scale units at reasonable prices.

The Committee would like to recall that the
development of metal working and machinery
industries is the most significant aspect of smalil
industry development in recent years. They €eel
that the scope for the further development of the
small scale sector in these particular branches of
industry is enormous and hope that the neces-
sary facilities in this direction will be provided

by ensuring adequate supply of basic raw mate-
rials, viz., steel.

The Committee are struck by the anomalous
situation where on the one hand the small scale
industries are starved of essential raw materials
like iron and steel, on the other the steel plants
particularly those in the public sector are report-
ed to be having difficulties in working to full
capacity in the absence of firm orders from cus-
tomers. The Committee cannot appreciate why
procedural hurdles should be allowed to come in
the way of working out the requirements of the
small scale industries for steel and in placing a
firm demand on the Joint Plant Committee. They
also see no reason why the Central Small Indus-
tries Organisation should not have been able to
present an integrated picture on behalf of all
the States before the Joint Plant Committee so
as to facilitate the manufacturing programme for
items of iron and steel suited to the requirements
of smal] scale industries sector. As regards dis-
tribution, the Committee have no doubt that
suitable arrangements can be worked out by the
Directors of Small Scale Industries of States, who
are already running Raw Material Depots for
distribution of scarce raw materials to small
scale industries.

The Committee regret to observe that under
the existing arrangements the auction of non-
ferrous scrap available with Government and
semi-Government undertakings is likely to lead
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to profiteering and black-marketing and has fur-
ther aggravated the difficulties experienced by
small scale industries in regard to the availability
of scarce raw materials. :

The Committee consider that in view of the
scarcity of nom-ferrous metals in the country and
the consequential demand for the scrap of such
metals by the small scale industries, there is need
to ensure that the non-ferrous metal scrap is
made available to the small units at reasonable
prices. The Committee suggest that a substan-
tial portion of the scrap available with public/
departmental undertakings should be made avail-
able to the State Directorates of Industries or
State Small Industries Corporation at reasonable
prices for equitable distribution to the small scale
industries having regard to the end-products
manufactured by them and their capacities.

The Committee are surprised to note that al-
though allocations of scarce raw materials to
large scale units are made on the basis of their
production capacities, there are no effective ar-
rangements to ascertain whether these units ac-
tually utilise their allocations for production pur-
poses. This is a serious lacuna as it permits uns-
cruplous parties to obtain higher allocations by
inflating their production figures—a possibility
that has been accepted during official evidence.
The fact that in general small scale units meet
their requirements of scarce raw materials, either
partially or even substantially sometimes, from
the open market also confirms this apprehension.

The Committee consider that there is no justi-
fication for permitting a situation where some
large scale units find it possible to obtain raw
material allotments in excess of their real needs
while a vast number of small units are faced with
the grave problems of idle capacity because of
inadequate and decreasing supplies of the scarce
raw materials.

The Committee need hardly emphasise that the
prevalent open market in scarce raw materials is
not only an unmixed evil in itself, but is also a
sad reflection on the ineffectiveness and inade--
quacy of the existing arrangements for checking
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the utilisation of these materials in both the large
and small sectors.

The Committee need hardly stress that scarce
raw materials, obtained at considerable expense
of foreign exchange, should be properly utilised
to sustain the industrial tempo of the country and
to produce goods at competitive cost, particularly,
in the small scale sector. The Committee believe
that following two recommendations of the
Lokanathan Committee, would go a long way to-
wards ensuring that the raw material allocations
are, in fact, utilised by the allottees and not sold
in the open market:

(a) annual inspection of all industrial units
in both the large scale and the small
scale sectors according to a uniform pro-
cedure drawn up jointly by the Directo-
rate General of Technical Development
and the Central Small Industries Organi-
sation, and

(b) random checking up of a few large and
small scale units by Central Teams con-
sisting of representatives of the Direc-
tor-General, Technical Development and
the C.S.1.0.

The Committee would, therefore, urge that
immediate steps should be taken to set up an
effective machinery for inspection of utilisation
of scarce raw materials on these lines.

The Committee would, therefore, urge that
particulars of allocations of scarce raw materials
to all units, whether large or small, should be re-
gularly published and suitably displayed at the
offices of the CSIO, the State Directorates of In-
dustries and District Industries Offices, Small
Industries Service Institutes, etc., as is done by
the Director of Industries, Delhi. They feel that
such publicity would act as a salutary check on
malpractices relating to the allocation and utiliza-

_ tion of scarce raw materials.

Considering that the shortages of scarce raw
materials are likely to persist for quite some
time, the Committee feel that to check the fur-
ther aggravation of these shortages as also of
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the concomittant problem of idle capacities in
the small scale sector, it is necessary to discour-

age the setting up of new units requiring scarce
raw materials.

'The Committee note that Government have
been trying to secure foreign loans for meeting
the maintenafrce requirements of industry. The
Committee hepe that with the grant of loans and
resumption of aid by the United States ete., it
may be possible to ease the position regarding
import of raw materials and spares for mainten-

ance. The Committee would like Government to
‘ensure that the existing units in the Small

Scale Industries are provided adequate supplies
of raw materials and that entrepreneurs intend-
ing to set up new small scale units using scarce
raw material are provided definite information
about the scarce availability of such material.
The Committee also suggest that SCIO may de-
vise suitable procedure to be followed in all
States, so that prospective entrepreneurs are dis-
suaded from starting new units in cases where
the existing capacities in the small scale sector
are not substantially utilised because of inade-
quate supplies of raw materials.

The Committee would also like to suggest that
the Central Small Industries Organisation and
the State Directorates of Industries should pro-
vide positive incentives to encourage the estab-
lishment of small scale units in industries where
the raw materials are indigenously evailable in
adequate quantities,

The Committee regret that no serious atten-
tion was given to the implementation of the
Third Plan targets for copper, zine, lead, sulphur,
ete.

The Committee consider it extremely unfortu-
nate that the production achieved in copper is
only 38.2 per cent of the target and that India
continues to be largely dependent on _imports
for this importart nonferrous metal. They are
also distressed to note that the projects for ex-
pansion of zine and lead refining should not have
been completed within the Third Plan period.
The only metal which could facilitate substitu-
tion is aluminium, but here again there has been a
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shortfall in the public sector plan for its manu-
facture at° Koyna. They note that Government
have appointed a committee to take stock of the
existing capacity for production of non-ferrous
metals and to suggest, suitable measures for its
augmentation ang reorientation to meet the de-
fence requirements. The Committee would sug-
gest that Government should carefully review
the position after taking into account the re-
quirements particularly of defence and small
scale industries and take necessary measures to
ensure that the production targets in these key
metals are reached in the shortest possible time
so as to reduce dependence on imports and to
save valuable foreign exchange.

The Committee note that in many States the
amounts actually disbursed to small scale indus-
tries under the State Aid to Industries Act are
likely to fall considerably short-of the provision
made in this behalf in the Third Five Year Plan.
As the coordination of the State Aid to Industries
Scheme is the responsibility of the Central Gov-
‘ernment which also supplies 2|3rds of the

amount earmarked for purposes of advances in

each State and gives subsidy to cover the dif-
ference between the normal rate and conces-
sional rate of interest, the Committee suggest
that the Central Government/Central Small Tn-
dustries Organisation should take positive mea-
sures to identify and to secure the removal of
the causes for the unsatisfactory progress of the
scheme in States such as Rajasthan, Bihar, My-
sore, Madhya Pradesh, etc. so that the develop-
ment of small scale industries is carried on in
each State according to the programme.

The Committee feel that both as regards the
number of small scale units assisted anq the
total amount of loans disbursed to such units,
the performance of the State Financial Corpo-
rations has not been impressive. They also con-
sider it unfortunate that the State Financial
Corporations should have developed a preference
for investing their funds in the medium -scale
anits and to the biger among the small scale
units, with the result that the really small units,
which need institutional credit most, are left to
fend for themselves.
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The Committee suggest that a specific por-
tion of the finance available with each State Fin-
ancial Corporation should be earmarked for the
small scale sector. The Corporations should also
be given clear instructions to liberalise their
procedures and cut down unnecessary formali-
ties, and induced to adopt a developmental out-
look towards small scale industries.

Government may also consider the feasibility
of channelising loans to small scale industries
through the State Small Industries Corporations
who are fully acquainted with the requirements
of this sector.

The Committee are happy to note that short-
term credit advances to small scale industries by
the State Bank have increased from Rs. 11 lakhs
in 1959 to Rs. 44.96 crores in March, 1965. The
Committee also like to put on record the general
appreciation expressed by the small scale indus-
tries of the financial help rendered by the State
Bank of India. They hope that the Bank will be
able to progressively increase the volume of its
assistance to the small scale sector considering
thc;dsector’s growing credit and credit worthiness
needs.

The Committee note that out of the forty-two
companies floated under the Orissa Scheme dur-
ing 1957-61, only thirty-one have been in produc-
tion since 1961-62 after which year no new com-
panies have been started under this scheme. Fur-
ther. although thirty “of the forty-two companies
had been established during 1957-59, even in the
vear 1962-63 onlv sixteen companies earned
profit. Keeping these facts in view. the Com-
mittee consider that the Orissa experiment in
State participation in equity capital of small
scale units cannot be claimed to be a success.

The Committee are of the view that the basic
defect of the Orissa Scheme lies in the very high
percentage of State participation in the share
capital which tends to leave little incentive for
the entrepreneur to run the industry with drive
and imagination. The Committee feel, Imore-
over. that with the Stata contributing as much
as ninety per cent of the initial capital, the pos-
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sibility of the scheme attracting spurious entre-
preneurs who may manage to go into liquida-
tion after obtaining the funds from the Govern-
ment cannot be ruled out. The scheme also
leaves scope for political and personal patronage.
From the performance of the companies started
with Government participation in Orissa, the
Committee apprehend that in many cases the
entrepreneurs. might not have been properly
selected.

The Committee consider that the entrepre-
neur’s stake in the small scale unit should not
be unduly reduced so that the urge for lieeping
the unit solvent and efficient is not diminished.

There should be regular arrangements for the
inspection of the units concerned to ensure that
the funds made available to them by the State
are properly utilised for the purpose for which
they are given.

Thougb. the Maharashtra scheme of Govern-
ment participation in equity shares appears to
be an improvement on the Orissa Scheme, the
Committee would like the Central Small Indus-
tries Organisation to take an active interest in .
the operation of such schemes keeping in view
the experience of Orissa State and give appropri-
ate guidance and advice to the concerned State
agencies.

The Committee are unhappy to note that the
role of the commercial banks in meeting the cre-
dit needs of small scale industries has been not
only negligible but has been showing, in rela-
tive terms, a tendency to become smaller in re-
cent years. The Committee are particularly dis-
tressed to find that eve the Credit Guarantee
Scheme of the Reserve Bank has had little suc-
cess, so far, in inducing the commercial banks to

provide greater credit assistance to small scale
industries. '

The Committee need hardly stress that an ade-
quate supply of bank credit is a prerequisite for
the steady growth of the small scale sector.
They would, therefore, suggest that early steps'
be taken to induce commercial banks to make a
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greater contribution towards meeting the credit
requirements of small scale industries.

In particular, the Committee would like the
Government to consider the feasibility of modi-
fying and liberalising the Credit.- Guarantee
Scheme of the Reserve Bank so as to induce a
larger number of commercial banks to utilise
the scheme.

The Committee are surprised to find that al
though the Maharashtra Scheme of credit guar
antee to selected banks in respect of loans grant.
ed to small scale industries has been in opera-
tion since September 1963, as late as November
1965, the Ministry and the Central Small Indus-
tries Organisation had not been able to get ade-
quate information about the scheme. The Com-
mittee would like the Central Small Industries
Organisation to closely study the working of
the scheme, consider whether any improvements
could be made, and commend the beneficial fea-
tures of the scheme to other State Governments
for adoption by them.

The Committee feel that the setting up of a
high level expert committee to suggest effective
ways to meet the credit needs of the small scale
sector is long overdue. They would like the Gov-
ernment to set up such a Committee without de-
lay so that whatever changes in the existing sys-
tem, including the creation of a new financial
institution to cater exclusively to the needs of
small scale sector, are considered necessary can
be made fully operative at an early stage of the
Fourth Plan.

The Committee hope that Government would
work out a well-coordinated and practical srheme
to give effect to their proposal to set apart Rs.
10 crores for purpo~es of advancing loans to
technician entrepreneurs.




APPENDIX XVI

Analysis of Recommendations/Conclusions contained in the Report

I. CIASSIFICATION OF RECOMMENDATIONS

A. Recommendations for improving the organisation and

working:

S. Nos. 3 to 20, 33, 37 to 40, 43.
B. Recommendations for effecting economy:

S. Nos. 11 and 23.

C. Miscellaneous recommendations:

S. Nos. 1, 2, 21, 22, 24, 25 to 32, 34 to 36, 41, 42, 44 to 50.

II. ANALYSIS OF MORE IMPORTANT RECOMMENDATIONS DIRECTED TOWARDS

EcoNnoMmy:

L. Sl. No. as per
No. Summary of
recommenda-
tions (Appendix
XV)

Particulars

I. II

The existene of a high proportion of non-techni-
cal elements in the CSIO is neither conducive nor
necessary for the efficiency of the Organisation.
The deficiencies in the various programmes being
basically attributable to the organisational weak-
ness of the CSIO, there is urgent need of a critical
review of the existing organisation and staff
strength of the CSIO with a view to effect eco-
nomy and to improve its capacity to render

effective assistance and guidance to small scale
units.

To make the States feel a real stake in the
success of the various progarmmes for small
scale industries and in view of the many pressing
demands on the Centre, a progressively higher
proportion of the expenditure on the small scale
sector should be borne by the States.






