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PREFACE

In the last decade, the vast changes in the global economy have resulted
in 'a far greater integration of markets across the world. Subsequently, |
competition concerns have been raised in this new environment, both in
terms of domestic anti-trust issues as well ‘as implications of cross-
border Mergers & Acquisitions by large multinationals. Compéﬁﬁon
policy and law was not among the priorities of most developing countries’
in the era of state intervention in economic activities. But the
. fundamental | changes in their internal and external economic
environment have witnessed a considerable increase in the number of

countries adopting competition laws.

The Indian economy also has undergone substantial changes over
.the past decade, with ‘the launching of wide-ranging reforms in its
industrial, trade and financial sectors. The scope of reforms has
gradually broadened across all sectors and deepened over time resulting
in a steady decline of the role of the state in productive activities and
regulation of the economy. Towards the end of the last decade, in this’
new environment, the Government of India proposed a new Competition

. Bill, which was enacted in 2002.

The purpose of this study is to examine the role of competition and
competition policy from the perspective of devéloping countries, and in
particular, India. The study discusses the role of competition policy in
relation to economic development of developing countries. It also .
describes and assesses the proposals put forward for an agreement on
competition policy in the WTO. By providing an overview of the structure

and regulatory framework of private corporate sector in India (in the pre



(iv)
and post-reforms period), it tries to cr:lpture the impact of e:f{temal
liberalization on this sector, in particular that of the entry of TNCs, and
emphasizes the need for government intervention to pronﬁote globally'A
competitive indigenous firms. It further presents the scope and objectives
of the new competition law in India (the Competition Act, 2002) and
" critically reviews the same. And, finally the study ends ‘with some

concluding remarks.



Chapter I

INTRODUCTION

National and international competition enforcement matters have
received far more attention from the policy makers in the 1990s than in
prévious decades since the process of globalisation - posed distinct:

challe_ngcs for competition regimes in this decade.

As a result, there has been a growing interest in the competition pl:)hcy in
mahy developing countries. There are now approximately hundred
countries in the world where the 'compétition law has already been
__ehaéted and many more countries are drafting or debatihg Such a law in

their national legislative system.

Is competition policy and law really r_elevant for developing countries and
if so, to what extent competition can be cffect;vely incorporated in their
regulatory structure? To answer thése questions, the chapter first
reviews competition policy in generél and with a discuésion of the market
structure of developing countries, it reviews the competition policy from

their perspective.
Compefifion Policy and Competition Law

Competition means rivalry in the market place, whereby firms compete
- against each other in order to secure customers for their products.
Competition allows the market to reward producers with Vgood
performance. It thus encourages e_ritrepreneurial activity and market
entry by new firms. It provides a stimulus for enterprises to increase
efficiency, invest in the production 6f a greater variety, better quality

products at prices close to costs, and to create new products. This



enhances consumer welfare, efficient resource allocation throughout the
‘economy, fosters -gfowth, and ultimately, leads to development (UNCTAD,"
1997, Pg 131).

The presence of competition forces the firms to adopt the ‘most efficient
prbduction methods, to eliminate fat and organisational slack, and to
seek new and superior product and process technologies lest they be

5 overrun by more progressive. rivals (Scherer, 2002).

Competition policy 1s ‘essentially understood to refer to all those
governmental measures and instruments that directly affect ~the
béhaviour of enterprises, the structure of industry and determine the
“‘conditions of competition’ thaf reign their markets. A coherent and
pragmatic competition policy should be capable of enhancing competition

in lq_cgl and national markets. It is an instrument to achieve efficient

é.llocation of resources, technical progress and consumer welfare and to
regulate concentration of economic power which is detrimental to
competition. On a wider note, a well designed competition policy should
. govém policies relating to globahsation, liberalisation and deregulation,

which may have effect on compétition. (Chakravarthy, 1999).
The World Bank defines it as consisting of two elements:

1. A set of policies that enhance competition in local and national
markets through a liberal trade policy, relaxed foreign investment

and ownership requirements, deregulation and privatisation.

2. Legislation i.e. competition law designed to prevent - anti-
competitive business practices and unnecessary government
intervention. It provides teeth and legal backing to the competition

policy.

Thus, competition laws/antitrust  laws which exist at the national level



_are a subset of competition policy. They are one of the aspects of
corporate governance frameworks by which the state regulatés private

sector activity (Lee & Morand, 2003).
Hoekman and Holmes (1999) define it as:

“The set of rules and disciplines maintained by governments
relating either to agreements between firms that restrict

competitibn or to the abuse of a dominant position.”

A key distinction between competition law and competition policy is that

the latter pertains to both private and government actions, whereas anti-

- trust rules pertain to the behaviour of private entities (firms).
Rationale Behind Antitrust Policies

If we existed in a world that functioned in accordance with the perfect

competition paradigm, there would be little need for anti-trust policies

and other regulatory efforts. All markets would consist of a large number
of sellers of a product and consumers would be fully informed about the

product implications. Unfortunately, economic reality seldom adheres to

the textbook model of perfect competition. Mostly markets are dominated:

by a small number of large firms and there are potential economic losses

_ that result from monopolies (Viscusi, 1994)

Antitrust laws emerged more than a century ago. The first competition
(antitrust) laws were pioneered by Canada (1889) and the US (1890) in
response to the concerns against the excessive market power and the

resulting economic and political influence - obtained by a few exceedingly

large conglomerates. This attention was stimulated by a belief that

consumers were vulnerable to the market power of monopolies.

The major concern raised against monopoly and similar kind of

concentration is not that being big is necessarily undesirable. But

3
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b‘ecausc of the control over the price exerted by a monopoly there are
economic efficiency losses to society. Product quality and diversity may
also be affected. Society could potentially be better off if limitations were

imposed on the operation of a monopoly or a similar kind of concentrated

- industry.-

Objectives of Competition Policy

The obj{ectivevs and means of competition policy have been subject to
~ various controversies. On one side, there are ardent followers yvho-
consider economic freedom and the ensuing competition as an end in
- itself. On the other side, there are those considering competition policy
as a constituent part of an interventionist industrial poIicy aimed at
establishing market structures.and cnticing enterprises to béhave in a.

- way conducive to the enhancement of economic welfare. (Neumann,
2001) '

Competition policy seeks to prevent restrictive business practices. and
~ build market structures that lessen cbmpetition. The objective of such a
policy is to maintain and encourage competition in order to foster greater
efficiency in resource allocation and maximize consumer welfare. These
.objectives are achieved through an interface with othef economic policiesr

affecting competition in local and national markets.

The objectives of cdmpetition policy are the guiding principles to make
decisions regarding the c_ontoufs of a competition policy and legislation.:
However, other factors, such as size of the market, commitment of the
" government to the cause of Hfostering competition, politico-economic
factors such as influence of lobby groups, and above all, resaurce and
capacity constraints affect the decisio_ris of the governments on what type

of competition policy and law they would like to enact.



Scope of Competition Policy

The scope of anti-trust issues is quite vast. It encompasses the
t-raditional concerns with a monopoly, however these issues have become
less prominent now than they once were. The current structure of anti-

trust policies is diverse in character and impact.

The overall intent of these policies has not changed markedly over the-
past century. Their intent.is to limit the role of market power that
" might result from substantial..concentration in a particular industry.'
What has changed is that the concerns have shifted from the ris;: of
single monopolies to mergers, leveréged buyouts, and other financial
transactions that combine and restructure corporations in a manner

that might fundamentally influence market behaviour (Viscusi, '1994).

Basiéally, competition laws everywhere deal with three main subject
areas, namely: (i) Restrictive Trade Practices (RTPs) (i) Abuse of

dominance or monopoly power (iii) Mergers and acquisitions.

The scope of competition policy ultimately gets reflected in the - political
, decisions - about how to organiZe and regulate economiés - which differs
depending on the size of | econorhy, level of development, the specific
"~ sector being addressed. and the particular circumstances. As regarding
the scope of competition policy in a déveloping country, it must address
issues such as (1) restrain on anti—éémpetitive behaviour by_' domestic
privatised large firms (2) limit abuses of monopoly power by mega"

corporatioﬁs created by the international merger movement (3) promote -

development (Singh, 2002 a).

The advanced nations consider competition policy amongst their most
useful policy instruments. But given the differences that exist between
_industrialized and developing countries, policy implications which can be

very sound or appropriate for the developed countries may not have



similar effect in developing countries.

" Thus, arise a few fundamental questions- ffom the viewpoint of
developing countries: - -is competition desirable in all cases and whether
it should be always fostered; how much. competition do developing
countries need; should they vote for free trade as a means to enhance
competition or is there an existential need to establish a certain degree of
competitiveness through protectionism before facing the world economy;
how should - government intervention be designed in order to help
industri¢s become competitive. Last but hot the least, to what extent is
the domestic competition law and policy necessary to address these:

issues.

" In the light of the structural and technical constraints that dominate the
developing countries, the following ~section discusses these relevant

issues.
Market Structure in Developing Couﬁtries

The competitive structure of the market is mainly ‘determined by
technology and market size. In developed countries, the establishment of
a dominant market position is usually the outcome of a prolonged
competitive struggle whereas in developing countries, due to the process’
of late indli‘_strialization,} monopolistic/oligopolistic ~ structures are

. technically inevitable. (Merhav, 1969)

The reason being that the minimum economic scale of internationally
transferred technologies was often so large, relative to the size of home
market, that only one or a few firms could be profitably sustained, even

in industries which in advanced countries were nearly competitive in

nature.

The underlying technical inflexibility is further strengthened by the



rigidities of an oligopolistic structure. In an oligopolistic market structure
the scale of output is not only small because the total domestic market is
narrow, but also this market is further fragmented among a number of
ﬁrms Thus, real costs of production are high resulting from smaller

scale and lower productivity ‘(ib.id).

In small- national markets, ensuring vigorous competition can conflict
with the attainment of relevant scale economies. Small markets may"
a_ccomrriodafte onIy a few plants of minimum ecbnomic scale, or they may
make it difficult to reach minimum-cost output levels of manufacturing
_products subject to high start-up costs. The smaller the market, the
sharper the conflict between competition and scale economies is likely to.

be (Scherer, 2002).

Thus, due to the hmitatioﬁs of 'ﬁnancial, organisational and technical
resources, uncertainty in new markets and the dynamics of growth itself,
it is not very likely than an under-developed/developing econbmy will
) evolve the most ratibhal structure that technology and market size

potentially permit (Merhav, 1969).

It is generally considered that free trade policy measures in particular
- have a significant impact on competition in national and international
markets. But complete - freedom of trade is also not desirable in
developing countries even if international trade serves to sharpen
competition in ' the domestic market since the firms of the developing

countries may be giants in their home market but are ‘pygmies in the

world market.

 Therefore, the free trade path to enhance competition is also not feasible
in developing countries ‘as this will undermine the domestic comvpe‘titio'n
since foreign firms having access to superior levels of technique and

backed up by vastly greater resources have the edge of efficiency over the



domestic firms. The local monopolies of developing countries may be

weakened so as to be overtaken by global monopolies.

Since the market structures that exist in the advanced world are
fechnically_ not feasible i'n_ de&cloping countries, therefore, the markets
in developing countries offer less. scopé for the increase in efficiency

through the process of competition among the esfablished firms.

The industrial structure typical ‘of a developing country finds itself in the"
worst of all possible worlds. Government intervention in developing
* countries towards enhancing ébmpetition in a regulated way may, in
practice, be very substantial. But care should be taken so that vstate
ihtervention does not favour lobBy groups and lead to more

concentration in the economy.

So an important concern for most of the developing countries is that to-
- what extént competition can be effectively incorpofated in their

regulatory structure..

Competition Policy and Industrial Policy A

In a developihg country, it is imperative for the competition policy to be
. mtegrated into national devélop'ment strategies and be coherent with its
industrial policy since these policy measures are required for economic
development. |

Thus, any discussion of the appropriate current and future stance of
: competiﬁon policy must be held in the context of specific notibns about
'the. objectives and form of industrial policy, and about the form of overall
economic strategy. The role of competition policy in this framework must
be to reguléte economic behaviour. to assist in the achievement of
efficiency objective. And, if certain forms of competitive ‘behaviour are

not compatible with the achievement of the overall efficiency objective



then competition policy must be sufficiently flexible to accommodate

. non-competitive behaviour required for it.

A developing country, before adopting a competition policy, should take
into account the following factors:

1. It should have an adequate control space in the form of tariff
barriers and quantitative restrictions etc. Given this control space,
the structure of induétry should be defined and conduct of firms
should be regulated. There are twd policy options for it. Firstly, the
one which does not - interfere with the market structure or its
evolution, but monitors and restraints anti-competitive conduct by
firms. The se’éond policy choice plays an active role in the evolution
of an industrial structure. By evolving the structure, the conduct

_ and performance of the firms is regulated.

The opening up of economies of developing countries in 1990s has
substantially diluted their control space as tariff ~ barriers,
quantitative and FDI restrictions, etc. have been removed,
resulting in what has been proclaimed as a much more competitive
environment, especially in the industrial sector. However, it is
important for developing countries to protect their domestic

industry by widening their control space.

.2. It should distinguish between national and international capital.
Unless any country has adequate national capital, it can neither be
industrially competitive nor can it reap the linkage effects which

are necessary for economic development.

3. Finally, there is a strong case for active state intervention because
only the state can impose a certain minimum measure of discipline

among the firms and encourage rivalry of progressive kind.



/’

Is Competition Policy and Law Necessary in Developing Countries

Many of the developing countries adopted reforms in the 1990s,
moving on froﬁl a command-and;controlled economy to a market
driven economy. In the context of trade liberalisation, globalisation
and increase in FDI, anti-competitive practices are becbmihg not only
more stringent but also international in scope. Big MNCS merge. or
takeover smaller domestic busineéses to acquire a dominant position,

which are then exploited acéord_ing to their corporate strategies.

In t_his changing global environment, competition policy/law is one such
instrument which can respond appropriately to these concerns and
which can establish a climate that is conducive to investment and.
economic growth. A well-designed competition policy is imperative to
maintain and encourage the process (;f market competiti_dn'-to promote

économic efficiency in the interests of consumers (Chakravarthy, 1999).

.}Jnfettered competition may not be appropriate for a developing country

give'n its structural constraints. Therefore competition policy in

developing countries should be seen in a broader context than in

advanced countries.

The usual competition policy/law will not be appropriate for developing
countries since it may hinder domestic firms’ ability to become
competitive by making it difficult for them to coordinate their business
policies and consolidate operations. Also the risks, uncertainty and the
lower profits associated with competition could limit the ability of
developing countries to control R&D to innovate and improve product

quality.

" The objective of such a policy cannot be to prevent or hinder the growth

of firms, because large size will be required to face. international
competition abroad and domestically. Rather, the goal should be to:

regulate the activities of leading firms in the domestic markets so that

10



they do not conspire to fix prices or to segment markets and do not erect

insurmountable barriers to the e‘_nt‘ry of new firms into their markets.

Whatever be the policy choice, every country. should have the flexibility
~and freedom. to provide for certain exemptions and exceptions to
| competition la{V or even competition policy, having regard to its specific
needs and circumstances, particularly relating to its trade and
economy. The -caveat of flexibility has been suggested on the
apprehension that if competition policy were to be given an ‘unbridled
“run, it is possible that some of the MNCs may outcast the dome§tic,
industries because of the financial and marketing clouts of these MNCs

(ibid).

Corripeti.tionv in the market ‘is undoubtedly desirable, but neither
competition alone nor the promotion of competition through competition
_ p’dliéy ‘and law is sufficient to meet the protection standards thét
developing countries require. Therefore, the capabilities of domestic firms
and the conditions under which they compete need to be ascertained
through active state participation, in order to ensure permanency of

competition and development in the developing countries.

What is needed is to strike a balance between creating globally
competitive domestic firms and ensuring competition between the

domestic producers.
Competition Policies in Advanced Countries

} This section briefly déscribés the nature of competition policies in few
developed countries. The objectives differ from country to country

depending upon the domestic circumstances and historical past.

As we shall see, competition policy in.the US is primarily concerned with

consumer welfare whereas in the E.U., it is concerned with the

11
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integration of its member countries. Competition policy in Japan has
been sﬁbservient to the needs of its industrial policy. The policy makers.
of developing couhtries .should learn from the selectivé Cornpetition'
- policies uéed by the developed nations. It does not ’mean that all
developing countries should try to ‘replicate these policies, rather what it
means is that develdping éountries should draw lessons on selectivity
from thé experiences of the developed countries and adopt them to local
needs and circumstances. Another important thing which policy makers
of developing courit'ries should realize befdre implementing any
competition policy is‘ that local enterprises matter more than ever in this

era of globalisation and liberalisation.
Unites States

' H_Uni_f_cs_y States is the country with- the longest history of antitrust laws and
 laws prohibiting restrictions on cornpetition. Basic Federal Antitrust and
Trade Regulation Law Policy is set forth in five statutes namely the
Sherman Act, 1890;. the Clayton Act, 1914; the Federal Trade
Commission’ Act, 1914; the Robinson Patman Act, 1936; the Hart-Scott
- Rodino Antitrﬁst Improvemervlts"Act, 1976. These laws were not enacted
as a unit. They came: into existence sporadically as need for each was

perceived.

Antitrust la\»}s’, Consumer Protectioh Laws, Regulatory Policies designed
‘to correct market failures all work to ensure thaf competition among
goods producers and amb’ng service providers, and a_ccurate information
in the hands of consumers, generate the best products at the lowest
prices; spur efficiency and innovation; strengthen the economy and
produce benefits for cdnsumers, workers and investors alike. The scope
of competition policy is broad, as reflected in the diverse set of laws and
- policies designed to promote consumer welfare and ensure that markets

work efficiently.

12



US antitrust law on its face blankets all the aspects of US economy, but
exceptions héve existed in a number of areas. In the US, there are
extensive sets. of exemptions covering diverse economic activities as
agriculture, tré.n‘sportation,» 'enei'gy, banking and insurance,
newspapers, small business concerns, etc. Exempﬁons are also provided
for selected aspects of intellectual ptoperty rights dealing with products

“covered by patents, copyrights and trademarks.

- Till ~ the 80s, the US followed a structural policy which more or less
forbade horizontal mergers but their numbei‘ increased bnce the US
authorities' judged them less critically. Thus, with the liberalisation of the:
world economy and the US facing difﬁculties in maintaining equilibrium
_in its current account, there appears to have been a relaxation of the
strict interpretation of- the competition laws. It is a moot point whether
this was more due to the influence of foreign’lcompetition or to that of
Chicago School, but the upshot was that the enforcement of competition
laws became relatively relaxed (Singh, 2002a). US antitrust laws and
-enfqrcement appear to have reached their zenith and entered into a-

period of decline.
European Union!

The .cornpetition law of the European Union consists of Article 81 and 82
of the Treaty of Rome and the competition laws of the individual member
) countries. The main objecti{ze of, the European community’s competition
policy is to ensure unity and dynamism in the common market. As trade
and inv_estrnent barriers were reduced as part t)f European integration,
there was concern about maintaining contestability of markets in the
face of mergers and acquisitions. Accordingly, competition pblicy has
been used as an industrial and economic policy instrum-ent, to a greater

extent, than has been the case in the US (Lee and Morand, 2003).

! The material for this section has been drawn mainly from Khemani (2002).
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The policy is qulte wide in scope. It covers different sectors — private and
| pubhc firms (local or multmatlonal) Also under the scope of the law are
public policies such as subsidies, import and export restrictions, state
monopolies z\and their. regulation. The prohibited behaviours are also

broad and explicitly defined in the articles of EEC treaty.

" The primary objective of the regﬁlations regarding competition in the EC
Treaty has been pbrevention .of private contracts to re-establish the
bbrders between the member states»vwhich had been abolished by the
European Community. The attainment of the main competition objective

‘of the E.E.C treaty is undérpinned by two sub-objectives:-

(@) to restrict the abuse of dominarit position held by lérge firms that
control largé shares of specific markets thereby allowing small- and

medium-sized firms to exist and proSper, and (b) to prévent member
| .sfate’s. from abusing their right to provide state aid to public or privateA
ddmestic firms, thereby levelling the playing ﬁeld for all firms across the
" country. EEC compe‘tiﬁon law al\so explicitly prdvides for collusion and
cooperation between firms, given 'nct‘ gains in efficiency and technical
ahd economic progress and is strongly influenced by objectives derived

from industrial policy.

The EU under artiéle 81 (3) of the Treaty of Rome can grant exemptions
from certain agreements and practices if they héve significant
countervailing-beneﬁts, either on their individual merit or ‘through the
application of a ‘block.assumption’. The block assumptioné, which have
been granted, cover exclusive distribution and purchasing érrahgements,
patents and R & D specialisation agreements; The Commission has also
issued a number of exemptions covering transportation, insurance and
agriculture sectors. Export cartels are ‘also exempted in so far as they do

not restrict exports and/or competition in the common market.

14



Japan:

Competition policy in Japan has evolved over time since its. inception
under the US military occupation in the late 1940s. The Antimonopoly
Act (AMA) was enacted in July 1947, and the Fair .T.ra_de Commission
(FTC) of Japan was established és an independent regulatory
commission. The period whi_ch is relevént for developing countries is that
from 1950-1973 when Japan was much more like a newly industrializing.
Country. than it is today. During this period, Japan achieved
extraordinarily fast economic . growth, with manufacturing industry
| growing at over 13 pefcent per annum, GDP at 10 percent a year and its
share of world exports rising by a huge ten percentage points (Singh,
2002a).

In Japan, during this ’périod, competition bblicy was subordinated to its:
industrial policy and the need to maintain the private sectors high.
propensity to invest. To achieve this end, the Japanese Ministry of
InternationaliTrade and Industry (MITI) encoufaged a variety of domestic
. cartel afrangements in’ a wide range of industries. In addition, believing.
that large-scale enterprises were required for promotion of technical
_ change and for promotion of technical change and for Japanese firms to
.compete effectively with their western counterparts, MITI encouraged

mergers between leading firms in key industries.

Thus, MITI did not just thwart FTC’s codes and objectives, but it also
implemented an industrial policy that encouraged contest-based-
éompetition between oligopolistic firms where the rewards were access to
cheap credit and foreign exchange, as well as, where necessary,
protection from international competition. These rewards were contingent
on relative performance either in export markets, technological:

development, or in introducing new products.
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Japans antimonopoly ‘act (AMA) was amended in 1977 and 1998. It
applies to all industries and now regulates common anti-competitive
' conduct, such as monopolisation, unreasonable restramts of trade, anti-
-' competltlve mergers and acqulsmons unfair trade practices and certam
activities by trade associations. However, it has exemptions covenng
. natural' monepolies/ infrastructure ‘industnes relating to ‘railways,
electricity, gas or any other business constituting a monopoly by the
‘inherent nature of the said business’, and intellectual property rights'
and cooperatives for agricultural and consumer products that are
govefned by other laws and regulations. In addition, there are provisions
for exempting cartels for expofts, depressed industries, and small and
medium size enterprises Japan also exempts some pharmaeeutical and
cosmetxc 1tems from the proh1b1t10n -of the resale prlce maintenance

: (RPM) provisions.

The history of antitrust policies in these countries demonstrates that the
nature, 'scope and objectives of antitrust policies have varied according to
their macroeconomic conditions and other polic’y objectives. For example,
in the EU., integration of economies of the member countries has widened -
the control space, as a result of which, ensuring unity and dynamism in
the common EU market has become vthe overriding objective of EU

competition law.

Thus, competition policies are not  static; they alter in response to
- changing domestic and external circumstances. Therefore, each country

should develop'a policy.that meets its needs and objectives.
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Chapter II
éOMPETITION POLICY IN THE INTERNATIONAL CONTEXT

’I‘he_fe has been a fundamental change in the organisation of economic
acfivity in the 'develpping counfries since the 1990s due to the economic
forces of liberalisation and globalisation. Anti-competitive practices have
spilled across and gigéhtic mergers are increasingly creating new giants’

on the global stage.

This has posed new challenges for developing countries. It was suggested
by many policy makers that not only do developing countries require a
competition policy but a multilateral one which would be greatly to their

advantage.

According to Adhikari (2003), competition policy is by"no means a recent
phenomenon in the international context as is evident by the UNCTAD
set of Multilaterally Agreed Equitable Principles, Rules for the control of

Restrictive Business Practices (RBPs) etc.
WTO and Competition Policy

Competition policy wﬁ_ich is generally a domestic issue emerged at the
intérnationai level as pért of WTO negotiations. It was put on agenda at
the Singapore Ministerial Meeting in 1996 as part of review of the
relationship beﬁ;veen trade and investment. Despite opposiﬁon from
many developing countries, the so called ‘Singapore issues’ '(hivestment,'
competitiori policy, trade facilitation, government proéurement) were
included in the WTO’s November 2001 Doha Declaration with the caveat
that official negotiation will not take place until after the Cancun

Ministerial scheduled for September 2003 and if ‘explicit consensus’ is
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attained on modalities of negotiations.

But-duc. to the breakdown of the Cancun Ministerial in September 2003,
the Doha agenda at least for the time being appears to have failed.
o Thdugh it is.“too early to conclude the form in which cbmpetition policy
- will remain on the table in the interﬁational arena but there is a strong
possibility of negotiatiohs on this issue to emerge later. The chapter, first -
and foremost, provides an overview of the competition policy in the
context of WTO and its implications for developing countries. Sécondly, 1t
‘discusses the international competition policy from the perspective of-
dcveloping‘countries. Also what kind of issues should be addressed to
“alleviate the Zproblcms faced by developing countries in this environment

of globalisation and liberalisation?
The Doha Agenda

" Doha Ministerial Declaration deals with competiﬁon policy in Paras 23-
25. It specifies the following areas for the negotiations: “core principles;
including transparency, non-discrimination and procedural fairness;
pfovisions on hard core cartels; modalities for voluntary cooperation; and
‘support  for progressiVe reinforcement of competition institutions in
developing countries through capacity building.” (Paré 25, Doha

 Ministerial Declaration)

Core Principles

The_ proposal is to make all these principles binding on »all the members
. so that they should be applicable to the competition law that is adopted
by any member country. Developing countrie.s have argued that these
principles are not Lmiversally applicable to all. the issues, developed as
they were in the context of the >origina1 purpose of GATT as an
agrecmént-to facilitate reduction of barriers to inter-national trade in

goods.
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1.Transparency-The term ‘transparency’ refers to the degree to which
WTO members make publicly available their | rules and régulations
-affecting trade, the method by which vthose rules and regulations are
promulgated and the manner in which internal rules and regulations are
enforced (GATT, Article X). The proposal is that this principle should
cover all aspects of competitive regime-from legislatiori, rules and
institutional  structures to .decision—n-la'king processes, including}'

decisions on sectoral exclusions and exemptions.

Thus, the proposals. on transparehcy go beyond the transparency
requirement of the WTO by covering the area of decision making (which
will require that all industries, sectors, or activities exempted from
national _co\mpetition laws be identified and exemption criteria be
“published). '

2.Non-discrimination- The other compbne'nt of the agenda is the demand
for ‘national treatment’ or ‘non-discri'mination’.. The main pre-occupation
of its pfoponents (U.S., E.U., Japan) seems to be focused on the ‘needs-
for foreign firms to be accorded ‘national | treatment’. This implies that
) foréign firms and their prodﬁctsbe given the same treatment as given to
domestic firms. Such ‘equality’ would only accentuate the inequality in
market outcomes, since local firms are generally smaller than the larger -

foreign firms and transnational corporations (TNCs).

‘The argument put forward by multinationals. is that there is no level
playing field between them and the national corporations which are
government supported. However, the actual - situation is quite opposite;
the playing fields are tilted heavily in favour of multinationals that have
considerable market power in markets for outputs as well as inputs.
Also, the current international merger mdvement has made the fields
_more unequal even from the perspective of . large corporations of

developing countries. The establishment of ‘level playing fields’ would
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prohibit developing countries from taking measures- to shield their firms
_and industries against competition from massive corporations and from
pursuing measures to promote the growth of strong ' domestic

corporations. (S'ingh and Dhumale, 1999)

3. Procedural fairness- The key component of this principle .is the
guarantee to rights of access to the system of appeal, including right to
reasoned final decisions proViding detailed grounds on which such.
aecisions were based, and the right of parties to be heard. The concern is
that developing countries with dissimilar légal systems: to those of
de{relopéd countries, and also because of insufficient resources will run-
the risk of not adhering to the requisite standard of procedural fairness.
) Also, notions of fundamental fairness differ among legal systems and
political cultures, and. as yet no broad consensus has been established
on the meaning of proéedural fairness in the context 6f competition law

enforcement (OhCecilia, 2002)

Hard Core Cartels V

One of the substantial area for competition policy negotiations relates to
provision oﬁ hard core cartels (which are defined as horizontal
arrangements among firms that have severe and certajh impaét on
competition by engaging in international price-fixing, collusive tendering, -
bid-rigging, output restrictions, marketing- sharing - etc). deésﬁc
" hardcore cartels as | 'well as private international cartels? - will be

prohibited under this provision..

No doubt developing countries are‘ adversely affected by the pricing

policies of international cartels and are often placed in a weaker position

2 Private International Cartel- It is said to exist when not all the firms in-a private cartel
are headquartered in the same economy or when the private cartel’s agreement affects
the markets of more than one national jurisdiction.
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to be able to strongly "addréss these concerns, but a fundamental
problem with this proposal is that - how to precisely " identify hardcore
cartels in geheral‘ since as yet there is no commonly gccepted definition
of cartels (Katti, 2002).

Moreover, the assumption that all hardcore cartels have adverse impact

for all countries in all markets and at all stages of their development is

questionable. The experience of some Asian countries in which

cartelisation was, for a time, an elAement of their industrial policies,

challenges this assumption.

The excluéion of export cartels® from the provisions on the a‘gfeement of -
hardcore cartels has questioned the validity of this framework. These
caftels are .largely a developed country phenomenon . whose effects are
generally felt in developing countries and benefit the exportihg country at
the expense of the importing cbuntry (since the negative effects of export'

cartels are felt outside the territories of exporting countries). Countries

- like US have argued- that ‘ékport ~cartels’ have efficiency enhancing

effects. Therefore, they should not be prohibited in any framework.

In addition, nearly all developed countries (E.U,’ Japan) have exercised

exemptions on cartels (and continue to maintain some of thefn) on the

“basis of overriding economic or public interest grounds. -

Developing countries may not be able to define ex ante in their laws,
which cartels should be exempted or excluded. Also, these exemptions

and exclusions are subject to change according to economic and socio--

.political exigencies. A multilateral obligation towards prohibition on

) ‘hardcore cartels will restrict the bpolicy flexibility of developihg countries.

3" Export Cartels- They are special type of private intern edar which cartelise
markets abroad. : \?f/\\\\(f,\& . .
R Diss
Liarary 339.50954
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Modalities for Voluntary Cooperation

Voluntary cooperation emphasizes the importance of cooperation among
competition authorities of the member countries of WTO, having enacted
-a competition law which is based on core principles. It has been argu’ed._
that voluntary cooperatiorl may be the only practical way to reselve anti-
competitive practicing originating in _one‘ jurisdiction and having effects

in other jurisdictions.

The proponents have argued that any provision on voluntary cooperation

in a multilateral agreement on. corrlpetition policy should contain four
tools - notification, _eXchange on information (to facilitate enforcement
activities on either“side), mutual assistance (in the enforcement process),

“negative and positive comity.”*

In contrast to the other proposal for binding obligations, the proposals on
blrnodalities on cooperation (among countries are non-binding in nature)
Developing countries have raised the apprehensions that any rules that
are non-binding on the mernbers in the context of WTO would be biased
against v-them because of the asymmetry in economic power as between.

the developed countries and developing countries (Peter, 2002).

" Most of the developing countnes have questioned the agenda put forward
'by WTO. They have argued that they do not have sufficient experience
with these laws unlike developed countnes where competition laws have
been a part of their domestic economies for the last 100 years. Most of
the develo'ping countries Which now have such laws acquired them:

during 1990s, to be able to participate meaningfully in a treaty»

4 Negative Comity- means that one country would take mto consideration the important
interests of other affected countries when taking a decision on a case.

Positive Comity- that would involve a country taking enforcement action upon a request-
from another country which suffered from anti- competxtxve practices originating in the
territory of the requested country
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concerniﬁg multilateral competition policy (Singh, 2003).

Ajit Singh (2002a) stressed that these principles are not in the. best
interest of developing countries. They do not recognise the great .disparity
' that exists between rich and poor 'countriés in the level df technological
development, human capital and infrastructural facility, the cost of

funds etc.

Thus the agenda put forward on conipetition policy minimally addresses
‘the main concerns of developing countries. Instead it would limit tbeir'
' policy options by enforcing domestic competition laws so that TNCs can

operate in their markets on the same basis as local firms.

While claiming to address ‘anti-competi_tive. practices’, the proposal
ignores the issue of creation of monopolies or dominant positions in
"riatiéAn;ilA r'narkets through TNC mega mergers’ and takeovers which
resulted in the .consolidation of economic power and control in the hands
of a few companieé thereby ihcreasil_'ig the abuse of market power. For
example, in the past few years, the cement industry has seen such M&A
activities and consolidation. The Frenéh multinational, Lafarge S.A., has
'been particularly active. It has acquired many local firms in a number of
. Asian and .Af_rican countries and hence it has become a dominant market

player in their regional market.

Already, WTO rules significantly limit the scope 6f industrial policies in
developing countries, and the addition of competition policy rules that
- favour the devéloped world would further undermine the capabilities that
remain. There is a danger that international rules on competition policy
will not take an adequate a&:ount c_)f the different needs. and levels of
development in developing countries. The model, once again could
become a ‘one-size-fits all’ prescription that doesn’t provide requisite:

flexibility that developing countries need, to steer their own development.

23



Once the competition policy reforms are subject to an international
standard, they would be implemented towards improving market access
6pportunities to the benefit of developed world multinationals and to the
disaidvantage_ of ill prepared markets of the developing world. The basic
aim of develeped countries _appe"ars to establish a framework based on
WTO p_l'inciples which will give their multinational firms unfettered.
access to developing country markets so ‘that they are able to ‘invest
' Whefever_ they like, whenever they like or for whatever they produce
(Singh, 2003). |

The entry of super-efficient MNCs into a developing market getting
national treatment might typically lead to erosion of the domestic
incumbents’ market share over a period of time. Since the barriers
. faced by the developing countries (in the areas of technology,
_._economies of scale;' etc.) can result in the less efﬁcient developing ‘
cc‘);untry ﬁrmé falling prey to the developed country firms. The so called
‘national champion’ industries will have no time to flourish under the
umbrella of a protected domestic market to achieve the sufficient scale
to be able to compete internationally. Developing world corporations
© will come to monopolize the means of productioh in such countries by

virtue of their greater e'vfﬁci‘ency.

A bindlng agreement at the WTO could bind the countries into
establishing new competition authorities or adjusting existing domestic
‘competition regimes into a ‘one-size-fits-all’, WTO consistent global
o pol_icy. While burdening them with new compliance costs, such as,
| creating competition agencies and laws that may not be appropriate in
their local context, it would prevent governments from using the same
kinds of tools and flexibility to choose eppropriate policies for their
sifuations which the proponents of this agreement have used in various

- stages of industrial development."

Thus the rhetoric of competition can be excessive, and the promises
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made for competiiive markets over stategi. .This ‘explains why mahy
" developing countries are Qppdsed to mdiring further towards a full
negotiating phase. They have rightly viewed a multilateral agreement on
competition policy as another set of 'institutiohal requirements imposed
on them by more advanced countries that would impédc their ability to
implement independerif policies in national interest (Lee & Morand,
2003). | |

WTO, Intellecfual Property Rights and Parallel Imports

In the WTO framework there are many agreements -that have a direct
bearing on competition. The interface problem between TRIPS and
, corripetition'law has attractéd fh‘e attention of many. In 'the case of IPRs
and patents, competition is allowed to be restrained for a longish period
in order to allow innévators “sufficient opportunity to appropriate the
fruits of their invention. The basic idea is that such restraints will lead to
temporé.ry monopoly - profits which would motivate firms " to keep
'inﬁovating, i.e., théir incentives for innovation will be maintained. The
- pertinent -issues are whether the possession of IPRs amounts to
dominance and when does the exploitation of IPRs becomes an abuse.
But the agenda ignores isSue_s related to Intellectual Pfoperty Rights
(IPRs) abuses, practiced generally by developed countries. IPRs mayl
gf:ncrate or contribute towardvs___ a position of market power and have
- important international dimensions as many cofporations seek and -get
IPR protection in many other countries. The implications of IPRs for the
dévelopi’ng countries are .a cause of Worry. While stronger IPRs may
benefit the leading innovators in the developed countries, they can raise
_the cost of formal Atechnvology transfers by allowing technology sellers to
impose stricter restrictions and by preventing copying and ‘reverse.
- engineering’, which have been the source of much technological learning

in new industrialized countries (Mehta, 2003).
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 Issues related to IPR abuses could be really beneﬁc_ial for developing
countries as they can help mitigate the abusive and éxplo‘itative use of
strong IPR regime especially'in two main sectors, viz. pharmaceutical and

agriculture.

. Andther area of concern is' the' treatment- of ‘parallel fmports’- that is,
import of branded goods, bought in markets where they are cheaper, to
avoid high prices of ofﬁcial marketing channels (or goods brought into a
country without the authorisationv of the patents, trademarks, or
copyrights_ after those goods weré placed legitimately into _éirculation
“elsewhere). Policies regulating parallel imports stem from spéciﬁcation of
fhc territorial exhaustion of IPRs. Under national exhausﬁon, rights end
upon first sale.within a nation but IPR owners may prevent parallel trade
with other countries. .In cése_ of international exhaustioh, rights are
exhausted upon first sale anywhere and parallel imports are permitted. A‘
third option is regional exhaustion by which fights are complctéd within
“a group of countries, thereby allowing parallel trade between them, but
are not exhausted (Maskus and Lahouel, 1999). )

Parallel imports may be seen as a useful policy device against price
collusion emanating ferr_n'v exclusive territorial restraints. Thus, most of

the devéldping countries express opposition to restricting parallel trade. - -
* Restrictions on parallel ﬁade raise profitability of intellectual property
deirelopei"s, which are overwhelmingly located in developed countries. The
treatment of parallel ir;ipbrts éould become an ifnportant focal point for
future VWT'O discussions on competition law. Because small countries
haiv_e an intcr_est' in adopting international exhaustion and allow parallel
- imports while large countries (more generally those with important
producers of branded goods and services) are interested in getting all

countries to apply the principle of national -exhaustion (Hoekman &
Holmes, 1999)
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Multilateral Competition Po_licy from the Perspective of Developing

Countries

>Is "it really necessary for developing countries to have a  multilateral
* competition policy at all and if it is, then what kind of policies would be

appropriate for them?

The fundamental changes brought about in the internal and external
environment facing developing countries have resulted in the increase of
crbss-border movement of goods, services and investment by TNCs.
- There has been an increase in the anti-competitive impacts of M &As by
large MNCs in the last decade, all these factors make it éomewhét

riecessary for developing countries to haive multilateral competition rules.

But given the asymmetry of cfﬁciency which exists between developed
and d,evelopiflg world ﬁrfns, it woﬁ’t be advisable for developing countries
'v to follow the developed world f)ath. Even casual comparison will lead to
' the conclusion that developing firms cannot compete with their
developed world counterparts that ehjoy huge advantages in technology
and éggregate capacify in terms of access to capital and finance.
Therefore some of the conventional models of competition may not be
. appropriate . for a developiﬁg country. This means that development
strategy has to be at the centre, and competition as well as competition
policy has to be .approached in such a manner as to meet the

development needs of a developing couhtry. (Khor, 2002)

The issue of competition pdlicy has hardly received any serious attention
--from the perspective of economic development in the WTO fora. Thus
- what is required by de\}eloping economies is ‘an optimal degree of
competition Which would nb_t only enhance sufficient rivalry among their
firms so as to reduce inefficiency in the corporate use of resources and.

would also look at the development needs of the developing world (Ibid,)
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Corﬁpetition policy should complement other national objectives and
policies (such as industrial policy) and the need of local firms and sectors
_to be able to Successfully cdmpete in this globalised world. There should
- be appropriate blend of competition and c_oopération in the operation of
competition and industffal policies since the developing country firms are
already facing intense foreign competition. From a development
perspecﬁve, competition and dévelopment requires that | domestic
'i_ndustrial, agricultural and service sector should build up the capacity fO'
‘beco_me ‘more and more capable of competing succéssfully in the

domestic market and then, if possiblé, internationally.

Singh and Dhumale (1999) have recommended examples of Japanese
and Korean compe.tition policies as a role model for developing countries.
_An importaf_it 'poix_lt is that ih both these economies, although there were
competition laws but they were subservient to the requirements of

industrial policy in each country.

A multilateral agreement on competition policy, to be development
friendly, must be highly flexible allowing each country to determine its
f competition policy for itself 6n the basis of the country’s need and
circumstances. This implies that if a cost benefit analysis for a particular
country shows that there is no gain from it, the country need not have a
competition policy at all. This requires a case-by-case approach rather

- than one size fits all.

It may be perfectly legitimate- for a developiﬁg country competition
authority to allow -large domestic firms to merge so that they could
compete on equal terms with multinationals at least in their home
markets. The competition authority may therefore quite reasonably deny
‘national treatment to the multinationals and prohibit their merger
activity (because they are alreédy large enough to achieve economies of

scale). In these circumstances, a violation of the doctrine of ‘national
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treatment’ is likely to be beneficial both to economic development and to

competition. .

There is as yet no convincing case for a multilateral set of binding rules
to govern the competition pblic_ies and laws of countries. And there are
especially justified grounds for serious concern if such an agreement

were to be located within the WTO.

If a multilateral approach is at all needed, there are other venues that are
more suitable, for. e.g., the -UNC’I‘AD, which already has a set of
‘Principles on Restrictive Business Préctices.’ Moreover if the object i‘s to
arrange. for cooperation among compeﬁtion authorities of countries, then
'thére should certainly be no multilateral disciplines of the WTO type,

~ obliging developing countries to have universal competition policies.
(Khor, 2002)

Last but not the least, the global econdmy does need a multilateral bddy'

to address some of the really substantive issues:

(1) Competitiveness of domestic firms: to consider measures to be
undertaken by domestic firms and also by their governments in
order to enable local firms f(especially small firms) to become

competitive and to grow.
(2) Competition impeded by IPR protection.

(3) - Global monopolies and oligopolies and their effect on local firms in.

developing countries. -

- (4) Big mergers and acquisitions by TNCs and their effects on

developing countries.

29



- Chaptler III

- STRUCTURE, GROWTH AND REGULATION OF PRIVATE
CORPORATE SECTOR IN INDIA

Private corporate sector, an integral .componcr'lt of the Indian Industry
has undergone many structural changes especially after the opening up
of the economy in éarly 1990s. The present chapter discusses the
..structure, growth and regulatory framework of private corporate sector in‘
India in the pre-reform period (when India followed a policy of planned
and highly fegulated industrial policy) and .post;reform period (since
1991 when counitry embraced more liberalised policies). Besides, it tries.
to capture the impact of external libefahzafion on this sector particularly
) due to the entry of TNCs, and by comparing the size of Big Business
Houses of India vis-a-vis the TNCs, it emphasizes the need for

government intervention to promote globally competitive indigenous

firms.
Pre- Reform Period (1950-1990)

The most representative of monopoly capital in the Indian private.
corporate sector in the early stages of post-independence period was the
‘busmess group’. However, the"‘ process of premature monopolisation
resulted in the consohdatlon of the ‘business group’ as the representative:
unit of oligopoly in the industrial sector. One of the defining
) characteristic of the group‘ was that unlike the highly diversified yet-
independént giant cofporations of th.e Western Economy, the ‘business
group’ in India consisted of a number of legally independent firms
operating in number of mostly unrelated areas, and controlled by a

single, central decision-making authority (Ghose, 1972; Chandrasekhar,
1999).
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The other features of business groups were: wide diversification and
considerable technological integration, growth through acqliisition of
existing firms, market domination in most product markets as between -
different products and market segments, existence of linkages between
different buéihess segments, existence of linkages between different
business groups through joint-ventures and with fofeign capital
through foreign c_ollaboration; and linkages with banks and other-
sources of finance. These business houses adopted different growth
" strategies in different kinds of ”industries in order to limit the entry of
potential rivals and to maintain their economic power. In the 'm‘ore
dynamic areas where profit margihs were high, they adopted an
offensive strategy’ of obtaining licenses, establishing capacity and
bidding for a dominant share of the market. Whereas in areas where
demand was slowly growing and profits were low either because ofv
slack market conditioné or price controls, they adopted defensive
strategy to retain their early bases of monopdly power without actually
inverstin-g in the productive capacity. This was done by pre-empting:
capacity by adopting licenses, preventing entry by others, but not
) translating their licenses into installed capacity and thus maintaining
their dominance in aﬁ area which could be exploited at anytime in the
future when market conditions turned more favoufable (Ghose, 1974;

Chandrasekhar, 1988).

Goyal -(.71988) also identified the main factors which were responsible
for the rapid expansion in the number and size of big_businvess houses,
l.e., the s_jstgr_n of intef-corporaté investment, the wide partiéipatjon of
public sector financial institution in the risk capital, the interlocking
and business collaborati'ons_ between TNCs and large vprivate.

companies.

- The various studies which were undertaken in the early 1960’s to

investigate effects of growth of private corporate sector, highlighted
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that ohgopohstxc market structures overwhelmmgly dominated the
_Indian industrial sector and monopohstlc trade pract1ces were not rare
rather they prevailed on a very hlgh scale. In 1964, the monopoly
inquiry commission (MIC) reported that of a total of 1298 products
studiéd by it, 87.7 percent were in the hands of oligopolists with 437
being pfoduced by one firm each and 229 by two firms each. In fact,
exéept for food products, cotton textiles and jute textileé,'aimost the
} Whole of Indian industry was characterised by monopofy, duopoly and
oligopoly. R.K. Hazari (1966) in his.pioneering study also pointed one.
that the policies adopted in India had generated a partfcular type of
oligopolistic business structuré which was not only quite specific but- :
also stable in character. This extremely centralized structure, that
" combined products monopoly Ax.)vith a high degfee of concentration of
overall _industrial assets and sales and reduced potential competition
through the holding of investment . demsmn provided stability of this
ohgopoly (Chandrasekhar, 1999).

-‘The next section studies the regulatory framework which was responsible .

for this structure of Indian oligopoly.
Regulatory Framework

The givén structure and characteristics of the corporate sectof were.
influenced by the nature of the regulatory framework that was
implemented ‘during the import substitution regime. Some of the
‘prominent reguiatory' measures .im’plex‘nented duringv the pre-reform.
period in order to reduce Vcoh'centrati'on of economic power in private

sector are discussed below.

Industriés (Development and Regulation) Act, 1951

The first major component of the regulatory framework was the
instrument of industrial licensing, which was mandatory for all (except

small scale industry which was exempted) under the IDRA, 1951. Its
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main purpose was to regulate 'private investment in India and to achieve
national objectives, such as balanced 'reg'ional development, prevention of
concentration of economic power or excess capacities, encouragement to
laboﬁr-iﬁtensive technology and small scale industry. This Act also
allowed the government to prescribe ,pricés, methods and volumes of
) 'production and channels of distribution. Although there were numerous
amendments to the Ac t over the yearé, no significant changes were made

in the basic provision until the early 1990s.

The Industrial Policy Resolution adopted in 1956 laid ‘main emphasis on
simultaneously acc_eler'atmg the rate -of economic growth, | speeding~up.
‘industrialization through state-led investments, ‘preventing private
monopolies, curbing (.:oncentrationb of economic power of the business
houses by expanding the p'ublic. sector and reducing regiohal disparities

of income and wealth (Mookherjee, 1995).

Industrial licensing which was used as thé prime instrument to achieve
) these goals in fact be_came.an'instrument, to promote monopoly power.
Thus the government’s efforts to‘ curb ﬁionopoly and ‘economic
concentration could not be fulfilled. Various. committees which were
appointed in the 1960s (the Swamithan Committee, 1964; the
Mahalanobis Committee, 1964; the Hazari Report, 1967; "the Dutt
Committee Report,‘ 1964; and the Administrative Reform Cdmmission,-
1969)' to examme the industrial licensing regime pointed out that the
system had “failed practically on all counts whether it was regional
_dispersal, import substitution or preventing conc'entration' of economic
power. It was found that iﬁequalities had increased in the early.
planning years. Thus the working of the ﬁéensing system had helped
" incréase concentration of econdfnic power in private hands especially of
established business houses, partly by restricting entry of new ﬁrrris by
the practice of pre-emption of licenses. Table 3.1 provides a distribution

of licenses according to the extent of utilisation by the top twenty
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industrial houses during the period 1979-80. It is clear from the table
that large houses had a number of unutilized licenses which indicates

the practice of pre-emption so as to maintain their economic power.

Table 3.1

The Distiibution of Licenses Held by the Top 20 Industrial Houses
According to the Extent of Utlllzatlon (Ploductlon to Licensed)

SL Industrial | Total
No. House No. of Licenses in 1 Utilization Range Licenses
: ] Studied
Zero - 1225 25-60 60-100
() (%) o) %)
1 Birla 50 38 39 52 220
: 227 (17.3) 17.7) (23.6) (100)
2 Tata - 57 40 51 31 198
(28.8) (20.1) (25.8) (15.7) - (100)
3 Mafatlal | -5 11 8 8 35
(14.3) 314 - (22.8) | (22.8) (100)
4 1K 7 10 - 6 7 35
Singhania 20.0) . (28.6) (17.1) (20.0) (100)
5 Thapar 9 T 9 11 43 -
L (20.9) (16.3) (20.9) (25.6) (100)
6 Sarabhai 2 0 1 4 7
(28.6) ©0.0) (14.3) (57.1) (100)
7 Bangur 7 4 |- 10 5 29
' _ 4.1 (13.8) (34.5) (17.2) (100)
8 IC.L 1 4 . 4 . 10 24
‘2 (16.7) (16.7) @17 -(100)
9 - AC.C. 4 3 1 2 10
40) " (30.0) (10.0) (20.0) - (100)
10 .| ShriRam 11 1 . 3 13 44
(25.0) (25.0). 6.8) (29.5) (100) -
11 Kirloskar 19 .36 18 9 84
(22.6) 429 . 21.49) - (10.7) (100)
12 Hindustan 0 4 0 1 13
Lever . {0.0) (30.8) 0.0) 7.7 (100)
13 Larsen & 8 16 7 1. 9 43
v Toubro (18.6) (372 - (16.3) (20.9) (100)
14 Modi 3 1 4 10 22
) (13.6) 4.6) - (18.2) (45.5) (100)
15 Chowgule 1 1 0 "1 3
(33.3) (33.3) ©0.0) (33.3) (100)
16 Bajaj 6" 11 2 11 32
' (18.8) (34.9) 6.3) (34.9) (100)
17 Lalbhai 6 3 7 4 22
(27.3) - (13.6) . (31.8) - (18.2) (100)

Note: Figures in brackets are percentages calculated with respect to the house totals
Source: The Corporate Studies Group (1983), Functioning of Industrial Licensing
System-A Repoll
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Monopolies and Restrictive Trade Practices (MRTP) Act, 1969

MRTP Act was enacted 4n 1969, as an anti-monopoly legislation. It was

designed mainly to serve three._purpoées:- to regulate the concentration
“ of economic power? in'. private hands, to control monopolies and prohibit
mpriopolistic tfade pra'ctice’s5 and to curb restrictive trade practices.®
This Acf; covered only private sector undertakings and didn’t apply to any

undertaking owned or controlled by government, government companies

or a corporation established by or under any central or state Act.

Chapter III or MRTP Act defined two categories of companies (known as
MRTP companies):

I.  An undertaking which alone or together with other inter-
connected undertakings owned a minimum of Rs 20 crore,

- operating in one or more lines of business.

II. An undertaking which either by itself or along with other inter-
~ connected undertakihgs su_pplied or otherwise controlled at
~ least one-third of the market of any good or service within India

as a whole, or a substaﬁtial part there of. Mergers and
amalgamations that resulted in firms satisfying the above
definition of the MRTP act also required clearance from the
commission set up by the act. Thus growth of large business .
’ hbuses and conceﬁtration of economic power was sought to be
controlled by this act, which required largé or interconnected
firms to seek approval before investment even in a selécted list

of ‘core industries’ in which they were allowed to invest.

4 Economic power - it meant the power exercisable by the business concerns because of
their control over productive assets in a wide variety of goods and services,

5 Monopolistic trade practices- are defined as those practices which can reduce
competition, and .thus maintain prices at unreasonable levels or limit technical
development or capital investment.

6 Restricted trade practices- are practices which affect competition and thus affect
prices or flow of supplies.
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Foreign 'Exchange and Regulation Act (FERA), 1973

. Dealings in foreign exchanges as well as foreign investment came to be
regulated thrbugh this Act. It was essentially required that foreign equity
holdings had to be diluted to a maximum of 40% with exceptions made
for a few special industries. Purchases of technology were tightly
regulated and also there were restrictions on repetitive import of

- technology already acquired by another firm.

The 70’s led to the weakening of some regulations. A number of
engineering industries were permitted to expand capacity at the rate of 5
percent per year, starting from 1975. The mild trend towards
deregulation carried over into early eighties. Decontrol in cement and’
~ fertilizer industries got accelerated. The scope of FERA ‘companies was
widened by enlarging the range of areas permitted to them and non-
resident’ Indians were given facilities for investing in Indian Industries

(Mookherjee, 1995).

" A number of policy and procedural changes were introduced in 1985 and
1986. The accent was on opening the domestic market to increased
competition and preparing our industry to stand on its own in the face of
international competition. The technological and managerial modernisation
of industry was pursued as a key instrument for increasing productivity

and competitiveness in the world.

Thus industrial licenses were no longer required for firms with assets
below Rs 5 crore (revised to 15 crore in 1988) as well as in 25 broad.
industry groups. In 1985-86, the government prescribed the ‘rninimum‘

economic scale capacity scheme’ in abeut 72 industries. Modernization of
" equipment resulting in an increase of up to 49% of licensed capacity also

no longer required an additional license. The definition of the MRTP firms
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~was relaxed to assets excéeding Rs 100 crore, and about 34 i)rioi‘ity
industries were exempted from the scope of the act. In about 30 odd
industries, the new ‘broad banding’ ‘policy permitted firms to diversify
their product mix without seeking ‘prior approval. A large number of

items were freed from quantitative control on imports.

Policy Implications )

Despite all the anti-monopoly measures taken by the government,
concentration of economic power increased in the brivatc hands.
MRTP Act which was enacted in order to curb industrial
_ concentration was never implemented systematically. One of the
reasons for the defeptive implementation of MRTP Act was the
discretion given to the goverhment to decide the cases on their own

without referencing them to the MRTP commission.

As the Sachar Committed found, out of 618 effective applications-
_ received by the central government from 1 June 1970 to 31 December
1977 under sections 21, 22 and 23 of the Act (relating to expansion,
mergers, and amalgamations, takeovers and new undertakings), only
59 were referred by the goverhment to the commission. (Goyal, 1979).-
‘A study by Mani (1995) -also pointed that out of the total cases
" received by central governmcit_ﬁ.t during the period 1970-71 to 1988,

only a small fraction . of the cases were referred to the commission
(see Table3.2). |
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Table 3.2
Insignificant Role of MRTP Commission

-Applications for
" Year Notices for . : :
‘Substantial Establishment of New Mergerand - Take over
Expansion Undertakings Amalgamation

1 2 1 2 1 2 1 |2
1970/71 94 16 15 4 12 2 11 | Nil

1972 - 83 5 8 -1 3 1 15 |3
1973 84 6 26 4 7 1 15 I Nil
1974 60 2 53 5 2 Nil 8 | Nil
1975 - 80 1 46 4 4 Nil 8 | Ni
1976 83 1 48 -4 4 Nil 8 | Nil
1977 53 Nil 44 Nil 3 Nil 4 |Ni
1978 46 1 35 I 6 Nil 3 | Nil
1979 - 32 1 37 2 5 Nil 2 | Nil
1980 38 4 44 2 14 Nil 6 | Nil
. 1981 126 1 135 5 10 Nil 5 | Ni
1982 115 4 175 4 6 Nil 2 |'Ni
1983 108 .2 137 5 13 Nil 6 | Nil
1984 142 Nil 193 1 7 Nil 5 [ Nil
. 1985 09 Nil 231 Nil 6 Nil 19 | Nil
1986 104 Nil 262 ~Nil 5 Nil 21 | Nil
1987 NA Nil NA ~ Nil NA Nil NA | Nil
- 1988 31 Nil 252 Nil 10 Nil 39 | Nil

Total - : '
1970-80 1368 4 1741 42 119 4 177 3
(3.21 %) (2.41%) (336%) | | (1.69%)

Notes: I= Total number of cases
. 2= of which those referred to the commission
. Figures in brackets indicate percentage share of the total.
Source: Mani (1995)

Another weakness of the Act was fha't the inter-connected companies
.were expected to | register themselves, vbluntarily with = the
government. If is natural that under such. a situation, the larger
business houses attempted to minimize the registration of companies
controlled by them as they possibly could. The top 20 houses, alone,
managed to keep 512 companies outside the scope of MRTP Act
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Which were idefitified as controlled. by them by the Dutt Committee
(ILPIC) (Kumar, 1982). ’

The concept of joint venture also led to the rapid expansion of the BigA
Business Houses. Since TNCs preferred to establish joint project with
large compahies and the h_ouses which comrhandéd ‘control over large
economic resources, enjoyed high status and also had capabilities to.
obtain political and administrative ‘ patronage. Thus, | internat'ional

monopoly capital only joined hands with entrepreneurs who were at least
‘. constituénts of the national monopoly capital, it was obvious: that the
size of such ve.ntures would be large . (Goyal, 1»988). Also, larger houses,
while mainly expected to concentrate only on core or heavy investment
industries, could also go in for other industries if the production was
meant for export to the extent of 6‘O percent. Government did not realise .
the fact that 40 percenf of the capacity of a large unit could be quite
important in ‘the domestic market, especially when it was operating in an
area where smaller units with far less market strength were competing

(Paranjape, 1982).

" Due to the existence of such policies industrial -concentration remained
high even in the 80s. Table 3.3, shows the growth of total assets of the

top 15 Business Houses during the period 1963 to 1990. It is evident
that:

(a) the rate of growth in assets.of the top fifteen business houses in

successive periods was higher than in the previous period.

(b) During the given period, the lead has been maintained by the top
- two houses as one set and the others as another set. Top two
houses always had the lion’s share and claimed nearly 40 percent

of the overall addition to the assets of the top 15 during the period.

~
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at Constant (1981-82) Prices

Table 3.3 _
Total Assets of Top Business Houses of India

(in Rs. Crore)

SI

No. | BusinessHouse | 1963 1972 | 1975 | 1980 | 1985 | 1990
1 Bajaj - 1567 | 174.4 | 203.0 | 4935 | 692.6
2 Bangur 3679 | 310.9 | 275.2 | 209.4 | 5182 | 3705
3 "~ Birlas 1382.1 | 14648 | 1448 | 16239 | 32724 | 39333
4 | Hindustan Lever T 1940 | 168 | 2483 | 3471 | 5217
5 Ik 2783 | 3000 | 336 | 4683 | 8414 | 10316
6 Kirloskar - 2139 | 2064 | 2495 | 3447 | 357.0
7 T&T n 1965 | 2208 | 2449 | 569.1 | 6373
8 Mafatlal 2170 | 457.6 | 3904 | 4854 | 7681 | 7315

Mahindra &

o | Mahindra . 1442 | 1824 | 2109 343.1 | 3497
10 Modis n 442 | 184 | 2257 | 6510 | 6723
11 Reliance 5 o T [ 1882 | 8406 | 1827.9
V) ~Shriram 2594 | 30090 | 2656 | 2733 | 4314 | 4512
13 “Tata 16717 | 15967 | 14784 | 17452 | 29444 | 37343
14 Thapar 3396 [ 3385 | 3168 | 3946 | 8501 | 9943
15 VS N 1268 | 1648 | 2121 | 4131 | 5240

Source: Compiled from Ghose (1974) and Www.indiastat.com (Industrial Data

Book, CIER). Data on Index Number (of Wholesale Prices in India-All

Commodities) taken from Directorate of Economics and Statistics, Govt. of

Gujarat (1999), "Price Indices 1990-1998".

A similar picture emerges if one takes turnover as a base to reflect

changes in market concentration in the Indian private sector (Table 3.4).
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Table 3.4

Turnover of Top Business Houses of India

at Constant (1981-82) Prices

(in Rs. Crore)

st
No | Business House | 1963 | 1972 | 1975 | 1980 | 1985 | 1990
1 Bajaj - - 316 | 282.4 | 486.4 | 11545
2 Bangur 3066 | 3407 | 3504 | 4513 | 5604 -

3 Birlas 13670 | 17857 | 1635.2 | 20022 | 3367.9 -
4 Hindustan Lever - - 419.2 531.8 | 758.6. -

5 JKs 2547 | 286.0 | 3184 | 495.6 | 8613 -
6 Kirloskar — - 264.0 | 356.1 | 458.5 | 486.2
7 L&T : n 174.4 | 268.8 | 539.7 .

8 Mafatlal 2028 | 4104 | 5392 696.3 | 948.0 -
Mahindra &

9 ‘Mahindra - - 182.4° | 291.4 | 425.1 | 773.8

10 Modis - - 7416 | 4547 | 8859 | 8132

11 Reliance - - - 339.1 | 619.3 | 16452

12 Shriram 283.0 | 380.5 | 3856 | 502.4 | 684.6 -

13 Tata 1533.0 | 16887 | 17104 | 22034 | 32875 | 5693.0
14 " Thapar 334.9 | 315.8 551.1 | 7267 | 9723

40

Source:- Compiled from Ghose (1974) and www.indiastat.com (Industrial Data

Book,- CIER).

Data on' Index Number (of Wholesale Prices in India-All

Commodities) taken from Directorate of Economics and Statistics, Govt. of
Gujarat (1999), "Price Indices 1990-1998".

~This high growth of the " Indian Big Business was justified as a

consequence of the adoption of new, sophisticated and more efficient

technologies or to avail the economies of scale. But this logic of industry -

specialisation to harness economies of scale and adoption of new
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technologies to cut doWn costs of production does not appear to be
strong in case of most of the Big Business Houses in India, as most
business houses were highly diversified and least specxahsed For
example Birlas were in jute,  textiles, steel, shlppmg, cement,
'aufomobiles, tea, electrical and so on. Thus this growth in concentration -
in }th'e Indian private corporate sector. was not accompanied by industry

specialization which could reap economies of scale.

It would be inappropriate to say that the policies that evolved over the
~ years failed in their :objectives but this policy regime came at a
significant cost to the economy. The bullt -in- -bias of policies in favour of
) import substitution, export promotion, foreign collaboration resulted in
an implicit breakdown of 'the regulatory system as it defeated the
purpose for which it was adopted.” Thus the monopolies during this

period continued to prosper at the expense of smaller units (Chandra,
1976).

New Industnal Regime: 1991

In July 1991 major structural reforms were mtroduced in the industrial
and financial sectors with a view to improve the efficiency, productivity
and international competitiveness of- India’s manufacturing sector. This
was based partly on internal hberahsatlon but more” so on external

' openmg up.

The drastic changes which were announced 'by the government for the
industrial sector included: abolition _-of industrial licensing except for a
selective list of environment sensitive industfies.. All other industries
were permitted to expand according to their market needs, without prior-
expansion ‘or capacity clearance for the Indian government. Industries

reserved earlier for the public sector were deserved.

The entire chap Il of the MRTP Act (1969), which restricted growth or

expansion by firms, was also eliminated. This was expected to encourage

42



competition by reducing barriers to entry for new firms. The amended
MRTP Act gave more emphasis .to prevention and control of monopolistic,.
restrictive and unfair trade practices, so as to provide adequate

protection to consumers.

Oﬁe of the ifnportant features of the industrial reforms was to ease the
entry of foreign direct investment in several sectors of the economy. The
new policy provided for automatic approval of FDI up to 51% of foreign
equity holding in 35 specified, high priority, capital intensive 'and high
- 'teéhnology industries, as long as the foreign equity covered the foreign
éxc_hange r'e‘quirements for imported capital goods. The FERA Act (1973)
. was substanﬁally liberalised and former FERA companies with foreign
-equi-ty below 40 percent were permitted to raise it to 51%. The use of
foreign brands was permitted, “joint ventures” with Indian firms were>
élcare,d by RBI on a fast track, quantitative controls on producer goods
" ﬁnports ~were virtually abolished, import duties were reduced
substantially, and foreign transactions on current account ‘were freed

from control (Khanna, 1997).

The basic philosophy behind these industrial policy reforms was to
liberate the Indian Industry from the shackles of various - government..
controls. It was considered that ‘control raj’ has led to inefficiency and a
high}_cost sti‘Uctﬁre in Indian industry. The thrust of reforms was to allow
for more competition, by allowing free entry of firms into different secéors

of the economy.
Competitive Scenaric of Indian Industry in 1990s

More than a decade has passed since the industrial reforms -were
initiated in the Indian economy. The disastrous effects of the reforms
which are quite visible in the industrial sector have left Indian firms

vulnerable to the foreign competition.

With the withdrawal ‘of entry barriers and control on size of
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investment, choice of technology etc, the weakness of the Indian
firms ih meeting the challenges from new entrants (both domestic.
‘and foreign, with large plant sizes, better product features and
technology) came to the fore, since .in the previous regime .many
business groups had broadly diversified without paying much
attention to specific capébilities or strength to compete in the
business. Due to increasing competitiOn_ from fofeign firms, the
structure of Indian industry has ‘un'dergone a change. Many of the
business groups have restructured their busineé.s portfolios. There is a
definite departure from over diversification- Indian firms have retained
only those businesses in which they had capabilities and the long-term
competitive advantage. Firms are trying to seek economies of scale, in

plant sizes as well as marketing and distribution (Khanna, 1997).

The freedom given to multinational firms to enter a large segment
| of Indian industry has brought out a rush of large international
oligopolies with deep pockets and aggressive ' competitive
strategies. These MNCs are known to exercisé an oligopolistic'
cohtrol over several industries worldwide and have succeeded in
" maintaining their dominance in several national markets thrOLigh

the polices of differentiation and branding (Khanna, 1999).

In the last 10 years, there has been a substantial rise in merger and
acquisition activity in India. The 6pe-riing up of Indian economy to the
foreign capital aloi'ig With the abolition of industrial licensing has
- provided a spurt to the mergér activity. A study conducted by Khanna
(1999) showed that number of mefgers in _India have risen sharply
since the initiation of industrial deregulation. From a level, as low as
30-35 mergers in the late 1980s, the merger activity touched a peak of

430 merger announcements in 1995, and rose further to 552 mergers
. : ~
_in 1997, '

MNCs have also adopted this M &A route in order to enter Indian market
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or strengthen their position especially in consumer goods industries such
. as food and bevérages, household appliances,_pharmaceuticals, personal
~ care products and automobiles. These products are highly sensitive to
marketing network.s and bfand l;jyalties. Since building extensive
marketing networks is a time consuming process, hence, MNCs_try‘:to tap
the established marketing and distribution networks. As we see in the.
'tab/le given below (Kumar,.QOOO), 256 deals related to M & vA‘s by foreign
MNCs or fheir controlled affiliates in India hav;: taken place between
March 1993 and Feb 2000. Most of the MNE related deals have involved
acquisitions rather than mérgcrs and their number is increasing. And
these deals have been predominantly of a horizontal natﬁre.

* Table 3.5

MNCs Related M & As* in India

Year '  Mergers Acquisitions 3 thal
1993.94 4 9 13
1994-95 e 7 12
1995-96 | - 12 | 12
1996-97 - 2 46 48
1997-98 4 61 65
1998-99 2 30 | 32
1999-2000 5 74 79

Total 7 | 239 256

. * Note: Merger refers to deals where the identities of enterprises involved are merged.
Acquisition refers to a deal in which the acquirer takes over the operations of a going
concern.

Source: Kumar (2000}.

The Indian Industry is gradually being dominated by these MNCs or their .
affiliates. The soft drink market is already dominated by Coca-Cola and
Pepsi and the market for packaged food is coming to be dominated by

firms such as Nestle, Cadbury-Schweppes, Pepsi foods etc. In the home
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appliances  market (especially refrigerators, washing machines, room ‘air
- conditioners) - the hold of MNCs like whirlpool, LG, Electrolux etc has

been increasing.

In many cases, where the foreign firm was jointly controlled and managed
- with an Indian business house, many MNCs have bought out their Indian
| partners. Eg. In case of automobile industry, Daewoo which had: formed a
joint venture with DCM group, Ford with Mahindra and Mahindra, Fiat with
Premier Automobiles, General Motors with Hindustan Motors, and Mercedes-
Benz with Telco, local joint venture partners have been eased out by their
foreign partners completely. Gillette, which started in India by acquiring'_ .
Indian Shaving Products, has taken over Wilkinson and Malhbtra Co.s,

thus creating a near monopoly position in the shaving products market
(ibid).

Thus M & As, have increased the level of concentration in almost all the
- major industrial sectors in the last decade by reducing the number of

active enterprises in market.

The change in the competitive scenaﬁo has been overshadowed by the
entry of foreign firms in the Indian industrial sector. It has also
undermined the bargaining power of Indian firms to negotiate acceptable

terms in joint ventures with foreign firms.

What is more surprising is that ;"the number of dominant indigenous
enterprises which have been competing against TNCs in their respective
ﬁe_lds, are now succumbing to TNCS. So rather than having a competitive. ‘
oligopoly, Indian industry is increasingly producing a structure in which

* transnationals will have a dominant role. (Chandrasekhar, 1999)

If we see the growth of foreign companies in India from 1994 to 2002 in
the table given below, then it is not impossible to conclude that Indian

Industry in few years will be foreign controlled.
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Table 3.6
Growth of Foreign Companies in India
(31.03.1994 to 31.03.2002)

Ason - Number of Foreign Companies
31.03.1994 ' 565
31.03.1995 . 619
31.03.1996 _ 679
31.03.1997 _ 772
31.03.1998 - ‘ 871
31.03.1999 : 956
31.03.2000 - 1045 -
31.03.2001 L 1141
31.03.2002 - 1285

Source: www.indiastat.com (Forty sixth annual report
Ministry of Finance and Company Affairs, Govt. of India & Past Issues)

It appears that policy makers didn’t realise that India needed internal
Iiberalisation, not external liberalisation. Like the 1980’5 change when.
- creeping liberalisation had started taking place, this change was more
pro-inc'urnbehts rather than pro-competition '(broad-banding, automatic
licensing, selective  delicensing helped incumbents rather than.
~newcomers or consumers. It was more pro-business than pro-consumer
| (Dani Rodrik?). India needed this kind of liberalisation for a longer period
| to hélp domestic firms become globally competitive before fééing external
liberalisation. |

Exposing:' the firms to external liberalisation or freely letting in foreign
firms would not have mattered if our domestic firms had ,already attained
international scale or competitiveness in a wide range of sectors but such
_ is not the case. It is, therefore, important to make sure that these firms

should not resort to practices that will drive Indian firms out of the

arena.

. 7in The Economic Times, November 2003.
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Domestic Business Houses vs. Transnational Corporations (TNCs)

We have already discussed the structure of domestic business houses, so
. before comparing their competitiveness with TNCs, the present section

briefly discusses their impact of TNCs on the host country.

TNCs are among the worid’s biggest economic ‘institutions which occupy
a unique place in the global economic system. They are highly
concentrated structures, often large in size and have greater resources
and marketing strength than national firms (UNCTAD, 97). Most
gdvernments, especially those of developing countries see foreign
investment by TNCs as one of the keys to successful integration into the
global économy. Effects to attract TNCs through liberalisation, tax
concessions have been a dominant th¢me in developing policy of many
devel_'oping countries over the part decade. It seems that policy makers
" didn’t realise that there is a basic contradiction between the interest of

the TNCs and that of host country and its enterprises.

1. TNCs are profit-motivated corﬁmercial entities with a number of
rhonopolistic advantages-such as innovative ability, patent
protection, internationally reputed brand names and most
imp_drtantly the technological skill. These monopolistic advantages
give them. mafket power in the areas in which they specialise, and
enable them to indulge in monopolistic and/or reétrictive trade
practices including that of discouraging the local enterprise fron{
entering into cdmpetition, restricting odtput and selling at higher'
than reasonable prices (Kuxhar, 1987). ‘

2. TNCs can also have certain . implications for the balance of a
payments of the host country. A widely promoted assumption is
that the entry of TNCs in the developing countries can help the

host countries to meet the balance of payments problem by.

enhancing host country’s export. But such is not the case, at least
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in India, where TNCs have proved to be heavy losers of foreign.
exchange (Goyal, 1993). '

3. Most importantly, TNCs are supposed to be the carriers of new and
modern technologies that would help improve the technological needs
of the developing countries.  But now such is not the case, as TNCs
" are increasingly opting and restricting fhemselves to soft te.chnbloy
areas and are indeed avdiding capital investment. As observed ‘in case
of India, the process of takeovcré and consolidation of control was
quick in low techndlogy, elite oriented consumer goods industry like
beverage industry. As a vconsequence, the visibility of TNCs héve
become more pronounced but 'knowledge spillovers by them have

become very limited (Chaudhari, 1995).

Are We Globallv Competitive (DomestichIigopolies vs Global Oligopolies)

Where do Indian Business Houses (which are a representative of Indian
oligopoly) stand in front of TNCs ‘(which are highly concentrated

- structures)?

To compare the size of domestic business houses with that of TNCs,
sales® and fixed assets® of 20 Business Houses' of India and 20 TNCs for
the period 1992 to 2003 have been analysed (see tables 3.7 to 3.12 at the
end of the chapter). Whiie making the selection of; these business houses

" and TNCs certain factors have been taken into accouht.

_ 1. Sales and fixed assets have been chosen as they both together are

important indicators of size but neither of them is a sufficient

8 Sales: Income generated from main business activities like sale of goods and services,

fiscal benefits, trading income. It also includes internal transfers but excludes expenses
capitalised.

Y Gross Fixed Assets- this includes own ﬁxed assets such as plant and machinery, land
and building, furniture and fixtures, etc, Gross fixed assets are net of revalued asset
but excludes intangible assets.

Net Fixed Assets- Gross fixed assets less cumulative deprecxatlon
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indicator in itself.10

2. The selection of Business Houses of India covers all the leading .
business houses (owned by Indians) in térms of their sales. These
Business Houses are highly diversified and cannot be associated
predominantly with a single industry. However, most of their
avenues of operation coincide with the industries in which TNCs
are operating. For example, Tatas are into automobiles, hotels,
telecom etc.; Birlas are into cement, automobiles, "petro-refining

etc.; Videocon and BPL are into consumer electronics; and so on.

3. The selection of TNCs covers some of the leading TNCs of the
world, in terms of their.. sales. These TNCs belong to different
industries, such  as, electronics and electrical equipments,v food
and beverages, pharrnaceutica_is, petroleum exploration, refining
and distribution, and automobiles etc., and they have made their
presence felt in the Indian market (choice to some extent has been

affected by the availability of dataj.

4. All financial companies/ co_rporatioris have been ruled out since the

focus is on manufacturing sector only.

5. For comparing the growth of sales as well as fixed assets of the.
Indian Business Houses with that of TNCs, over a period of twelve
years from 1992 to 200'3, yearly averages (of sales and fixed assets)

for both the groups have :been taken.

Figufes 1, 2, 3 and 4, given below,; show the growth of sales and
net fixed assets of the Indian Business Houses as well as that of

"TNCs over the period from 1992 to 2003.

10 Companies with large assets can be classified as small companies in their initial
years if sales is the criterion for selecting size. Similarly, a company which operates
with leased assets and outsources jobs but has a large operation would be classified as
small company of assets were used as a measure of size.
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Figure 1

A Comparison of Sales of Indian Business Houses and TNCs
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Figure 2

A Comparison of Fixed Assets of Indian Business Houses
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Figure 3

Growth of Sales and Fixed Assets of Indian Business Houses (1992-2003)
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From figures we observe that:

1. There exists a huge disparity between the size of indigenous

ﬁrms and TNCs,. The big business houses of Iridia, which
are representativé of Ihdian oligopoly are pygmies in front of
the large - TNCs. ‘These TNCs are highly concentrated
structures and domestic business houses can't compete with

them in terms of sichand market share.

2. Although trend rates of growth of sales and fixed assets of

| the group of 20 Ihdian Business Houses (at 15% p. a. and
16.95% p.a. respectively) over the period 1992-2003 are
significantly higher than the trend growth rates of sales and.
fixed assets of the 20 TNCs (which are 7.9 p.a. -and 7.1 p.a.); o

the growth of Indian Business Houses has been on a very

small base.

While Net AFixed Assets (Average for 20 business houses of
India) increased from Rs 12.85 bn 1992 to Rs 71.96 bn in
2003 (both at current prices), the corresponding increase for
TNCs (average of 20 TNCs) was from a huge Rs 422.9 bn to’
Rs 899.6 bn. Sirhﬂa:ly,_'while average sales of 20 Indian
business houses increased from Rs.18.87 bn in 1992 to
Rs.87.79 bn in 2003, fof TNCs the corresponding increase.
was from Rs.1140.2 bn in 1992 to Rs.2628.7 bn in 2003.

Thus the gap between Indian business houses and TNCs is widening

with time.
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Need for Big Domestic Firms (Ne_ed for Dorﬂestic-Oligopolies)

" The opening of Indian Industry in 90s has led to increased competition
between the Indian firms and the TNCs for the Indian market and
gradually the dominance of foreign firms in Indian industry is increasing.
Thus, the first priority for most Indian firms today is to maintain their

~hold on domestic market and become globally competitivé.

. As. mentiohe_d earlier, the process of ‘late industrialization has _madc
oligopolistic ~market structure technically inevitable in developing
countries. Indian business 'hou-ses are representative of this oligopbly_
and if this oligopoly is broken, it will lead to unéconomic scales of

production. Therefore, we can’t__breélk these product oli’gopolies. because
" firms need economies of scale to compete with these TNCs which we saw
in last section, are quite large in size in comp’ai’ison to the Indian .

business houses.

Thus large size is required by Indian ﬁrms to compete with these foreign.
‘oligopolies (TNCs). The rationale for fostering s’ize is obvious, firstly to
realise economies of scale and secondly, only' large firms can internalise
many of the functions in different markets for capital, skills and
technology and even 'infraSﬁucture. They could undertake the cost and
risk of absorbing very complex technologies ‘(Withouf heavy reliance on
FDI), further develop-it by thcir__own R & D, set up world-scalei facilities
.' and create their own brand names ahd distribution networks. Japan,
South Korea, Taiwan-r'followéd this policy to promote their indigenous
e_riterpriSes (Lall, 2004). |

South Korea, which had a strong preference for promoting indigenous.
enterprises, followed this strategy by deliberately creating large private
conglomerates, the Chaebol. The domestic market was not exposed to

free trade, the entry of TNCs was restricted and quantitative and tariff
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measures were used over time to give infant industries freedom to
develop their capabilities. The government undertook various measures
to encourage export performance, vigorous domestic competition and

deliberate intervention fo rationalize the industrial structures.

No doubt the spread of gloabliSa_tion' hés made it'm‘ore difficult ahd risky
to take the path which was adopted by the countries like Japan, South
Korea, Tajwaﬁ for promioting their industry. But the bottom line remains
the same that there is need to foster the Adevclvop._ment of domestic

| - enterprises (ibid).

Need for Government Intervention

Its quite x'ight that government controls in India in the past did not
’ always produce the desired results but that doesn’t mean that
government intervention should be eliminated all together. Withdrawal of
all ‘monopoly restraints has resulted in several markets  becoming
- oligopolistic; With a reduction in competition. Almost all takeovers by

foreign forms have tended to reduce the players in the specific industries.

India’s policies of lifting crucial restrictions on the TNCs shows
government indifference to the status of indigenous firms and its passive

-reliance on the TNCs for economic development. Few countries in the

- world would permit their dominant national players to be'bought over by

multinationals. - None of the economically successful countries like
Japan, Korea etc during their development stage provided the type of
'freedom to fofeign enterprises which India is offering to them. In Japan,
dliring the liberalisation phase, the. policy planners did not open the
- investment doors” for TNCs until they felt that the Japanese enterprises

are strong enough to compete with foreign firms (Chaudhari, 1995).

Thus government support is necessary for the indigenous firms to grow

vis-a-vis the TNCs But strengthening government capabilities should not
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mean returning to the old days of import substitution, it is important to
leam from the past mistakes and the experiences of other countries.
Sometimes government failures can- be inevitable but they are not
necessarily more costly than market failures and there is no doubt that

' government capabilities can be strengthened (Lall, 2004).

A strategic intervention on the part of government is required to take
care of the negative features of the operations of the TNCs and to ensure
that the country gains from their investment. There is need to regulate

TNCs keeping in mind the needs and priorities of the country.

’

Government should realise that for industrial development, the basié role
will have to be played by _fhe indigenous sector. Therefore it should
encourage the indigenous firms to grow but these interventions have to
be selective. Measures should taken tb ensure enough vigorous domestic
Corﬁpetition/rivalry in a oligopolistic market structure which would
enhance consumer welfare-in terms of increase in output and decline in
the market 'price and would also keep a check on anti-competitive

conduct by these firms.

The» issue which needs to be addressed at this juncture is whether
- competition 'policy in India as an instrument of government intervention
~could fulfil this task.
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SALES OF TOP BUSINESS IIOUSES* OF lNDlA

Table 3.7

(in Rs. Billion)

S1 No. | Business House 1992 | 1993 | 1994 | 1995 [ 1996 | 1997 | 1998 -| 1999 | 2000 | 2001 | 2002 | 2003
1 Bajaj Group 20.8 ) 229 ) 256 | 32.1 | 399 | 44.1 | 439 | 47.7 | 50.5 | 48.9 | 488 61.8
2 Birla Aditya Group 37 46 527 1622 ] 777 | 803 | 87.6 | 955 | 116 | 130.2 | 136.2 147
3 Birla B.K. Group 244 | 28.7 | 313 33 37.2 | 39.2 | 441 | 414 | 457 | 517 | 522 53.5
4 Birla C.K .Group - 145 | 157 | 184 ] 203 | 26.1 | 26.8 26 284 | 304 | 30.2 | 26.1 25.9
5 Birla K.K. Group 11.9 | 12.3 | 134 | 22.7 | 26.7 28 312 | 30.1 | 30.5 | 404 | 37.1 36.7
6 BPL Group 3.6 6.4 8.3 12.7 | 183 | 20.1 [ 21.6 | 254 | 252 | 22.5 | 224 -

7 - | Escorts Group 105 | 9.7 11.1 | 151 | 185 | 159 | 143 | 157 | 183 | 17.1 | 11.9 10.2
8 Essar (Ruia) Group 3.1 4.1 7.6 72 | 5.8 17.9 | 234 | 203 | 23.3 | 245 - 16.7
9 Godrej Group 13.3 124 | 146 | 183 | 21.6 |-24.2 25 28 26.5 | 289 | '35 31.2
10." | Larsen & Toubro Group 134 | 145 | 173 [ 208 | 294 | 37.3 | 358 | 40.4 | 389 | 42.6 | 496 55.1
11 Mahindra & Mahindra 12.9 16 183 | 224 [ 309 | 383 | 426 | 429 | 469 | 467 [ 429 494
12 Om Prakash Jindal Group 6 7. 9.2 153 | 21.7 | 234 | 278 | 246 40 56.4 | 61.6 60
13 Ranbaxy Group 32 44. 1 59 | 72 |.94 [ 105 | 11.77] 109 | 155 | 16.2 | 18.1 26.2 .
14 Reliance (Ambani) Group 438 | 576 | 683 | 91.2 |101.2 | 103.1 | 156.9 {166.1 | 229.6 | 608 532 583.2
15 RPG Enterprises Group 17.5 | 232 | 272 347 | 462 | 468 | 46.7 | 52.7 | 548 | 475 | 346 333
16 TVS Iyengar Group 106 | 122 | 12.1 | 176 | 23.6 | 342 | 36.1 | 39.2 | 46.2 | 50.7 53 67.4
17 Tata Group 926 | 104.4 ] 122.8 1 159.41 206 | 234 | 215.8 | 206.4 } 246.9 | 257.5 | 228.3 | 260.4
18 Thapar Group 24 274 | 322 | 417 50 50.1 | 355 | 447 | 475 | 539 | 531 | 526
19 UB Group 6.4 7.6 7.9 143 | 63 17 197 | 17.5 | 20.5 | 23.1 | 244 24.5
20 Videocon Group 7.9 9.3 12.1 | 154 ] 22.1 | 237 | 27.2 33 43 47.2 - 72.9

Note: * = Data for each Business House have been compiled from the figures for individual companies owned by the Business Houses;
the list of companies taken into account is given in the Annexure- L.

Source: CMIE




Table 3.8
SALES OF TNCs*
(in Rs. Billion)

S1 No. | Corporation 1992 | 1993 | 1994 | 1995 | 1996 | 1997 | 1998 | 1999 2000 | 2001 | 2002 | 2003
1 Cadbury Schweppes Co - - - - - - - 2946 | 3106 | 386.3 | 409.2 ] 5173
2 Canon Inc 416.8 | 514.5| 6594 | 702.5| 784.6 | 788.0 | 10265 | 1113.6 | 1105.5 | 1049.2 | 1179.4 | 1352.3
3 Coca Cola Co 3985 | 436.0 | 505.5| 602.1 | 663.9| 6988 | 790.9 | 857.9| 931.9| 953.8 | 938.7| 953.0
4 Exxon-Mobil Corp** 3546.2 | 3488.3 | 3576.5 | 4074.2 | 4153.5| 4471.6 | 4854.9 | 6971.8 | 9410.1 | 8941.9 | 8612.2 | 9670.5
5 Mobil Corp 1964.7 | 1992.0 | 2097.5 | 2455.2 | 2854.2 | 2390.0 | 2250.7 - - - .- -
6 | General Electric Co 1750.1 | 1897.9 | 1862.0 | 2341.5 | 2811.6 | 3375.0 | 4228.0 | 4835.6 | 5929.3 | 5989.9 | 6287.1 | 6026.5
7 | General Motors Corp 4058.1 | 4191.0 | 4779.1 | 5482.5 | 5609.0 { 6623.7 { 6541.9 | 7652.1 | 8432.5 | 8450.7 | 8987.7 | 8418.0
8 | Gillette Co 156.3 | 169.4 | 2481 | 294.4 | 3408 | 3754 | 387.0| 390.0 | 4203 | 424.4| 4044 | 4175
9 | IBM Corp 1976.9 | 2010.8 | 2012.7{ 2405.1 | 2694.5 | 2917.8 | 3437.1 | 3795.7 | 4033.5 | 4091.8 | 3904.2 | 4043.4
10 | Johnson & Johnson 423.0 | 4423 | 493.0| 628.9] 766.8 | 840.0 [ .997.1 | 1191.6 | 1361.3 | 1573.8 | 1742.7 | 1896.9
11 | Lafarge S.A. - - - - 260.2 - - 5253 | 5818 | 7365 776.0
12 | McDonalds Corp 217.6 | 232.1| 260.6 | 327.8| 379.9 | 423.7| 521.7| 5763 | 648.7| 705.8 | 741.4 | 776.0
13 | Motorola Inc - 05333 ] 395.6 | -903.2 1 994.0 | 1107.7 | 1316.8 | 1434.2 | 1713.0 | 1430.7 | 1280.5 | 1225.3
14 | Nestle S.A. 1177.0 | 1229.7 | 1529.2 | 1629.0 | 1519.4 | 1795.3 | 2187.6 | 2023.5 | 2265.7 | 2413.1 | 3090.6 | 3212.9
15 | Pepsico Inc 671.2 | 784.3 | 888.6| 6356 | 7207 | 776.9 | 938.2 | 1083.3 | 1018.7 | 1120.7 | 1208.3 | 1220.7
16 | Pfizer 220.7 | 2227 ) 248.1 | 334.5| 3479 | 408.9 | 976.0 | 1174.2 | 1343.0 | 1535.6 | 1554.9 | 2046.6
17 | Philips Electronics 1020.6 | 950.5-| 1058.2 | 1341.3 | 1452.0 | 1245.2 | 1426.2 | 1451.6 | 1626.2 | 1373.5 | 1607.9 | 1656.4
18 | Procter & Gamble 9318 953.6 | 951.4 [ 1117.2°] 1270.9 | 1382.7 | 1565.0 | 1650.9 | 1822.6 | 1869.4 | 1935.2 | 1965.0
19 | Shell Oil Co ' 2966.9 | 2986.4 | 2976.7 | 3676.2 | 4554.7 | 4757.8 | 3954.6 | 4567.0 - - - -
20 | Seagram Co - - - 324.5 - 382.9 | 3955 | 533.0 | 7126 - - -

Note- 1: * = Twenty leading TNCs from various industries have been selected based on availability of data.
2: ** = Figures till 1998 represent the Net Fixed Assets of Exxon Corporation only, Exxon and Mobil were merged in 1998.
3: Nominal exchange rates of $US vis-a-vis Rs for different years have been used.
Source: 1. World Investment Report (UNCTAD),various issues ‘

2. http://edgarscan.pwcglobal. com/EdgarScan




Table 3.9

NET FIXED ASSETS OF TOP BUSINESS HOUSES* OF INDIA
in Rs. Billion)

SI No. | Business House 1992 | 1993 | 1994 | 1995 | 1996 | 1997 | 1998 | 1999 | 2000 | 2001 - 2002 | 2003
1 | Bajaj Group 65 167 1 65 { 81 [ 109 | 11.8 {143 {174 | 201 | 23.9 | 252 | 2525
2 | Birla Aditya Group 22.2 |.356 | 432 | 528 | 65.3 | 81.2 | 98.5 | 1153 | 112.3 ] 114.8 | 123.2 | 120.61
3 | Birla B.K. Group 13.7 {151 | 17.9 | 24.4 (308 | 36.1 | 364 | 348 | 33.7 | 34.1 | 305 | 29.03
4 | Birla C.K .Group 60 | 71 { 72 | 74 [ 80 | 92 [123 1139 {133 | 129 | 13.1 | 12.69
5 | Birla K.K. Group 13.5 | 17.8 [ 20.0 | 20.8 | 223 | 244 | 29.5 | 373 | 369 | 358 | 320 | 3Ll1
6 | BPL Group 1.0-1 29 [ 33 | 49 | 49 | 111 [ 116 | 160 | 141 | 147 | 191 | 13.04
7 | Escorts Group 3.0..-31 | 35 | 39 [ 81 | 126 [ 125 | 146 | 151 | 164 | 127 | 15.06
8 | Essar (Ruia) Group 124 [27.6 | 394 | 76.5 | 944 | 97.1 [127.7 [139.2 | 147.1 | 138.2 | 147.5 | 159.67
9 | Godrej Group 1.7 [ 31 {34 | 49 | 65 | 73 | 81 | 82 | 86 | 81 8.9 9
10 | Larsen & Toubro Group 80 [11.0 [ 145 | 190 | 274 | 37.1 | 47.7 | 593 | 62.4 | 61.6 | 59.4 52.2
11 | Mahindra & Mahindra 39 141 | 38 | 49 | 77 [ 108 | 128 [ 134 | 17.8 | 20.5 | 20.7 | 19.76
12 | Om Prakash Jindal Group | 2.5 | 44 | 67 | 13.6 | 26.1 | 44.0 | 62.6 | 756 | 89.1 | 93.2 | 101.8 | 83.53
13 | Ranbaxy Group ' 1.2 116 | 22 | 33 | 48 | 55 | 65 [ 67 | 68 | 69 | 63 6.44
14 | Reliance (Ambani) Group | 60.8 | 65.1 | 78.4 | 125.6 | 163.4 | 216.2 | 318.3 | 388.8 | 399.9 | 441.6 | 475.5 | 448.32
15 | RPG Enterprises Group * | 12.6 | 17.4 | 389 | 459 | 56.2 | 62.2 | 64.5 | 655 | 68.4 | 65.0 | 64.3 | 61.98
16 | TVS Iyengar Group 3.6 | 42 | 49 | 73 [ 121 | 152 | 189 | 23.7 | 21.8 | 250 | 226 | 23.08
17 | Tata Group 68.1 | 96.4 {122.5]138.3 | 152.0 | 166.0 |192.0 | 218.2 | 233.5 | 253.4 | 254.2 | 244.05
18 | Thapar Group 107 {13.8 | 16.1 | 19.5 [ 279 | 309 | 226 [ 335 | 307 | 413 | 36.8 | 41.44
19 | UB Group 33 | 36 | 31 | 47 | 74 | 86 | 81 | 82 | 83 | 98 8.0 9.05
20 | Videocon Group 25 |35 | 67 | 113 {136 | 166 | 172 [ 221 | 253 | 27.9 - 33.85

Note: * = Data for each Business House have been compiled from the figures for individual companies owned by the Business Houses;

the list of companies taken into account is given in the Annexure -I.
Source: CMIE




Table 3.10.

NET FIXED ASSETS OF TNCs*

(in Rs. Billion)

SI No. | Corporation 1992 | 1993 | 1994 | 1995 - 1996 | 1997 | 1998 | 1999 | 2000 | 2001 | 2002 2003
1 Cadbu[LSChweppes Co - - - 115.7 | 237.3 | 253.2°] 253.2 | 269.6 | 329.0 | 309.5 | 434.4 | 499.3
2 | CanonInc - - - - 219.1 | 223.1 | 222.7 | 246.4 | 3163 | 312.0 | 332.1 | 3386
3 Coca Cola Co 49.0 | 116.1 | 1256 | 143.8 | 124.3 {~137.5 | 151.5 | 182.0 | 187.3 | 209.8 | 267.74 | 276.82
4 | Exxon-Mobil Corp** 1891.1 | 1941.8 | 1990.8 | 2187.6 | 2364.3 | 2468.1 | 2793.4 | 4073.0 | 4102.1 | 4273.0 | 4283.9 | 4760.4
5 | Mobil Corp 766.3 | 784.3 | 800.7 | 829.6 | 972.7 | 910.7 | 1039.1 - - - - -

6 | General Electric Co 6222 | 661.9 - 856.3 | 1018.9 | 1200.6 | 1501.9 | 1776.5 | 1827.2 | 2007.7 | 2223.6 | 24188
7 | General Motors Corp*** - 1082.3 | 1068.5 | 856.3 | 933.7 | 1260.1 | 1354.7 | 1416.9 | 1548.6 | 1735.9 | 1629.1 | 1733.5
8 | Gillette Co - 30.7 37.6 440 | 53.5 | 888 | 1152 | 143.0 - 159.9 | 166.9 | 1588 | 163.4
9 | IBM Corp - 659.0 | 549.0 ] 521.2 | 551.9 | 617.7 | 680.2 | 824.6 | 758.3 | 762.9 | 786.9 | 653.5 -

10 | Johnson & Johnson 125.7 | 138.0 | 153.9 | 170.6 | 198.8 | 215.6 | 265.0 | 290.3 | 338.0 | 367.2 | 394.8 | 4447
11 | Lafarge S.A. - - : - - - - - 365.0 | 561.0 | 569.0 | 510.1
12 | McDonalds Corp - - 336.0 | 428.2 | 507.7 | 553.8 | 673.1 | 706.3 | 776.6 | 820.3 | 839.5 | 903.1
13 | Motorola Inc . 137.9 | 172.5 | 219.8 | 311.1 | 344.4 | 364.3 | 420.7 - | 4842 | 462.6 | 2768 | 2314
14 | Nestle S.A. - 867.1 | 856.3 | 687.2 | 849.1 | 931.9 | 1086.6 | 1140.6 | 1248.5 | 665.6 | 762.8 | 903.1
15 | Pepsico Inc 226.8 | 276.1 { 307.7 | 327.8 | 213.0 | 230.5 | 307.1 | 225.3 | 296.9 | 324.3 | 331.3 | 354.0
16 | Pfizer 70.5 81.6 942 | 113.7 | 1207 | 137.5 | 185.1 | 372.6 | 429.4 | 462.6 | 485.6 | 825.9
17 | Philips Electronics - - - - - - - 488.2 | 464.6 | 324.8 | 299.2 -

18 | Procter & Gamble - 294.88 - 368.0 | 394.1 | 420.0 | 509.0 | 546.0 | 593.8 | 634.3 | 594.5 | 635.3
19 | Shell Oil Co 609.9 | 596.03 | 596.6 | 648.9 | 706.5 | 620.7 | 479.6 | 4420 | - - - -

20 | Seagram Co - - - 40.1 | 103.0 | 929 | 113.6 | 1343 | 137.0 - - -

Note 1: * = Twenty leading TNCs from various industries (see Annexure-II) have been selected based on availability of data; ** = Figures till 1998 represent the

Net Fixed Assets of Exxon Corporatlon only, Exxon and Mobil were merged in 1998; *** = Figures for 1993 to 1996 have been taken from 10-Q3 reports
(Quarterly Reports) filed by the GM Corp at the US SEC. Note 2: Figures for each year have been converted to Rupees at the nominal exchange rate (of each
Currency) for that year. Note 3: Nominal e\change rate of CHF for 2003 has been used for all the years for Nestle S.A.

Source: 1.10-K (annual) reports filed by the Corporations at the US Securities Exchange Commission (SEC), extracted by Edgar Scan from the Pncewaterhouse

Coopers Global Technology Centre and given at the website http: //edgarscan pwcglobal. com/EdgarScan 2. Annual Reports of the Corporations for various
years; 3. Data about Exchange Rates of foreign currencies vis-a-vis Rupee have been taken from Institute for Studles in Industrial Development's Research
Reference CD (Annexure-III).




| Table 3.11 |
A Comparison of Sales of Indian Business Houses and TNCs

(1992 - 2003)
' (in Rs Billion)

Year Average of Sales of 20 Indian Business Houses Average of Sales of 20 TNCs
1992 18.87 1140.2
1993 - ' 22.12 11762
1994 25.81 1255.8
1995 | 33.18 1481.2
1996 : - 40.93 1635.4
1997 |- ' 45.74 ' 3 1762.2
1998 48.64 ' 1920.8
1999 _ - - 50.54 - 2212.2
2000 . ‘ 59.81 ‘ : _ 24228
2001 R : 82.21 ' 24292
2002 81.51 , ' 2533.1
2003 , ‘ 87.79 . : _ 2628.7

Note: For calculating average of Sales of the TNCs, the missing data have been interpolated or extrapolated
by using the trend rate of growth. :



N
Table 3.12
A Comparison of Fixed Assets of Indian Business Houses and TNCs

(1992 - 2003)
(in Rs Billion)

- Year Averdgc of Net Fixed Assets of 20 Indian Business Houses Average of Net Fixed Assets of 20 TNCs
1992 ,. : 12.85 y 422.9
1993 17.2 ‘ 439.7
1994 22.1 458.6
1995 , -~ 29.85 . 479.2
1996 ' 37.47 : 539.3
1997 . ) 45.18 ' ) 587.6
1998 ' 56.1 ' 659.5

- 1999 s 60.58 : : 737
~ 2000 ' - 68.25 , . 798.1

2001 : 72.26 i 811.1
2002 : - 74.47 , _ 820

2003 : C71.96 ‘ : ~ 899.6

Note:For calculating average of Fixed Assets of the TNCs, the mxasmg data have been interpolated or extrapolated
by using the trend rate of growth.



Chapter IV

COMPETITION POLICY AND LAW IN INDIA

This chapter deals_‘witl"l competition policy in.India. The adoption of a
competition policy/law has no doubt become really important in this
liberal FDI and indlistrial policy regimé as the large firms especially TNCs
~are indulging in new forms of anti-competitive practices and rént-seeking'
_ éctivities. T_he chapter is divided into three sections: the origin of
competition law in India (MRTP Act, 1969), ‘the critical review of the
current law “Competition Aét-2002”, and the Competition Act of India in
the context of WTO. |

‘ . Origin of COrn'petitionb Law in India

The origin of anti-‘mdnopoly -legislation in India dates back to the
establishment of the Monopolies and Restddtive Trade Practices Act,
1969 (MRTP Act). The genesis of the act was traceable to the directive
principles of the state pblicy in articles 38 and 39 of the constitution of
 India which stated, that the state shall, in particular, direct its policy

~ towards seéU._ring the following aims:

1. The ownership and control of material resources of the community

-are so distributed as best to serve the common good; and

2. The operation of the economic system ‘does not result in the
concentration of wealth and means of production to the common

detriment (CUTS, 2002).
The Preamble of the MRTP Act read as: -

“An act to provide that the operation of the economic system does not
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result in the concentration of economic power to the common detriment,
for the control of monopolies, for the prohibition of monopolistic and
restricted trade practices and for matters connected therewith or
incidental there to.” Thus the thrust of the MRTP Act was directed
towards. these tenets only. The prohibition of unfair trade practices was

also included in one of the amendments of the act.

' In 1991, when the country was introduced to various reforms many
| amendments were made to the act also. Most of the provisions of the MRTP
Act, which dealt with concentration of economic_ power, were deleted. The
threshold limits with regard to assets for defining MRTP or dominant
~undertakings were removed (prior to 1991, all firms and inter-connected
undertakings with assets above a certain size, i.e., Rs.100 crore, had bcen‘v
 classified as MRTP units).Along with it, the provisions related to additional
iﬁvéstment approval for large and/or dominant firms, the requirement for
approval for mergers, amalgamations and take-overs involving such firms
were also removed. A section of the Act, requiring government approval for
the ‘acquisition or transfer of shares in excess of 25 percent of a firm'’s
- equity was éimultaneously moved to the (ompanies Act and made
applicable only to aéquisition by ‘dominant firms’, as defined in the MRTP

Act (those with a market share of one-quairter or more) (ibid.).

Its thrust was left on curbing monopolistic, restrictive and unfair trade
practices with a view to preserve competition and safeguard the interests -
of consumers by providing them protection against false or misleading

advertisements and/ or deéeptive trade practices..

In the last decade, many changes have taken place in the economic
environment and structure of markets in India. There has been a wave of

mergers and acquisitions, involving foreign firms in most cases which
| have led to rise in anti-competitive practices. The regulation of these

activities was beyond the scope of the amended act and its ability to
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check monopolistic, restricted or unfair trade practices so as to promote

consumer welfare was also limited.

Thus, Competition Policy in India was in a state of flux since' MRTPC was
not seen as’an agency which had the capability of tackling competition
related problems. It was considered obsolete in certain respects in the.
ll,ight of international economic development relating more pérticularly to ‘_ |
competition laws. All these factors led to a desire for a new competition

law in India.
Current Law: ‘Competition Act-2002’

The new Competition Act had its genesis in the late 1990s, when the
| government decided that a comprehensive and effective competition law
was required for a changed domestic and global economy as a part of
seconid” generation reforms. At about the same time, the relationship
between trade and competition policy was mooted as an area which
could be relevant for the WTO. Responding to these twin pressures, the -
| Competition Bill was formally introduced in Paﬂiament in August 2001.
Thé so-called resulting ‘Competition Act’- received the Presidential assent

in January 2003.

The new competition act seems to prornoté and sustain competition in
markets by preventing anti-competitive practices. Its “an act to provide,
keeping in view of the economic dévelopmerit of the country, for the
. establishment of a commission to prevent practices having adverse effect
on competition, to promote and sustain competition in markets, to
protect the interests of consumers and to ensure freedom of trade carried
on by other participants in markets, in India, and for matters connected -

there with or incidental thereto” (Government of India, 2003).

Thus there is definite departure from restricting monopolies. to promoting

fair competition in the competition policy of India. The new competition:
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policy emphasizes the need for greater competition and sketches out the
policies and laws needed to tackle the factors that come in the way of
competition in the market place and the apex body under the
Competition Act which has been vested with this respbnsibility, is known

as Competition Commission of India (CCI) the successor to the MRTP
' Commission (MRTPC). |

The major areas covered by the act _arc: ‘agreements among enterprises,

abuse of dominance and mergers.

Anti-Competitive Agreements

- All those agreements between firms, which may have the potential of
restricting competition. The Act prohibits agreements that “cause an

appreciable adverse effect on éompetition within India.” These are:

Horizontal Agreements: (agreements between rival sellers of similar

products) involving:

1. Agreements regarding prices (Price;fndng)-these include all
agreements that directly or indirectly fix the purchase or sale
prices.

2. Agreements __regarding output-include agreementsaimed at limiting
or controlling production, supply, markets, technical development

or investment.

3. Agreements regarding bids (bid-rigging)-agreements between
enterprises or pérsons engaged in identical or similar production
or trading of goods or p_rovisioﬁ of services, which has the effect of
eliminating or reducihg competition for bids or adversely affecting

or manipulating the process of bidding.

4. Agreements regarding marketréharmg- these include agreements
for sharing of markets or sources of production/supply by

territory, type, or any other way.
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Vertical Agreements: (refer to those between firms at different stages of

the production or distribution chain, and) include:

1.Tie-in Arrangement- any agreement requiring purchasey of goods,

as a condition of purchase,to purchase some other goods.

2. Exclusive supply agreement- any agreement restricting in any
manner the purchaserin the course of his trade from acquiring or
otherwise dealing in any goods other than those of the seller or

any other person.

3. Exclusive distribution agreement- includes any agreement N to
limit, restrict or with hold the output or supply of any goods or

allocate any area or market for the disposal or sale of the goods.

4. Refusal to deal- any agreement which restricts, or is likely to
. restrict, by any method the person or classes of" persons to.

whom goods are sold or from whom goods are bought.

S. Resale price maintenance-A includes any agreement to sell goods
‘on condition that the prices to be charged on the resale by the_
purchaser shall be the prices stipulated by the seller unless it is
clearly stated that prices lower than those - prices may be

charged.

© A basic distinction which needs to be made here is whether a certain
B practice is deemed to be ‘per se’!! illegal or is to be evaluated under -a
so called ‘rule of reason approach’.'12 Horizontal : agreements which
'are particularly ahti-competitive are 'stibjected to ‘per se’ rule whereas

vertical agreements are generally treated on a ‘rule of reason’ basis.

Il ‘Per Se’ Rule- it means that certain agreements are presumed to have a appreciable
adverse effect on competition and are declared illegal without the need of applying the
‘rule of reason’ test. :

~ 12 Rule of Reason- this approach considers offsetting benefits of an anti-competition
practices before assuming it to be illegal.
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VA ' .
Abuse of Dominance :

Dominance’ is defined as the position of strength - enjoyed by an
' enterprisé in the ‘relevant market’!d in Indié, whiéh enables it to operate
independently of competitive forces prevailing in the relevant market or
affects its competitors or consumer or the relevant markets in its favdur.
Whilc market dominance is not a satisfactory condition for -assuming
‘abuse, it is a nccessar.y.prerequisite. It is self-explanatory but necessary
" to point out that a firm muSt occupy a position of dominance in the

market for being found guilty of abusing that dominance.

In determining the nature of dominant position enjoyed by an enterprise,
the Commission would be required to look at factors including market
sha_re,r magnitude of enterprisé, the extent of vertical integration and
- consumer dependence, whether the monopoly was gained by operation of.
statute or otherwise, entry barriers, countervailing buying pbwer' and

social obligation and cause. \

Dominant position is abused when. an cnterpfise imposes unfair or
~discriminatory conditioné in purchase or sale of goods or services, or in
- the price in purchase or sale-(inCIuding ‘predatory price’?) of goods or
services. There is also abuse of dornina'nt' position when an entérprise
limit or restricts prodtiction‘ .of goods'or services or technical or scientific
development, acts in a manner which denieé market-access, prevails
upon contracting parties to be contractually bound by acts which are not

) part of the intent of the parﬁes as Wel_l as by the use of dominant position

13 Relevant Market-means the market which may be determined by the commission
with reference to the relevant product-market (a market comprising all those products
or services which are regarded as interchangeable or substitutable by the consumer, by
reason of characteristics of the product or services, their prices and intended use (or the
relevant geographic market (comprising the area in which the conditions of competition
for supply of goods or provision of services or demand of goods or services are distinctly
homogeneous) or with reference to both the markets.

14 Predatory Pricing- means the sale of goods or provision of services, at a price which is
below the cost, as may be determined by regulations, of production of the goods or

provision of services, with a view to reduce competition or eliminate the competitors.
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in one relevant market to enter or protect another relevant market.

Combinations

The acquisition of enterprises by persons, the acquiring of control by
enterpri’ses, and the mergerl or amalgarﬁation of cnteriﬁrises are
considered as_combinationé.. A combination is discussed and defined on
" several levels, including any Uacquisition' where the parties to the
acquisition (the acquirer and the enterprise) have assets in India WOrth
more than Rs 1,000 crore or turno,\}er in excess of Rs 3000 crore or
within - or outside India, in the aggregate, assets Worth more than $500

million or turnover in excess of $ 1,500 million.

Many factors have been taken into account in determining the affects of
an existing or proposed combination. Cﬁten’afsuch as ‘actual and
potential level of competition through imports in the market’, dikelihood
that the combination would .result_ in the removal of vigorous and
effective competitor or competitors in the market’, ‘extent of effective

~ competition likely to sustain in a market’, merit a mention.

The criterion for such clearance is “whether such a combination has

_caused or is likely to cause an appréciable adverse effect on competition

in India.”

" The new Act which replaces the 1969 MRTP act, improves upon it in
" many wayé.’ -_Unlike the MRTP -Act, cfuc'ial_ terms like cartel, consumef,
pfedatory pricing, goods etc. are now clearly defined. Also the .ﬁr-r'ns"'
violating the new law could be fined up to 10% of their turnover, as’

against the modest fines provided for in the MRTPA.

" The scope of operation of the competition Act is not confined to
transactions strictly within the boundaries of India. CCI can inquire into

agreements taking place outside India, if they have or are likely to have
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an appreciable adverse effect on competition in the relevant market. For
example, as followirig the merger of parent companies abroad, the Indian
affiliates of Glaxo, Wellcome and SmithKline created a company with a
combined market share of 73.8%. Such M & As overseas could have
_possible anti-trust implications for India.

- Critical Réview

No doubt the Compet‘ition. Act has several progressive. features as
compared to the MRTPA but the overall content of the act is full of
inconsistencies and loopholes. The act is quitc inadequate both in terms

of dealing with the actual anti-competitive behaviour of firms and the

structures that lead to such behaviour (ChandraSekhar, 2003).

¢ The new Aét does not.restrict' the size of the firms. No doubt, as
mentioned earlier, lai‘ge size }is required by domestic firms in
B réaping enough economies of scale so as to become globally
competitive. But the whole exercise of promoting sizé has lost its
: meaﬁing as the act does not distinct between domevstic and foreign
firms. By providing foreign ﬁfm-s the same level field, Aitr would only
lead to increase in énti_-competitive practices by them and the
indigenous industry being dominated by foreign oligopolies in few

years.

- e In case of M. & As also, by keepibng' a high threshold limit for
regulation so as to help domestic firms éonsolidate, would have been
a right step, had there been a difference in threshold limits for
domestic and foreign firms. Alréady due to absence of ahy antitrust
policy in the last decade a number of foreign affiliates have beeh '
able to consoﬁdate their market shares in the country mainly due to
M & As. The balance could be effectively. maintained by reducing the
thresholds for international firms, while raising those for domestic

firms. Also mergers involving domestic firms with foreign
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sharehblding should be subjected to a stricter rule.

e Also for regulation of mergers, its asset size alone and not size
together with market share which will be taken into account but as
mentioned before, to indicate the size of the firm the asset size is

not a sufficient indicator by itself (ibid.).

e There is no provision for the regulation of those mergers and
acquisitions that do not fall within the threshold size given for
regulation of ‘combination’ yet have the potential to affect-
competition adversely. For example, MNCS, opefating in India
generally acquire smaller and often closely held enterprises in large
numbers, to establish their presence or to strengthen the scope and
. coverage of their operaﬁons. In the last decade, the bulk of'
acquisitions by MNCs have involved relatively small amounts so as
not to attract any regulafdry provisions (Kumar, 2000). Thus there
should be some window whereby the commission could reguléfe

such M & As as well. . !

e - The multifarious criteria (13 each for determining dominance
and the anti-competitiveness of mergers) are quite subjective,
contfadictory or vague, and will be open to Vaxying interpretations

leading' to inconsistent verdict (Bhattacharjea, 2001).

e The Act, undér clause 52, gives wide discretion, without mucﬁ'
guidelines, to the central govci'nment as far as exemptions from
the Corripetition( P;ct ére éoncexfned. The governmént will have the
right to exempt any class of enterprises,- all in the name of ‘public
interest’ or performing ‘sovereign functions’. This power has a
potential to be misused since government can exercise it arbitrarily
fdr extracting political favours. Thus ,there is a apprehension that

autonomy of the commission will be comprised. (CUTS, 2001).
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An amendment to section ‘3’ excludes efficiency enhancing joint
ventures from the prohibition of ‘horizontal anti-competitive
agreements’ (i.e. those between competitors). This superficially
resembles similar provisions in other jurisdictions like EU and US
where ‘block exemptions’ for joint venturés devoted to R and D are
gfven or ‘rule of reason’ approach is allowed. In contrast, the new-
exemption in the Indian competition Act is too broad, in that it is
neither limited to R & D, nor imposes any other conditions to
protect competition. Thus the joint venture exclusion will be open

to abuse (Bhattacharjea, 2003). -

On the subject of the abuse of dominance is the clause: “meet the
competition” so ‘a.s to exclude from its purview unfair or
discriminatory conditions on pricing if they are adopted to match the
rival offer. The problem is .that it covers predatory pricing, which will
legitimise predatory pricing by firms with ‘deep - pockets’ the
financial resources to incur losses in order to drive out more efficient
"~ producers. Also, a publicly announced commitment by a firm ‘to

meet the competition’ is éctually anti-competitive (ibid).

Competition abuses due. to intellectual property rights are not
addressed at all. Despite the increasing vimportance of intellectual

right .issues, the act does not adequately deal with them.

- It appears that while forrnuléting the new competition law, the.

o poli'_cy makers did not seem to believe that creating globally competitive

domestic firms is a legitimate objective of Competition Policy. The

premise-seems to be that unbridled competition is best for an economy. If

Indian firms can make up to that level, it is good and if not, then they-

deserve a burial (Ram Mohan, 2000).

~ Also, there is enough scope left in the act for firms to indulge in anti-

competitive practices, so it is not very likely that the interest of
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consumers, an important tenet on which the act is based will’ also be

" protected.

Thus a balance which a developing country like India needed i.e. to
create globally competitive domestic firms and to ensure enough
competition between the domestic producers so as to protect the
‘consumers from anti-competitive behaviour by firms, cannot be .

contributed by this new competition law.
Competition" Act of India in the Context of WTO

The quéstion which arises here is that given the muitilateral framework.
of Competition Policy in the WTO, how complaint India’s new
Competition Act is and will it..be able to combat the challenges lying

ahead?

On one of the core princi'ple's of WTO agreement on competition i.e.
‘national treatment’ (non-discdminati’on between domestic and foreign -
suppliefs), India pointed out thatv since developing countries lack the
'reéources to prosecute the anti-competitive practices of firms located
abroad, domestic firms would in practice bear the brﬁnt of a ‘non-

discriminatory’ competition law.

But sufprisingly, our Competition Act is silent on the issue of non-.
discrimination. It doesn’t distinguishes between domestic and foreign
_ firms and rather ‘than regu'l"glting the presence of international firms in

the domestic market, it gives them the bpportuni'ty to grow further.

Also, the Competitidn Act contains what amounts to per se prohibition of
exactly the kind of ‘hard core’ cartéls" (horizontal agreements - involving
price-foing, output restrictions, market sharing, or bid-rigging, give rise -
_ 't_o what are internationally known as ‘hard-core’ cartels) tafgéted by EU,"
the main proponent of competition policy in the WTO. Thus, the
Competition Act does not give the requisite flexibility in case of cartels

which developed nations, iﬁclu_ding the EU, gave to their firms (on the
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basis of rule of reason approach) during their ‘development pfocess.

Some more amendments which will work in favour of foreign firms are:
for example-allowing an ‘efficiency defence’ without the conditions that.
would be imposed in their home jurisdictions; or ‘meet the competition’

defence even in cases of p'redatory‘ pricing, which will help firms with

financial deep pockets. |

Thus, the Competition- Act being already WTO- compliant by ensuring -
‘national treatment’ and per se ‘prohibition of hard core cartels’, India
will have no bargaining chips, but to bind over these provisions 'in a WTO
agfeement. India therefore, should resist a multilateral égreement on-

competitiori policy by all means.

It is clear from the 'foregoirig analysis that the competition act is riddled
with many loopholes and inconsistencies in order to tackle both domestic.
and iritérnational issues. Thus, the ‘act really needs several rounds of
amendinf;nts and clarificatory guidelines to create greater legal certainty.
| Also, there is a stfong case to give exemptions to small .ﬁrrhs
participating in anti-competitive agreements in tradable sectors as they
have a competitive disadvantage relative to larger foreign rivals. Given
the international scenario, selectivé exemptions might be required -even
for the large-scale industries sector that should be the prime target of
Competitjon Policy. And in order to limit the effects of political patronage |
in chooéingl them, let the rules be written to ‘exempt defensive
cartelisation by only those domestic firms which are facing internétiohal
competition without significant tariff protection, and are either dealing
WIth highly ‘concentrated buyers or sellers, or holding a pricev umbrella

- over small companies and ancillary suppliers (Bhattachaijea, 2003).

Thus, there is need to -harmonise industrial policy with the Competition
Policy in order to strengthen the competitiveness of Indian industry.

Through Competition Policy it should be ensured that the India has a
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level playing field with foreign competitors. It is ‘not about giving
preferential treatment to domestic industry but about creating a

reasonably level playing field (Ram Mohan, 2000).

."'I“herefore, ‘the new Competition Act should be vigorouély enforced
- against mergers and cartels involving foreign firms, while going slow on
Indian firms which need time to restructure in the wake of deregulation
and import liberalisation. Tﬁus_for time being the selgctivity approach is.

required for the implementation of competition policy.
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Chapter V

NEED FOR ANTITRUST POLICY: A CASE STUDY OF
CEMENT INDUSTRY IN INDIA |

This chapter emphasizés the need for antitrust policy by examining the

developments in the cement industry in India.

-

As discussed earlier, oligopblistic ‘market structures are inevitable in
developing countries. Therefore unfettered competition, if initially
.énsu’red also, would soon lead to oligopolisation, which gives scope for
 collusive and anti-competitive practices by largt\a‘ firms at the expense of

consumers (Chandrasekhar).!5

A fitting example of this could be seen from the experience of cement»
industry in India, which has been relatively oligopolistic. The partial
" decontrol (1982) and full decoﬁtrol (1989) of the industry changgd its
structure from oligopolistic to a relatively competitive one. But the
1iberalisation that swept duringv‘ 1990s has started fostering
oligopolies again ‘which could be ‘seen from the recent consolidation

process taking place in the cement industry.

As_ has been mentioned in chapter III, for reasons of economic efficiency
and international competitiveness, it is desirable to have large domestic
firms m Indian induétry. However, these large firms must be controlled
so that they do not indulge in collusive and anti-competitive practices.
Few large firms should not be given free reign'in the market, hence state
" intervention and anti-trust policy is required in order to discipline

them. o

15 in Frontline, dated 16 February 2001
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Structure and Pricing Policy in Cement Industry

Ihdie; is the 2nd largest producer of cement in the world after China with

‘cement production at 111 mn tonnes during 2002-03. The ihdustry is

o highly fragmented in nature with around 54 companies controlling a

total capacity of 140 million tonnes. The concentration of limestone
reserves in certain regions, high transportation costs of cement and low
entry barriers resulted in fragmenta_ition of the industry, with several

small players operating in niche regional markets.

Since independence of the country until date, the cement industry
has crossed various phases' from the point of view of government
control on price and distribution of cement. The post independence

experience of cement industry could be divided into 3 phasesf

(1) Controlled regime. (1947-82)- when state totally dominated the
market ie. it controlled the capacity, distribution and price-

fixation.

(2) Partial Decontrol Regime (1982-88)- When there was partial
decontrol of pfoduct and prices i.e. when 33.3 percent of the
produce -of the industry,-was allowed to be sold in the market at

market determined prices.

(3) Full decontrol (1989 onwards)- when there was full decontrol of

products and prices in the cement industry.

Until 1982, mainly oligopolistic and monopolistic characteristics’
dominated this industry but removal of controls gradually turned

the industry into a more competitive one.
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Controlled Regime (1947-82) | ’

The ccn_ien_t industry has been subjected to government intervention on-
many fronts, such as, production, locati‘on, distribution and pricing.
~Through industrial li_censihg ‘policy, the government‘ sought a fair
regional diversification of cement factories, and by adopting cement
distribution policy; the government intended to ensure equitable -
distribution and availability of cement at fair prices. Price control policy
was adopted taking into account the oligopolistic market structure of the

cement industry.

In 1956, the government entrusted state trading corporation (STC) with a
monopo}y right over distribution of both domestically produced and
imported cement in order to ensure not only its availability but also-
eq‘uitable distribution. Various Tariff Commissions were formed to
~recommend a price »struct':ure'- for the industry. In line with their

recommendations, the government followed different pricing schemes. -

A three-tier retention price scheme -was introduced in 1958 based on
different retention prices for low cost, medium cost and high cost units
as production costs ro.f the units differed due to the absence of
homogeneity in process technology, labour employment, age of the plants

and raw material availability (NCAER, 1979).

In 1969, the government répiéced the three-tier scheme to a uniform
price scheme of Rs 100 per tonne. The logic behind this scheme was
that the scheme had a built in provision to encourage efficieney,'
' cost economies and increase pfoductivity. Since the uniform price
taxed the decreasing return units and subsidised those operating
under increasing returns, it urged high cost units to seek economies
and provided a measure of reward to those units which were
actually able to achieve them. But this scheme was again replaced

by three-tier scheme in 1979 (Madhubala, 2003).
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During this phase, a major share of the inétalled capacity was controlled
by two groups, ACC and Birla, which provided an oligopolistic structure
‘to the industry. '

Partially Deco_ntrolled Regime (1982-89)

A slow. movement towards liberalisation of the industry started
during early 1970s. The proponents of the liberalisation of the’
in'dustry argued that the regulation of prices and distribution has
- resulted in .the black-marketing, profiteering and low capacity‘

utilization of cement. Thus the industry was partially decontrolled in
1982. '

Table 5.1
Capacity and Production of Cement in India
(1980-81 to 2002-03)

_ Installed Capacity .Growth in
Year Capacity Production Utilisation Production
_(in Mn Tonnes) {in Mn Tonnes) (in %) (in %)
1980-81 27.92 18.66° 67 -
1981-82 29.26 ' 21.1 72 13.1
1982-83 34.39 © 23.3 68 10.4
1983-84 37.04 27 73 15.9
1984-85 |’ 42 30.13 72 11.6°
1985-86 " 44.39 33.13 75 ' 10.0
1986-87 54.4 - 36.4 . 67 9.9
1987-88 57.47 39.37 69 8.2
1988-89 58.97 44.08 75 ’ 12.0
1989-90 61.55 45.41 74 3.0
-1990-91 64.36 48.9 76 ' . 7.7
1991-92 66.56 53.61 . 81 |- 9.6
1992-93 70.19 54.08 77 0.9
. 1993-94 76.88 57.96 - 75 7.2
- 1994-95 | 83.79 62.35 . 74 . 7.6
1995-96 95.76 ‘ 69.63 73 11.7
1996-97 |- . 105.25 _ 76.22 L 72 9.5
1997-98 110.51 83.36 75 . 9.4
1998-99 |. 118.97 87.91 74 5.5
1999-00 119.1 '100.45 84 14.3
. 2000-01 130.71 100.11 77 -0.3
2001-02 - , - - _ -
2002-03 140.07 '111.35 79 -

* Source: www.indiastat.com and Cement Manufactures Association (CMA)
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The industry quickly /resbonded to the partial ‘decontrol and doubled its
- capacity from 29 mt to 61 mt in just eight years (Shown in table 5.1
above). Earlier, during the price control regime, the incumbent firms had
managed to pre-empt a signiﬁcant share of the market by securing
licenses for investment and production (the business groups had been
reluctant in expanding in existing areés or investing in new areas where.
‘profits were relatively low). Thus, the industry which had been supply-
constrained showed a significant upturn as price controls were lifted. It
led to expansion of existing plants by the incumbent firms and also set
out newly established ~p1anfs promoted by prominlent business houses

[e.g. Gujarat Ambuja Cements] (Pradhan, 1992).

" Under this new regime, existing units were required to sell quantities of
cement equalling 66.6% of their capacity as ‘controlled or ‘levy’ cement
(50% in case of sick units). Production more than levy cement was open

for sale in free market.

The dual pricing system was introduced with the objective of reducing
regional imbalances over time and providing cement to consumer at fair
prices and also to clear the way for modernisation and .expansion of

industry at a much faster pace. -
During this period, not only the number of entrants and the installed

capacity were increasing, the prices were also increasing (see -table 5.2

given below).
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Table-5.2

Prices of Cement in India (1961 to 1988)

Period

Price per tonne of Cement (in Rs

1961-1969

Three Tier System )

1/11/1961 to 31/5/1963

69.50/72.50/75.00

1/6/1963 to 30/6/1964

72.50/75.25/77.75

1/7/1964 to 31/5/1965

73.50/76.50/79.00

1/6/1965 t031/12/1966

77.50/80.50/83.00

1/1/1967 to 15/4/1969

90.50/93.50/96.50

1969-1979

Uniform Pricing System

16/4/1969 to 14/9/1973 110
15/9/1973 to 1/8/1974 110
2/8/1974 to 14/9/1974 134
15/9/1974 to 30/9/1975 139.15
1/10/1975 to 30/6/1976 157.75
1/7/1976 to 30/10/1976 161.40
1/11/1976 to 30/9/1977 159.55
1/10/1977 to 2/7/1978 -161.12
3/7/1978 t0 6/12/1978 165.82
7/12/1978 to 2/5/1979 168.91
1979-1982 ' Three Tier System
3/5/1979 188/205/220
3/5/1980 198/218.65/233.65
3/91981 233.39/253.39/268.39
1982-1988 Uniform Pricing System for
Levy Cement
: after Partial Decontrol
28/2/1982 . 335
18/7/1984 375
15/12/1986 399.50
7/9/1988 446.40

ASourcei Madhubala (2003)

The partial decontrol years witnessed the transformation of the

industry from the relative oligopolistic to relatively competithe_ one.

Fully Décontrolled Regime (1989 onwards)

In February 1989, government announced the full decontrol of cement
" industry. With this, the industry was left to fend for itself on all the
fronts including the generation of demand. All units were left to sell their

output at whatever price the market would bear.

During this period the capacity was created with such a zeal that large
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surplus emerged in the market leading to cut-throat competition and

negative returns to the industry, just in few years of the opening up.

As evident from the table given below, decontrol has changed the

structure of the industry' from supply constrained to demand

"~ constrained. .
|  Table-5.3
Total Demand for Cement in India
| (1980-81 to 1998-99) |
Year Total Demand (in MnT) | Production (in MnT)

1980-81 28 | 18.7
1981-82 302 | 211
1982-83 T 326 - ~ 233

1983-84 35.3 | 27
1084-85 37 | 30.2
T 1985-86 T 385 33.1
1086-87 ' 38 36.4
1987-88 39 - T 374
1988-89 42" 41.7
1989-90 43 T 429
7199091 458 458
1991-92 505 — [ 506
1992-93 T 499 . 50.7
199394 52.9 T sa1
1994-95 56.6 - 58.3
1995-96 62.9 64.5

1996-97 68.3 | 70
1997-98 73.9 T 767
1998-99 79.8 81.7

Note: Due to difference in source, figures for Production of Cement in thlS
table differ for some years from the previous table.
Source: Industrial Data Book, CIER (www.indiastat.com)
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Determination of Prices : 7

Régional demand-supply situation in market plays an important role in
. determining pfices. The other determining factor is cartels operating in
the state. As seen from table 5.4 below, thev prices vary across Delhi,
Mumbai, Kolkata and Chennéi (which are representative of northern,
western, eastern and southern regions in India). One of the reasons for
high prices in southern states in last few years is, that since these states
feed themselves and are hard to penetrate, the cartels are strongest here.
Whereas iﬁ northern states (e.g. Delhi) prices are comparatively lower as
cartels are not that strong because of the dispatches from other states

enjoying excess surplus-espeéially Rajasthan.

Due to chronic oversupply situation in most years and across regions
) there has been a slide in cement prices except for 1997 and 2001 when
cement prices rose-oh account of producers agreefnents to restrict-
supply. '

Table-5.4
Prices of Cement in India
) (Rs per 50 Kg Bag)

Month/Year |Delhi | Mumbai | Kolkata | Chennai -
Dec 1989 72 84 84 71

April 1990 93 91 93 83

April 1993 137 133 128 132

“April 1997 137 - | 163 132 151

June 2000 - | 128 147 130 133

Jan 2001 * | 155 182 165 190

Feb 2002 - | 138 160 144 - 153 -

Source: Madhubala (2003); _ :
CMIE, “Monthly Review of Indian Economy”, Various Issues

The survival pangs. of ‘an industry have never been so pronounced as '
being witnessed in the cement industry vin the past few years. The
giobalisation, set in motion in 1991, has seen the industry going through
a process of adjustrneht and readjustment to compete in the new
~environment. Two trends are noticeable in the kind of restructuring

taking place in Indian Cement Industry:
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1. consolidation of production and market share by large.
domestic players. '

2. gradual foothold of MNCs giants in India. (Nath & Bosé, 2002).
The cement industry has been witnessing consolidation since 1\995 but
its pace fastened after, 1997-98. The larger and stronger Iﬁlayers in the -
industry for growing in the vfuture, seem to be consolidating -theirl
positions by focussing on internal controls and adding capacities
" through the acquisition route. rather than by setting up _greenﬁeld
ventures. The weaker and smaller players have become the prime

acquisition targets for these companies given the recessionary trend.

It is to be noted that such consolidation has been a global
phenomenon when giant foreign companies started their- productionv.
basis in less devéloped countries. After snapping up most Asian
capacities in the Asian economic crash of 1997 (the cement
industries in both Malaysia and Philippines is 100% multinational
owned), Indian cemenf industry became the great hunting ground for
' mbst MNCs in Asia. Multinationals like Lafarge, Cement Francais, the
- Big Daddy, Blue Circle and the Holders Bank are in race for alliances
since Indian cement industry is expected to continue to grow. Lafarge
S.A, the largest player globally, .has already acquired interests in India. And
with the acquisition of cement business of Tisco and Raymo‘r_ld, it has
become the sixth largest player in the éountly with a capacity of 4.5 mt per.
‘annum, giving it a market share of 3.6%.16 But for time-being, the méga- '
acquistion of 16 mtn of L&Ts cement business by Grasim in June
2003 has marked the beginning of the final wave of consolidation
process in the cement industry. Grasim after the acquisition of L&T
has become the largest cement company in India with a combined

capacity of 30 million tonnes.!7

16 In Business World, July 2003
17 In Frontline, dated August 16-29, 2003
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(1991-92 to 2002-03)

Table 5.5 - _
Market Share of Top 10 Players

(Percent) -

SI .

No. Company 1991-92 | 1992-93 | 1993-94 | 1994-95 | 1995-96 | 1996-97 | 1997-98 | 1998-99 | 1999-00 | 2000-01 | 2001-02 | 2002-03

1 ACC 15.1 15..9 16.] 16.3 14.6 13.6 12.5 12.8 11.6 11.9 12.6 -
Gujarat . - : : ,

2 Ambuja 1.9 19 1.7 2.4 2.7 4.4 5.3 5.2 5.9 5.8 6.3 20.3*

Larsen and ‘ _ : . . :

3 Toubro 3 2.7 2.9 4.1 5.1 6.7 7.6 8.9 9.2 9.9 10.3 -
Grasim -

4 Industries | 2.7 - 3.6 4.1 3.8 4.7 53 5.5 7.2 8.4 9.8 10.3° | 21.5**
India ‘ _ o ‘ ‘ . : : _ .

5 Cements 43 47 4.8 4.7 4.6 4.4 4.9 7.2 6.6 6.5 5.1 63 --
Century :

6 Textiles 4.8 4.6 4.8 44 3.8 4.5 4.6 4.5 4.4 4.7 4.6 3.9
Birla

7 Corporation 53 4.9 5.6 5 5.1 4.3 4.1 3.4 3.6 3.7 3.8 4.1

8 Lafarge - - - - - - - - 0.3 2.2 3.4 3.6
Madras ‘ :

9 Cements 2 2.2 2.3 2.4 2.5 2.4 2.8 2.8 2.3 2.6 2.9 3.6
JK. ‘ '

10 Synthetics 3.7 3.9 3.8 3.6 3.8 3.1 2.7 2.6 2.5 2.5 2.8 28

Note: 1. * = Represents the market share of the merged entity ACC-Gujarat Ambuja
2. ** = Represents the market share of the merged entity Grasim- L&T
Source: CMIE, "Market and Market Shares", Various Issues



Table 5.5 shows the market share of ten large players. The top 10
players control 66% of the market share, signifying definite
improvement in pricing power. The rest of the market is being shared
by around 44 players. This consolidation at the top level which would
enable the top companies to enjoy ‘pricing power’ is reflective of

oligopolistic tendencies in the cement industry.

Gujarat Ambuja-ACC and Grasim-L&T control approximately 45% of
the market share which implies that a duopoly has emerged in the
cement business. Prices will depend on a large extent on how

responsibly these bigger players behave.

Market Share of Top 6 Players (1991-92 to 2002-03)
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The graph above shows that: : , '

1. The market share of the top six players rose from 31.8% in
1991-92 to 52% 1n 2002-03. Thus, there is concentration at
the top with these six companies accounting for major bulk

in concentration.

2. But the market pie is being shared by two domestic giants,
Grasim and L&T (21.5%) and Gujarat Ambuja ACC (20.3%).

It seems that the consolidation which is taking place in the Indian
cement industry would enable the large firms to exercise control over

prices to a greater extent.

Thus, it is evident from the example of cement industry that in an
oligopolistic market structure, opening up may improve efficiency in the
~ short run. And, as new competitors enter the market, individual output
and profits may decline. But, in the long run, the competitive pressure
on firms can. get reduced ultimately leading to collusive and anti-

competitive behaviour by them. -

In view of the entry of global cement rhajors into the Indian market and
" their gradually increasing share in the same, it is desirable’ that the
Indian cement firms should consolidate for reaping economies of scale
and gaining cost-competitiveness. However, the consolidation of Indian
firms should not be aimed at exercising greater control over prices.
,Checksi and controls are required to discipline the behaviour of these
firms which could be harmful for consumers, and this is possible only

through state intervention and anti trust policy.
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CONCLUDING REMARKS

The study concludes with some suggestions as well as some notes of

caution.

) Develdping countries do need a competition policy in this changing
global environment. But every country should be able to determine
for itself whether it needs a competition policy and if so, what type
of competition ' policy is appropriate. It should also have the
flexibility and freedom to provide for certain exemptions and
exceptions to its competition policy and law having regard to its
specific needs and circumstances. Further, while formulating any
policy with regard to competition, the developing countries should
distinguish between national and internétional capital. Unless any
country has adequate national capital, it can neither be °
industrially competitive nor cah it reap the linkage effects which

are necessary for economic development.

¢ Unfettered cornpetitipn may ndt_ be appropriate for a developing
- country given its structural conStraints.' Therefore, competition
- policy in developing countries should be seen in a broader context
than in the déveloped “countries. ‘It should be seen from a
perspective of long-term economic developm¢nt. It should
complenﬁent other national objectives, such as, those envisaged in
the industrial policy, so that local ﬁrrﬁs of developing countries

could compete with the multinational corporations.
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In the international context, ‘it is suggested that multilateral
competition rules can be helpful for developing countries in order
to tackle issues related to cross-border mergers and anti-
competitive practices by TNCs. But the study concludes that the
- WTO "is a wrong forum to develop a collaborative effort on
competition policy. The problem with the proposed agenda is that /
it-is likely to be dominated by market access issues rather than the-
international anti-trust issues. Also; many developing countries
have small markets and nascent industries, and they face
substantial asymmetries in ferms of size of firms, market
information and‘ technologies, -and may need to protect their
domestic industries from being dominated by multinationals. In
some circumstances, encouraging short-term cartels to promote
domestic firms become internationally competitive might be-
appropriate. Neither of these avenues will be open to developing
countfies because a WTO agreement would be based on the non-

discriminatory principle.

It has been proposed that a multiiateral competition body (not
located at WTO) be constituted to address some of the substantive
issues with regard to the dominance of global corporations and
global mergers and acquisitions (something, that is not on the

table in the WTO negotiations).

By comparing the» size of India’s domestic business houses with
that of the ’i‘NC.s, the need for competitive and large domestic firms
has been emphasized. The freedom given to foreign firms to enter a
large segment of Indian industry has led to a rush of large
international oligopolies (with large sizes, better product features
and Dbetter technology), which aré gradually dominating the

domestic industry. It is therefore important to make sure that
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these foreign firms should not resort to practicés that could drive

Indian firms out of the arena.

Thus, a strategic intervention on the part of the government is
required to encourage ihdigenOUS firms to grow, which face many
disadvantages in comparison to developed country firms. But these
interventions have to be such that the big domestic firms do not
get muéh scope to indulge in anti-competitive practices that harm-

the interests of consumers.

An anti-trust policy, which could give scope for creation of globally
competitive domestic firms and at the same time protect the
consumers from anti-competitive behaviour by firms, is needed in

a developing country like India.

But the new Competition Act completely ignores this need. By
providing ‘national treatment’ to foreign firms, it appears that this
Act has been enacted keeping in mind government’s WTO

commitments.

Last but not the least, India needs a competition policy which can
harmonise with its industrial policy in order to strengthen the

competitiveness of Indian industry.
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ANNEXURE -1

The individual companies taken into account for calculating Sales and Net Fixed Assets of Indian

Business Houses are as given below.

Bajaj Group

Bajaj Auto Finance Ltd.
Bajaj Auto Ltd.

Bajaj Electricals Ltd. -

Bajaj Leasing & Finance Ltd.
Hercules Hoists Ltd.

1 S PL Industries Ltd.
Maharashtra Scooters Ltd.
Mukand Global Finance Ltd.

BPL Group

B P L Display Devices Ltd.

- BPLLtd

B P L Soft Energy Systems Ltd.
B S Refrigerators Ltd.

Birla Aditva Group

Annapurna Foils Ltd. [Merged]
Bihar Caustic & Chemicals Ltd.
Birla Global Asset Finance Co. Ltd.
Birla Securities Lid.
Birla Technologies Ltd.
Essel Mining & Inds. Ltd.
H G I Industries Ltd.
Idea Cellular Ltd.
Indian Aluminium Co. Ltd.
Indo Gulf Corpn. Ltd. [Merged]
Laxmi Asbestos Products Ltd.
Minerals & Minerals Ltd.

P S I Data Systems Ltd.
" Shree Digvijay Cement Co. Ltd.

Birla B.K. Group

Assam Cotton Mills Ltd.

Bharat General & Textile Inds. Ltd. [Merged]
Century Enka Ltd.

E C E Industries Ltd.

‘Hindusthan Heavy Chemicals Ltd. [Merged]
K 1CM Investinent Ltd. [Merged]
Kesoram Textile Mills Ltd.

Mangalam Timber Products Ltd.

North Tukvar Tea Co. Ltd.

Shiva'S Group Ltd.

Vidula Chemicals & Mfg. Inds. Ltd.

Birla C.K.Group

Air Conditioning Corpn. Ltd.
Birlasoft Ltd. '
H M Export Ltd.
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Bajaj Auto Holdings Ltd.
Bajaj Consumer Care Ltd.
Bajaj Hindusthan Ltd.

Bajaj Plastics Ltd.
Hindustan Housing Co. Ltd.
Kaycee Industries Ltd.
Mukand Engineers Ltd.
Mukand Ltd.

B P L Engineering Ltd.

B P L Mobile Communications Ltd.
B S Appliances Ltd. '
B S TLtd.

B T A Cellcom Ltd.

Birla Financial Corpn. Ltd.

Birla Global Finance Ltd.

Birla Sun Life Securities Ltd.
Dharani Cements Ltd. [Merged]
Grasim Industries Ltd.

Hindalco Industries Ltd.

Indal Exports Ltd.

Indian Rayon & Inds. Ltd.

Indo Gulf Fertilisers Ltd.
Laxminarayan Investment Ltd.
Orissa Extrusions Ltd. '
Samruddhi Swastik Trading & Investments Ltd.
Tanfac Industries Ltd.

Bharat Commerce & Inds. Ltd.
Birla Century Finance Ltd. [Merged]

‘Century Textiles & Inds. Ltd.

Hindustan Everest Tools Ltd.
Jay Shree Tea & Inds. Ltd.
Kesoram Industries Ltd.
Mangalam Cement Ltd.
Manjushree Plantations Ltd.
Rajashree Polyfil Ltd. {Merged]
Sungma Tea Co. Ltd. [Merged]

Birla Finance Ltd.
Gmmco Ltd.
Hindustan Motors Ltd.



Hukumchand Jute & Inds. Ltd. [Merged]
Malabar Building Products Ltd.
National Engineering Inds. Ltd.

Sirpur Paper Mills Ltd.

Birla K.K. Group

Chambal Fertilisers & Chemicals Ltd. .

Gobind Sugar Mills Ltd.

~ Hindustan Times Ltd.

Macfarlanc & Company Ltd.

Oudh Sugar Mills Ltd.

Ronson Traders Ltd.

Searchlight Publishing House Ltd.

Sutlej Industries Ltd.

Upper Ganges Sugar & Inds. Ltd. .
Zuari Industries Ltd.

Escorts Group

An-Gip Leather (India) Ltd.

Escorts Auto Components Ltd.

Escorts Construction Equipment Ltd.
Escorts Hospital & Research Centre Ltd.
Escorts Pistons Ltd. [Merged]

Escorts Tractors Ltd. [Merged]

~ Escotel Mobile Communications Ltd.

Essar (Ruia) Group

Aircel Digilink India Ltd.
Essar Oil Lud.

Essar Shipping Ltd.

Essar Telcholdings Litd.
Siva Compulink Ltd.
*'Vadinar Oil Terminal Ltd.

Godrej Group

Fiskars India Ltd. :

Godrej & Boyce Mfg. Co. Ltd.

Godrej Appliances Ltd. '
Godrej Consumer Products Ltd.

Godrej Industries Lid.

Godrej Propertics & Investments Ltd.

. Godrej Sara Lee Litd.

Goldmohur Foods & Feeds Litd.
Sahyadri Acrosols Lid.

Larsen & ToubroGroup

Audco India Ltd.

Ewac Alloys Lid. '

India Infrastructure Developers Ltd.

L & T Holdings Ltd.

L & T Transportation Infrastructure Ltd.
L & T-Komatsu Ltd.

L & T-Sargent & Lundy Ltd.

Hyderabad Industries Ltd.
National Bearing Co. (Jaipur) Ltd.

- Orient Paper & Inds. Ltd.

1

Darbhanga.Marketing Co. Ltd.
High Quality Steels Ltd.

‘India Steamship Co. Ltd.

New India Sugar Mills Ltd.
Paradeep Phosphates Ltd.
S C M Investment & Trading Co. Ltd.

" Sri Vishnu Cement Ltd.

Texmaco Ltd.
Uttar Pradesh Trading Co. Ltd.
Zuari Leasing & Finance Corpn. Ltd. [Merged]

Escorts Asset Management Ltd.
Escorts Automotives Ltd. ‘
Escorts Finance Ltd.

Escorts Ltd.

" Escorts Securities Ltd.
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Escosoft Technologies Ltd.

Goetze (India) Ltd.

Essar Investments Ltd.

Essar Power Ltd.

Essar Steel Ltd.

India Securities Ltd.

South India Shipping Corpn. Ltd. [Merged]

Geometric Software Solutions Co. Ltd.
Godrej Agrovet Ltd.

Godrej Capital Ltd. [Merged)

Godrej Foods Ltd. - -

Godrej Plant Biotech Ltd. [Merged]
Godrej Remote Services Ltd.

Godrej Telecom Ltd. [Merged]

‘Mercury Manufacturing Co. Ltd.

Vora Soaps Ltd. .

Bhilai Power Supply Co. Ltd.

H P L Cogeneration Ltd.

L & T Finance Ltd.

L & T Infocity Ltd.

L & T Western India Tollbridge Ltd.
L & T-Niro Ltd.

L TM L.



infscn & Toubro Infotech Ltd.
Narmada Cement Co. Ltd.
Tractor Enginecrs Ltd.

Mithindra & Mahindra Group

Automartindia Ltd.

E-Mahindra Solutions Ltd. [Merged]
Mahindra & Mahindra Ltd.
Mahindra Ashtech Ltd.

Mahindra Engineering & Chemical Products Ltd.

Mahindra Gujarat Tractor Ltd.

Mahindra Hotels & Resorts Ltd.

Mahindra Infrastructural Projects Ltd.
Mahindra Logisoft Business Solutions Ltd..
Mahindra Shubhlabh Services Ltd.

* Mahindra Ugine Steel Co. Ltd.

Roplas (India) Ltd.

Om Prakash Jindal Group

Brahmputra Capital & Financial Services Ltd.
Jindal Holdings Ltd. _

-Jindal Steel & Alloys Ltd.

Jindal Strips Ltd.

Jindal Vijayanagar Steel Ltd.

Shalimar Paints Ltd.

Ranbaxv Group

Croslands Rescarch Laboratories Ltd. [Merged]
Fine Drugs & Chemicals Ltd.

Fortis Sccurities Ltd.

~ Ranbaxy Fine Chemicals Ltd.

Solus Pharmaccuticals Ltd.

Vorin Laboratories Lid. [Merged]

Reliance Group [Ambani] .

B S E S Andhra Power Ltd. [Merged]
B SE S Infrastructure Ltd. .
Central India Polyesters Ltd.

~‘Indian Petrochemicals Corpn. Ltd. -
Rcliance Capital Assel Man_agcment Ltd.
Reliance Energy Litd.

Reliance Industrial Infrastructure Ltd.
Reliance Industries Lid. '

~ Reliance Petroleum Ltd. [Merged].
Reliance Telecom Litd.

Reliance Ventures Ltd.

Tamil Nadu Inds. Captive Power Co. Ltd.
Varun Mcrcantile Ltd.

RPG Enterprises Group

Anusha Air Travels Ltd.
Balagarh Power Co. Ltd.
Bluc Niles Holdings Ltd.
C F L Capital Financial Services Ltd.

Larsen & Toubro Ltd.

* Narmada Infrastructure Construction Ent. Ltd.

Ceekay Daikin Ltd.

Mahindra & Mahindra Financial Services Ltd.
Mahindra Acres Consulting Engineers Ltd.
Mahindra Consulting Ltd.

Mahindra Gesco Developers Ltd. ~ ‘
Mabhindra Holidays & Resorts India Ltd.
Mahindra Info. Tech. Services Ltd. [Merged]

" Mahindra Intertrade Ltd.

Mahindra Realty & Infrastructure Devp. Ltd.
Mahindra Steel Service Centre Ltd.

‘Mahindra-British Telecom Ltd.

Siro Plast Ltd.

Jindal Ferro Alloys Ltd. [Merged]

Jindal Iron & Steel Co. Ltd.
Jindal Steel & Power Litd.
Jindal Thermal Power Co. Ltd.
Saw Pipes Ltd.

Empire Finance Co. Ltd. {Merged]
Fortis Financial Services Ltd.
Ranbaxy Drugs Ltd.

Ranbaxy Laboratories Ltd.

Vidyut Investments Ltd.

BSES Infrastructure Finance Ltd. {Merged]

B S E S Kerala Power Ltd.

India Polyfibres Ltd.

Orissa Polyfibres Ltd.

Reliance Capital Ltd.

Reliance Enterprises Ltd.

Reliance Industrial Investments & Holdings Ltd.

" Reliance Logistics Ltd.

Reliance Ports & Terminals Ltd.
Reliance Utilities & Power Ltd.
S T-B S E S Coal Washeries Ltd.
Utility Powertech Ltd.

~ Asian Cables & Inds. Ltd. [Merged]

Bespoke Finvest Ltd.
CESCLu.
Carbon & Chemicals India Ltd. {Merged]



Cecat Holdings Ltd.

Ceat Ventures Ltd.

Concepta Cables Ltd. [Merged]
Gramco Music Publishing Ltd. [Merged]
- Harrisons Aquaculture Ltd. [Merged]
Harrisons Malayalam Ltd.

Instant Trading & Investment Co. Ltd.
K E C International Litd.

Metcoric Industrial Finance Co. Ltd.
Phillips Carbon Black Ltd.

R P G Cellular Services Litd.

R P G Lifc Sciences Litd.

. R P G Telcphone Ltd.

Raychem Rpg Lid.

Scntinel Tca & Exports Ltd.

Spencer International Hotels Ltd.
Sprint R P G India Ltd.

Upcom Cables Ltd. [Merged]

T.V.S. Ivengar Group

Anusha Investments Ltd.

Brakes India Lid. -

- Fidelity Finance Litd.

Harita Finance Ltd. [Merged] .
Harita-Grammer Ltd. [Merged] .

India Equipment Leasing Ltd. [Merged]
India Nippon Electricals Ltd.

Lakshini General Finance Ltd.
Lucas-Tvs Ltd.

Sundaram Brake Linings Ltd. = ~

- Sundaram Finance Services Ltd. [Merged]

Sundaram Textiles Ltd.

Sundram Fasteners Invst. Ltd.
Sundram Infosel Ltd.

Swastik Rubber Products Ltd.

T V S Electronics Litd.

T V S Finance & Services Lid. -

T V S Interconnect Systems Ltd.’

T V S Lakshmi Credit Ltd. [Merged]
T V S Sewing Needles Ltd.

T V Sundram lyengar & Sons Ltd.

* Turbo Encrgy Ltd.

T:ml Group

Alimora Magnesite Ltd.

- Asia Pacific Hotcls Ltd.

Automotive Stampings & Assemblies Ltd.
Benares Hotels Ltd.

Camco Investment & Finance Ltd.
Concept Marketing & Advertising Ltd.
Coromandel Garments Litd.

Covelong Beach Hotel (India) Ltd. [Merged]
H V Axles Ltd.

Hydcrabad Allwyn Ltd. [Merged]

Indian Resort Hotels Lid.

Jamshedpur Power Co. Ltd. [Merged]
Kalimati Investment Co. Ltd.

Nelco Ltd.

Ceat Ltd.

Cescon Ltd.

FGPLW. -

Harrisons Agro-Products Ltd. :
Harrisons Malayalam Financial Services Ltd.
Harrisons Universal Flowers Ltd.

Jubilee Investments & Industries Ltd.

K T L Industrial Finance Co. Ltd.

_ Music World Entertainment Ltd.

R P G Cables Litd.
R P G Communications Holding Ltd.
R P G Music International Ltd [Merged]

R P G Transmission Ltd.
‘Saregama India Ltd.

Spencer & Co. Ltd.
Spentex Industries Ltd.

_ Transmission Holdings Ltd. [Merged]

Axles India Ltd.
Equatorial International Ltd.

Fidelity Industries Ltd.

Harita Seating Systems Ltd.
I C L Foundries Ltd. [Merged]
India:Motor Parts & Accessories Ltd.

- Lakshmi Auto Components Ltd.

. Southern Roadways Ltd.

Lucas Indian Service Ltd.

Sundaram Finance Ltd.

Sundaram Industries Ltd.
Sundaram-Clayton Ltd.

Sundram Fasteners Ltd.

Sundram Telematics Ltd. [Merged]

. T V S Autolec Ltd. [Merged]

T V § Electronics Ltd. [Merged]
T V S Infotech Ltd.

T V S Investments Ltd.

T V S Motor Co. Ltd.

T V S Srichakra Ltd.

Tribology India Ltd.

‘Wheels India Ltd.

- Andhra Valléy Power Supply Co. Ltd. [Merged]
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Asian Coffee Ltd. [Merged)
Bambino Investment & Trading Co. Ltd.
CMCLdd.

Chemical Terminal Trombay Ltd.
Conscofe Investments Ltd. [Merged]
Coromandel Hotels Ltd. [Merged]
Ewart Investments Ltd.

Henkel Switchgear Ltd.

Indian Hotels Co. Ltd.

J B M Sungwoo Ltd.

K T C Hotels Ltd.

Minicar (India) Ltd.



Nelito Systems Ltd.
Niskalp Investments & Trdg. Co. Ltd.
Northern India Hotels Ltd.
Oriental Hotels Ltd.
Picm Hotels Ltd. -
Precious Trading & Investments Ltd.
Rallis Finance & Investments Co. Ltd. [Merged]
Rallis Industrial Chemicals Ltd. [Merged]
Sheba Properties Ltd.
Stewarts & Lloyds Of India Ltd.
TRF L. ,
~ Taj Trade & Transport Co. Ltd.
Tata Auto Plastic Systems Ltd.’
Tata Ceramics Ltd.
Tata CofTce Lid.
Tata Elxsi Ltd.
Tata Finance Merchant Bankers Ltd.
Tata Housing Devp. Co. Ltd.
Tata Industries Ltd.
Tata International Ltd.
Tata Iron & Steel Co. Ltd.
Tata Metaliks Ltd.
Tata Petrodyne Ltd.
Tata Power Co. Ltd.
Tata Refractories Ltd.
“Tata S S L Lid. [Merged]
Tata Sharc Registry Ltd. .
Tata Sponge Iron Litd.
Tata Technodyne Ltd. [Merged]
Tata Telecom Lid.
. Tata Tetley Ltd.
Tayo Rolls Ltd.
Telco Dadajee Dhackjee Ltd.
Tinplate Co. Of India Lid.
Trent Brands Lid.
Veerarajendra Estates Ltd. [Merged])
Virat Investient Co. Ltd. [Merged]
. Voltas Lud.
Wellman Incandescent India Ltd

Thapar Group

A P R Packaging Ltd.

Bharat Starch Inds. Ltd.

Bilt Industrial Packaging Co. Ltd.
C G-P P 1 Adhesive Products Ltd.
Cromplton Greaves Litd.

Dce Greaves Litd.

Grecaves Cotton Lid.

- JC T Electronics Ltd.

Janpath Investments & Holdings Litd.
Karam Chand Thapar & Bros. Ltd.
Pioncer Ltd.

Saptarishi Agro Inds. Lid.

UB Group

Associated Breweries & Distilleries Ltd.
‘Caslle Breweries Ltd.
Inertia Industrics Lid.

Nilachal Refractories Ltd.

Noorjahan Hotels Ltd.

Orient Holdings Ltd. [Merged]

Piem Holdings Ltd. [Merged]

Piem Investment & Finance Ltd. [Merged]
Ralchem Litd. [Merged]

Rallis India Ltd.

Sabras Investment & Trading Co. Ltd. [Merged]
Siris India Ltd. [Merged]

Svadeshi Mills Co. Ltd.

Taj Investment & Finance. Co. Ltd.
Tata Advanced Materials Ltd.

‘Tata B P Lubricants India Ltd. [Merged]

Tata Chemicals Ltd.
Tata Construction & Projects Ltd.
Tata Finance Ltd.

" Tata Honeywell Lid.

Tata Hydro-Electric Power Supply Co. Ltd.
Tata Infotech Ltd.

Tata Investment Corpn. Ltd.

Tata Korf Engg. Services Ltd.

Tata Motors Ltd.

Tata Pigments Ltd.

Tata Projects Ltd.

Tata Ryerson Ltd.

Tata Services Ltd.

Tata Sons Ltd.

Tata Tea Lud.

Tata Technologies Ltd.

Tata Teleservices (Maharashtra) Ltd

Tata Toyo Radiator Ltd.

Telco Construction Equipment Co. Ltd.
Telco Dealers Leasing & Finance Co. Ltd.
Titan Industries Ltd.

Trent Ltd.

" Videsh Sanchar Nigam Ltd.

Voltas International Ltd. [Merged] -

Voltas Systems Ltd. [Merged]

Ballarpur Industries Ltd.

" Bilt Graphic Papers Ltd. [Merged]
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Bilt Paper Holdings Ltd.

C T R Manufacturing Inds. Ltd.

Cynera Investments & Holdings Ltd.

English Indian Clays Ltd.

Greaves Leasing Finance Ltd.

JCTLu.

Karam Chand Thapar & Bros. (Coal Sales) Ltd..
Kersons Manufacturing Co. Of India Ltd.
Polytex Fibres Trading Ltd.

Waterbase Lid.

BD A Ltd
Herbertsons Ltd.
Mangalore Breweries & Distillerics Litd.



a.

. Mangalorc Chemicals & Fertilizers Ltd. Mcdowell & Co. Ltd.

Mcdowell & Co. Lid. [Merged] Mcdowell Properties Ltd. [Merged] -
Mysore Wince Products Ltd. [Merged] U B Engineering Ltd.

U B Gencral Invst, Ltd. ’ U B Global Corpn. Ltd,

United Brewerics (Holdings) Litd. United Breweries Ltd.

United Van Der Horst Ltd. Vitari Distilleries Ltd. [Merged]

W I E Estate Devp. Lid.

~ Yidcocon Group

Videocon Appliances Ltd. Videocon Communications Ltd.
Vidcocon Industries Ltd. Videocon International Ltd.
Vidcocon Narmada Electronics Ltd. [Merged]
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ANNEXURE-II

Sl No. Corporation Industry
1 Cadbury Schweppes Co Food and Beverages
2 Canon Inc . Electrical and Electronic Equipment
-3 Coca Cola Co Food and Beverages
4 . Exxon-Mobil Corp Petroleum Refining
5 Mobil Corp Petroleum Refining
6 General Electric Co Electrical and Electronic Equipment
7 General Motors Corp Motor Vehicles
8 Gillette Co Drugs, Cosmetics and Health
9 IBM Corp Electrical and Electronic Equipment
10 Johnson & Johnson Pharmaceuticals
11 Lafarge S.A. Construction, Cement
12 McDonalds Corp Restaurants
13 Motorola Inc Telecommunications
14 Nestle S.A. Food and Beverages
15 Pepsico Inc Diversified
16 Pfizer Pharmaceuticals
17 Philips Electronics Electrical and Electronic Equipment
18 Procter & Gamble Diversified
19 Shell O1l Co Petroleum expl./ref./distribution
20 Seagram Co Beverages

Note: Industry classification for corporations follow the United States Standard Industrial Classification as
used by the United States Security Exchange Commission (SEC). '
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ANNEXURE 111

/s

EXCHANGE RATE OF RUPEE VIS-A-VIS SELECTED CURRENCIES OF THE WORLD

US Dollar .

Year Pound Sterling Yen Euro# Korean Won

- 1992-93 30.649 51.686 0.246 0.039
1993-94 31.366 . 47.206 0.291 0.039
1994-95 31.399 48.821 0.316 0.039
1995-96 33.450 52.353 0.348 . 0.043
1996-97 35.500 56.365 0.316 0.043
1997-98 37.165 61.024 0.303 0.035
1998-99 42.071 69.551 0.331 0.033

- 1999-2000 43.333 69.851 0.391 44.791 0.037
2000-01 45.684 67.552 0.414 41.483 0.039
2001-02 47.692 68.319 0.382 42.181 0.037

"‘Note: # = Euro currency came into existence with effect from January 1, 1999.

Source: Reserve Bank of India (compiled by Institute for Studies in Industrial Development, New Delhi in

a Rescarch Refererice CD).
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