— |l and Indian Economics

: n India would be able to

el it d 3 i i i 00 unit, the :
per unit and the price of the import item is T 1,000 per s o b
high-value and export |

import only one unit by exporting five units of her export item( i.e.,
of our export item). Thus, if India can produce industrial products of
|so create favourable

these products, then this will not only increase her export earnings but a
terms of trade.
4.2. Industrial growth during the plan periods
Positive attempts have been taken by the planning authorities of the Government of India to gine
our economy self-sufficient through the expansion of various small, medium and large-scale industries.
4.2.1. Industrial growth during the First Five-Year Plan (1951-56)
The First Plan aimed at the expansion of basic infrastructural facilities like power, irrigation, etc., to
facilitate the process of industrialisation in future. Hence, no special effort was FElgmaRen to
establish various large-scale and heavy industries. The Industrial Folicy Resolution of 1948, b:aSEd -
the philosophy of a mixed economic system, kept provisions for the expansion of both public sector
and private sector enterprises (industrial enterprises which are governed and controlled by the
Government authorities, are called public sector enterprises). Hence, out of the total investment of Rs.
797 crores, allotted for the industrial development during the First Plan, about Rs. 94 crores was left
for the public sector industries,
Some industrial units like Sindhri Fertilizer Factory, Chittaranjan Locomotive Works, Indian Telephone
II'ldlfStTlE'S; Irtegral Coach Factory, etc., were established during this plan period, particularly to
facilitate the transport and communications system,
4.2.2. Industrial growth during the Second Five-Year Plan (1956-61)
The plan document of the Second Five-Year Plan emphasised the rapid industrialisation based on the
expansion of basic and heavy industries like iron and steel, heavy engineering, efc. This programme
::s‘ actually basad on the Industrial Policy Resolution of 1956, which envisaged an expansion of such
Ths_:c and heavy mdusrtnes in the public sector. This plan model was prepared by P.C. Mahalanobis.
is plan also Fmphasmed_a fuller utilisation of production capacity of existing plants, modernisation
of the production process in cotton and jute textiles industries, expansion of the production capacit
in the consumer goods industries, etc. el
Thus, duri i i - : .
:]-.gu[s)u uring tls'us 1:;1;;1 pe::md, three large-scale steel plants were established in the public sector, viz.
‘ rgapur Steel Plant in West Bengal, the Rourkela Steel Plant in Orissa and the Bhilai Steel Plant
in Madhyarl’rad esh. Hence, most of the investment during this plan period emphasised E: oy
an:ln I:ravy industries. Various medium-scale industries producing machine tmlg (wh?::!h ;m the b:mrj
in industries like transport, chemicals, textil il mi By
p tles, cement, tea, oil mills, sugar, paper, etc.) were also

developed.

Village and small-scale industries also recorded substantial oro i

T ; ressd ' : :
industries like khadi and handlooms, and small-scale indusFt'rieE prod :;::g SI:;T[,E:“ period. Village
bicycles, electric motors, electric fans, efc.,, also expanded during this plan period % powszicoms,

4.2.3. Industrial growth during the Third Five-Year Plan (1961 -66)
The Third Five-Year Plan wanted to achieve a balanced grow

the long run. To achjeyg self-reliant growth, i.emmw:%mm
ut greater il'mﬂgl the expansion of machine building industries, iron and st Slrt.ame’ this plan

J ough the overall target of industrial mm&mumﬁf - ‘f‘d“?"‘"é.!:'m‘
like aulumo_hdoﬁ, textile machinery, diesel engines, machine tools and uther'gil:ge rng industries
heavy chemicals, petroleum products, cement, mining, etc., indicated considerable :::::e:zchﬂas,
u ng
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: o - oy Gfmpleting the industrial

. i e Projects already taken up during the earlier plans. Near
iﬂdﬂﬁh‘iﬁ like otal ind

p ustrial investment made during this plan, went to the core sector

I g this ;

B i m a“;:::hl— Pﬂ‘l“ﬁler and petro-chemicals, coal andF':run ore, etc.

annual growth rate of industnl"zlte ;nglmffd a declining trend during this plan period. The average

42 per cent du Bini Bse Boracit F]P o ucrhr.m decl.mecl from B-% per cent during t_hE Third Plan to 03113!

consider this phase as struct E:_n This Ph?"ﬂ? 1s termed as industrial deceleration. Some e€unam15:ts

production in case i ura retn_:ngrcsstmfar, because decline in the growth rate of industrial

R v s icntds . 1s metals (like pig iron, steel ingots, etc.), basic and capital goods would
Erowth in infrastructural mnputs (e.g., railway lines, railway wagons, railway engines,

I . i :
electricity-generating machines, etc.). Thus, expansion of other industries would also be restricted.
® Causes behind industrial deceleration :

(a) The occurrence of Indo-Pak and Indo-China wars (in the years 1962, 1965 and 1971) had diverted

the Government expenditure in non-productive channels.

®) The occurrence of drought conditions (during 1965-66, 1966-67, 1971-72 and 1972-73) led to a fall
in the supply of some basic raw materials from agriculture to agro-based industries.

(€) The oil price hike by the OPEC (Organisation of Petroleum Exporting Countries) since 1973
created some constraints in the supply of fuel and energy in the industrial sector.

(d) The growth rate of infrastructural investment and public sector investment also indicated a
declining trend during 1965-75. Such a falling trend in these investments would mean a fall in
the capacity creation in most of the industries.

{e) Poor performance of the agricultural sector caused lower demand for industrial goods (such as
bicycles, wrist watches, radios, etc.).

(f) The composition of industrial production shifted in fa\._rorur of some cllurable consumer goods
which satisfied the needs of only a few people falling in the higher income brackets. So, the

arket for those consumer items 1s concentrated only within the top 10 per cent of the people.
:s they get saturated, there remains little scope for further expansion of such consumer goods

industries. |
Malfunctioning of the industrial licensing‘pnlicy, bureaucratic controls, etc. were also responsible
® for hindering the progress of the industrial sector.
4.2.5. Industrial growth during the Fifth Five-Year Plan (1 974-78) |
Self-reliant growth with social justice was the basic objective of this Five-Year Plan. Keeping that

3 : ed at a rapid growth of core sector industries (like steel, non-ferrous
. : thw prl:ruial:“cﬂal and nFachlne building), product diversification in export-oriented

metals, fuﬁﬁmﬂm“’m the production capacity of some consumer-goods industries (like cloth,
. -ﬁ":z' . ving drugs, etc.), reservation of some items exclusively for the small-scale
«dible oil, sugar. life-sa

ey - industrial deceleration during the Fourth Plan, this plan saw a recovery in the
fter a pencc d strial production. Thus, the average annual growth rate of mdush'ialpmd}lfﬁmr
S . ', mtdmﬂnhnﬂ'l Plan, increased to 62 per cent per annum during the

L ﬂ.mpwﬁnhwumudlbduw&ewmdgrwﬂw rate of 90 per cent




CS
200 Y Microeconomics — Il and Indian Economic

4.2.6. Industrial growth during the Sixth Five-Year Plan (1980-85)

rimary
The programme for industrial development during this plan period m“*“f"d an:;und_;? ee:]'::“iphilﬁi!;
growth objectives of structural diversification, modernisation and self-reliance. pr?mbalancﬁ in
was put on the growth of industries in the backiva regions for co g reglﬂni echnology and
industrial growth. The plan had a liberal attitude towards the import of fﬂfmlgn oducing import-
capital for the development of export-oriented industries as well as industries P‘; Sulde T of
substitutes. It also aimed at substantial enhancement in the production capacity of & i the
industries, producing both consumer-goods and capital /intermediate goods for suflmr anium
growth process in agriculture and industry, As against the growth target of 6:9 Eer cen Fl:n rt'odJ
the actual achievement in the industrial growth was 6.4 per cent per annum durmg_ t!‘\l? P : P‘f’a tm:
Several factors, such as, continuous power shortage, labour unrest, lack of dﬁmmq : cnn_
utilisation, some set back in the upgradation of technology, etc., were responsible forrte

attainment of this growth target.

4.2.7. Industrial growth during the Seventh Five-Year Plan (1985-90)

This plan aimed particularly at improving the productivity of Indian industrigs. Hence, this plan put
greater stress on the upgradation of technology, development of export-oriented indus tries, expansion
of some “sunrise’ industries (i.e,, industries with high growth potential) such as, bio-technology,
computers, telecommunications, etc.

4.2.8. Industrial growth during the Eighth Five-Year Plan (1992-97)

In view of the serious crisis in the external sector (import payments were much higher than export
earnings creating excessive pressure on foreign exchange reserves of India) since 1990-91 and the
growing pressure of inflation, the Government of India adopted a new development strategy during
the Eighth Five-Year Plan, based on the philosophy of delicensing and decontrolling. So far as the
industrial sector was concerned, the whole emphasis was on unshackling the industrial sector from
Government control. The objective was to increase the outward orientation of Indian industries
through an improvement in their competitive strength. The new Industrial Policy of 1991 also
stressed the need for such a structural reform. Thus, more emphasis was given to the expansion of
private sector enterprises. In the initial phase of planned economic development, the public sector no
doubt played a pioneering role in the industrial development ; but in view of the weak performance
(in terms of, say, low rate of return on capital invested) of many public sector enterprises, the new
industrial policy stressed the need for either closing down the sick public sector units (i.e., units
which were running under huge losses consecutively for three years and there was no hope for their
future improvement) or selling the shares of these enterprises to the private entreprencurs (which
was called the policy of disinvestment). Hence, the process of liberalisation in economic policies
which were initiated since the 1980s, got its complete shape during this plan period. ‘
This average annual growth rate of industrial production was only 06 per cent in 1991-'92 but

reached at a peak of 121 per cent in 1995-'96. The average annual growth rate of | ;
production during 1992-'97 was about 8 per cent. of industrial

4.2.9. Industrial growth during the Ninth Five-Year Plan (1997-2002)

In Line with the process of economic liberalisation unleashed since 1991, the Ninth Plan stressed on

sing the opening up of the industrial sector to private enterprises, As the Government wanted

to withdraw itself more and more from industrial activities, leaving space for the expansion of the
. so only 81 per cent of the total public sector outlay was allocated for the dey

and minerals. Thus figure contrasts sharply with the same in earlier plans, In fact, the share
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The targ .
T mf:[;u f-lr"d'-lﬂtl‘inl g'mwth has been set at 8-2 per cent per annum during this plan period. In this
Asfm i:urlll be on building infrastructural facilities and improving the quality of this
cture. against the above-mentioned growth target, actual growth rate of industrial

production during 1997-2002 was to the tune of about 4:5 per cent per annum.

wn in industrial growth : This slow-down in industrial i
Ninth : wn in industrial growth during the
Fall mgpia“ “::Y be attributed to some structural and cyclical factors. This includes factors such as : (a)
of Ind jme: uftr:""th due to an overall slump in world trade ; (b) Erosion i competitive advantage
July, 1997 dﬂmﬂzn sofount.of 5?‘-“3‘1’ depreciation in East Asian Currencies during late 1990s (since
’ ' € currencies of different East A ies i F g o513
Singapore, India, etc.. have il nt Zas alian L"DU.!"IITIE“I- like Malaysia, Indonesia, '_'J."l"Llailar}d,
: . etc,, n depreciating continuously in terms of the U.S. dollar. This implies

ill;at export items of these countries become relatively cheaper to the European countries, Naturally,

tr]:,:m currency of, say, Indonesia depreciates more than that of India, European countries will
fh" ase more from I_ndnnesia rather than India. Again, if there is a competitive depreciation, then

€ importing countries, may defer their purchase decisions because by doing 5o, they can import
even at a lower price in future ; (c) Decline in rural demand for industrial products owing to a low
agricultural output in 1997-98; (d) Slow growth of infrastructural investment and infrastructural
bottlenecks in power and transport ; (e) Slow growth of new investment by the corporate sector due
to the existence of excess capacity in industrial units, (f) Low levels of productivity in the industry
because of outdated technology, and the inability to reap the economies of scale ; etc,
Thus, if we review the trend of industrial growth during the plan periods, we observe that this
growth rate was not sustained. The average annual growth rate in industrial production was
commendable during 1951-65, but it was followed by a deceleration during 1965-75. Though there
was a recovery in this growth rate during 1976-90, with mild fluctuations, it again indicated a
recessionary trend during 1997-2002 (see Table-2 & Fig.-1).
4.2.10. Industrial growth during Tenth Five-Year Plan (2002-07)
If we review the pattemn of industrial growth during the first three years of the Tenth Five Year Plan,

i i ion i dually from
obse average annual growth rate of industrial production increased gra y
o be i o 2003-04 and further to about 8:4 per cent during 2004-05. The

2002-03, to 7-0 per cent in _
5;,.4,_.“-,.;lr pes'r - | ﬁh rate nF;einduntrial production was about 8:6 per cent during Tenth plan (2002-
- PEORES of the capital goods industries, basic goods industries and consumer goods

2;-@ contributed significantly towards this growth.

The principal causes behind
follows :

such a revival of industrial production during the Tenth Plan are as

rate of production in basic and capital goods industries,

growth rate of production in the consumer goods industries,

private sector investment in consumer goods industries,

_ . in Indian industries,

o -dﬁﬂ for Indian Industrial goods, etc.

o O in the growth rates of production in various industries during Ninth and
¢ shown ina Table (See Table-1).
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Table-1
Growth rates of different industries in India during 19'??'@
Industrial goods 1997-98 | 1998-69 | 2000-01 | 2001-02 | 2003-04 e 2.5
1. Basic gn;:I-s s 69 1-6 37 i e 4 ]E-hz (-) &0
2. Capital goods 58 12:6 18 |(-)y34 | 136 b 12.0 1:6
3. Intermediate goods 80 61 47 15 & 5 10:1 24
4. Consumer goods 50 2:2 8:0 60 & Eais
5. Growth rate of General : 11:6 141
index (industrial Production)| 67 41 50 Ll R AL P

Saitree : Economic Survey (2004-05, 2007-08, 2014-15), Govt. of India.

Table-2

Average Annual Growth Rate of Industrial Production in India
during the Plan Period

] ___Plan Peri l:-d

F;r"sr Plan (1951- 56]
Second Plan  (1956-61)
Third Plan  (1961-66)
Fourth Plan  (1969-74)
Fifth Plan (1974-78)
Sixth Plan {1980-85)
Seventh Plan  (1985-90)
Eighth Plan  (1992-97)
Ninth Plan (1997-2002)
Tenth Plan (2002-07)
Eleventh Plan (2007-12)
Twelfth Plan  (2012-17)*

! Average An nual_G rﬂ‘_‘:ﬂl

56
73
82
42
62
64
54
8.0
4.5
5-6
74
45"

Rate ) |

Source : Economic Survey (Government of India) different issues. [*during 2012-15]

Fig.-1 Growth rate (%)of Industrial Output in India during the Plan Periods
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Fig.-1 [Based on the Statistical data shown in Table-2]

4.2.11. Industrial Growth during Eleventh and Twelfth Five-Year Plans (2007-1 5]

rial production in India has
as well as during the first three years

It has been observed that the average annual growth rate of indust
gradually during the Eleventh Plan Period (2007-12),




of the T 1 :
ey welfth Plan period [2{]12_1?}

(a i
Eb; ::;?::]ﬂna? trend in the export market
on in consumption and j J
: d : :
(€) Weak Infrastructural base Hvestment expenditure in the public sector of India,
(d) Recessionary trend :

4.3. Salient feat | :
ures of the changes '
W In industrial structure during the plan periods

S row . i :
We can indicate some of the s grawth trend in industrial production during the plan periods. Now

lan 3 alient featyn P .
Plan periods. These features are noted hj_;”f the changes in industrial structure of India during the
el w : " >

(a) Growth of hea
and i .
V¥ and capital 800ds industries : Since the inception of the Second Five-Year

Plan, the industria] b
¢ t ase of the Indian

EDT; hé‘“"‘" and capital goods induii?izgm}r TE been strengthened with the establishment of
heavy dlocr )t Rourkela Steel Plant, Dyrgamur bie pore Seel (€g., Bhilai Steel Plant
t;;w E]E‘Cl‘l:]ca] EﬂginEErmg Soods i E:ha:liglélpurn Steel Fllanl, Salem Steel Plant, etc.), coal.
i S, d:lE'H:ucals and allied products .‘;ll‘ | at Heavy Electricals Ltd.), maChiner}f and machine

" gd UE::EE fmcreased to a large exten{_p oleum products, etc. As a result, production in these
rowth of infrastruct : gty ! _

steel, crude PEtT'DlEU_nc 5% industries : Infrastructure industries like electricity, coal, saleable
during the plan pe .1'1Pmme”ﬂ,l refinery products and cement have also expanded considerably
infrastructural facilities like pp 1S 455ist the process of industrialisation by providing
electricity, etc. For Exa; [;I: ;ﬂntﬂF:ﬂffl ﬂnd”c-:;mmtmicaﬁnns, generation and distribution of

e , the total installed electrici : ek
2,300 MW in 1950-51 to about 1,31,400 MW in zn'h;‘fuiﬂf}' EERNE ARl ncrensed ol
(c) Growth of industries producing various consumer goods : We know that a balanced industrial

structure needs tl'_uz growth of both the capital-goods and consumer-goods industries. Several
I:DI‘ISTJJIIE]’—E‘O:DL‘.IS industries _pmducing both durable and non-durable consumer-goods have
emerged during the plan periods. However, the growth rate of production in durable consumer-
guodglseﬁnr (e.g.. TV, rg-fngera tors, washing machines, etc.) has been faster than that of the non-

urable consumer-goods sector.
Generally, the non-durable consumer items like tea, cotton fabrics, vanaspati, mustard oil,
sugar, matches, etc., satisfy the consumption needs of a large sector of people. So, they are called
mass consumption items. Thus, despite a slow growth of these industries (producing non-durable
consumer goods), their weightage or importance was relatively higher than durable consumer
goods in the total production of consumer-goods.

(d) Growth of public sector enterprises : There has been an enormous expansion of public sector
enterprises in the industrial sector (i.e., the enterprises which are governed and controlled by
the, Government). These public sector enterprises play a pivotal role in the production of fuel
oils, fertilizers, communication equipments, non-ferrous metals (like aluminium, copper, zinc,

’ | and lignite, iron and steel, etc. The contribution of Central Public Sector Enterprises

ntrolled by the Central Government, in the production of coal, lignite and

than 95 per cent of the country’s total production during 1996-'97. Over

Lt : i -ferrous metals of the country was also contributed by

i of the total production of non . ry

mﬂggﬁ Gome of these CPSEs are Bharat Heavy Electricals Ltd. (BHEL), Hindustan Cables

{ﬁLl,'f‘fﬁthﬂaﬂ Zinc Ltd. (HZL), Hindustan Copper Ltd. (HCL), Indian Qil Corporation
yCL). Mahanagar Telephone Nigam Ltd. (MTNL), Indian Petrochemicals Corporation
£ Qil and Natural Gas Corporation Ltd. (ONGC), etc. In 1951, the G@""Eﬂ:‘m;g

; ;n 5 CPSEs was only ¥ 29 crore. This has increased to about ¥ 1,93,121 crore In

997 Huwéifﬂf: this number has declined gradually since then.

| .5 i DE
i _Development of Industry and Service Sector of Ingia | Vw7

Ei‘C.}; coa
(CPSE), which are co

petroleum was more
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* L8 Microec fication of small-scale, mediu Mescal, 1
e classi t of fixed capital needed

: Z : tries : Th
(e) Growth of various medium-scale indus the amoun T .
and large-scale industries generally depends upon machines; etc., at the lqlttat stage) for fh,
investment needed for purchasing land and b"uldmg-’s‘ cale industries, which employ, on an |
establishment of any industrial unit. In ‘:T-_::E "': ?{fg;}ﬂ: l.,3.;|ui1-45-:1‘1131'|t per Wﬂr;cez;] is estimatag
; . i i 2 X ; i t Crore
e s olaRay S B SR 7 o i
a{:rern;e. l|l:'=:r un:lt. Several such medium-scale indlﬁgﬂ'lfsgare Sa industry, there are about L'!E |
industrial structure of India. For ExamEIE’ g an rl:-res and tubes, hose pipes, Sports good, efc
medium-scale units which produce surgical El_o'f'est:eé] lants which produce stainless steel, milg
Again, in the iron and steel sector, there are mini-ste¢i p

steel, etc., on a medium-scale. i .

(0 Growth of small-scale industries : Small-scale industries have also Ei?'? ﬂiﬁiﬁ}i;;iﬂ;{:}iﬁt
role in Indian industrial development in terms of employment g'Esemh-ial et R iscalled yonalt

At present, if fixed capital investment is upto Rs, 1 crore in any incius el
scale unit. However in 2001-02, this investment limit was raised upto 3 crore pache s T scale

: ber of registered small-scale

v ; : i cts. The total num
units producing hosiery and hand-tool produ 195%_51 to about 18-71 lakh in 2005-06. If the

industrial units has increased from about 16,000 in ; a
unregistered units are also included then this number would be about 123-42 lakh in 200504,

Total employment generated by these small-scale units has also increased ﬁ-gm about 40 lakdiin
1973-74 to about 29491 lakh in 2005-06. Their contribution to value-added (i.e., value of output
minus the value of raw materials) has also been substantial in the total value-added in the
industrial sector. In 2005-06 the value of output generated by this sector was to the extent of Rs.
4,76,201 crore (at current prices).

(g) Greater balance in the size-class distribution of industries : In view of the growth in large-
scale, medium-scale and small-scale industrial units, the present industrial structure seems to be
more balanced from the view point of size-class distribution of industries.

(h) Greater diversification of industrial products : Greater diversification has taken place in the
industrial products because the variety of industrial products produced by different industries
Nas widened. In the early 1950s only four industries (viz., food products, textiles, wood and
furniture and basic metals) accounted for two-thirds of total industrial production. However,
during the early 1990s, the combined s_hare of those four industries has declined to 32.9 per cent.
On the other hand, the shares of electrical and non-electrical machinery, chemicals, non-metallic
mineral products, transport equipments, computer software products, etc,, have increased

gradually. Recently, the software industry and the IT -enabled services (ITES), viz., Business
Process Qutsourcing (BPO) l"fave emerged as the most expanding sector of the Indian economy.
For examp_le, the ITES-BFQO fndustry is eshmat_eq to have grown by about 54 per cent dun'ﬁg
2003-04, with an export earnings of U.S. $ 3-6 billion. L

4.3.1. Features of industrial structure during 1990s B -

g:::; !;aﬁ:;ebzxts;:; j.i].gl"ll.fICﬂ.I‘ll' changes in the industrial structure of India during 1990s. These are
(a) Foreign technical collaboration and direct investment : Growi : ;
cgllah%::'ation and foreign direct investment in joint ventpre(:;‘;ig}.l;lile ng,ﬁi fgrmghn ,{:E’d‘.‘““;i
the industrial sector of India, are also an important features of the Pmﬂﬂ{t i e I:rsul Stl latr:es -
India. With the introduction of liberalised foreign investment policy by the G ustrial s ru*.':lr ;rt:i &
since 1991, this trend has increased. For example, the Government has a iﬂidm?:g;? rl:i
technology collaborations and 15,998 foreign direct investment proponts o 0. 105}
1991-2002. All these proposals involved an investment of about 7 2,84,812 crore, but ﬁw actual
inflow was to the exent of T 1,29,_5&3-3 crore. Out of this total approved investmm;t about 49 per
cent were meant for the core and infrastructure sector which constitutes ferrous and non-ferrous




: » POrts, oil refinery, to] i
ers. Thes - CEEEIY, E-COmmunj

hare c-ffnm:_l prﬁ?eessmg_ ndustries in the g foreign direct nvestment

mical industries wag 6-7 per cent, 5

: : Private sectp ises :
public ang S e S e r e_ntlel-rprises; : Undgr the system of mixed economy,
J co-exist in the industria] sector in India, The Ind ustrial

olicy Resolution of

1993, T matgw ;59?7; l':lgﬁzi:-ﬂ that number only to 8 and that was further reduced to 6 in
NOW Open (o the Private sectar o IEMS’ w}}mh were previously reseryed for the public sector, are
e, furgjngs G steel . 1ese 11 industries include (a) iron and stee] (b} heavy casting
(&) ining of iro,. e (€) heavy plant and machinery ; (d) heavy electrical plant ;
f Mining and b o Anganese ore, :I:hrome OTe, gypsum, sulphur, gold and diamond ;
building ; () telephongy l:;EI Copper, lead, 21N, tin, etc. ; (g) aircraft ; (h) air transport ; (i) ship-

ables, telegraph ang Wireless apparatus and (k) generation and distribution

icy (1991), the areas now d f i
as follo : o reserved for the public sector, are
Pdeuctiti B;:E;)t arms and AMmunition ; (b) atomic energy ; {c) minerals required for the
g Omic energy ; (d) cua! and lignite ; (e) minera] oils ; and (f) railway transport.
e NESE il;eas, Private sector participation can be invited on a discretionary basis. [Later on

M Numbers (c), (d) and (e) were also made open to the private sector.] The present policy
of oy s emphasis on the expansion of the private sector and closing down

(c) Structural shift in favour of consumer goods and intermediate goods industries : There has
been a shift in the ind ustrial structure in favour of the consumer goods and intermediate goods
industries during 1990s, In the new index of industrial production, the Central Statistical
Organisation has considered ‘1993-94’ as the base year (in the old index, the base year was
1980-81). In this new index of industrial production, the weightage of consumer goods and
intermediate goods sectors had increased, while the weightage of basic and capital goods sectors
had declined.

(d) Changes within the consumer goods and intermediate goods industries : Within the consumer
goods sector, greater weightage is assigned to ths.: consumer pnn—dural:-les no doubt. However,
compared to the old index of industrial prc:ductmni the wmghtlage of the consumer durables
sub-sector has increased by more than 100 per cent in thel new li'lldEx. T_‘hr: growth f}f this sub-

sector has also been supported by the easy availability of nstitutional finance. Again, the “E"";
' index confers greater weightage upon the intermediate Em.ds industries pgrhcula_rl}r because o
i ::l"lle growing importance of the industries producing chemicals and chemical products, plastic,

rubber petroleum products, etc.

" rial structure
s e ce n e Indu'Std strial production, we observe that the average annual growth
e review the g:ro_wl'h rate E?f o ; capital goods industries were commendable during 1951—{:-5,
JEERE S diiom it the Dosic anc © ISI of industrial deceleration. The growth rate of industrial
ever, the period 1965-76 is ;" Fi[r:f;trieg during that period. Later on, during the period of
declined for all types of In 96), the growth rate of industrial production was maximum in
3 i cgture of the industrial sector had shifted parhm_flarly in
i ods which are used as inputs in some industries) and
P gﬂof roduction in the basic and capital goods lp#ﬂfﬂfz
: rah!sth b eriod 1980-92 (Table-3). This is an indication ﬂt
d to the p this imbalance was reduced to some exten

AT depends on the
| facilities in our E;I;ﬂ;rﬁwﬁ Yiabto

: very (i.e., durin
¢ lam 5 f ir goods sector.
Vi ﬁﬂﬂ! intermediate goods (i.e

- ‘oods industries. The grow

uring lw%ﬁzmazuc;nm;&::dan However,
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= T s socipty, and
consumer goods industries satisfy the needs of a small section of rich peﬂp!ﬂ- within the society, @

do not help in strengthening the infrastructural base of our economy.
Table-3

Annual Average Growth Rate of Industrial Production {used based)
in India during 1951-2006
Seclors Growth Rate p.a.(%o) E
1994-2002| 2002-06
1960-65 | 1965-76 | 1980-92

1951-55 | 1955-60
1. Basic goods 47 121 104 65 74 54 it
2. Capital goods 9.8 131 19.6 26 9-4 62 B
3. Intermediate goods 78 63 69 3.0 4.9 77 47
4. Consumer goods 4.8 4.4 4.9 3.4 6.0 73 9:5
(a) Consumer
durables i = . ) 10-8 12:5 87
(b) Consumer
non-durables - - = 2.8 5.3 5-8 9:5= .|
5. General index of
| industrial production 5.7 7.2 9.0 41 78 66 73

Source » Compiled from Economic Survey (Different Issues), Government of fﬁ{hﬂ-

4.4. Public Sector in India

The sector which is controlled and managed by the Government, both at the Central and State levels
in India, is called the public sector. During the pre-independence period, the participation of the
public sector in economic activity was virtually absent in the Indian economy. The only organisations
which were under the management and control of the Government during those days were :

(1) railways,
(2) port trust,
(3) post and telegraph, and

(4) aircraft and ordnance factories.
However, during the post-independence period, there has been a huge expansion of the public sector

since the inception of Industrial Policy, 1956, The Public Sector Enterprises (PSE) or the Public Sector
Undertakings (PSU) at present constitute a major national capability in terms of their scale of
operation, coverage, technological capabilities and employment generation.

These PSEs (or PSUs) include :
(1) Departmental enterprises (e.g., railways, post and telegraph).
(2) Banks and Financial Institutions [e.g., Industrial Finance Corporation of India (IFCI), Reserve

Bank of India (RBI), State Bank of India (SBI)].
(3) Non-departmental enterprises [e.g., Steel Authority of India Limited (SATL), National Thermal

Power Corporation (NTPC)].
These non-departmental PSEs account for 75 per cent of value-added, more than 50 per cent of gross
investment and about 33 per cent of the total employment in PSEs. The number of PSEs under the
Central Government has increased from only 5 in 1951 to 240 in 2003. In 2010-11, this number was
reduced to 220. On the other hand, the number of PSEs at the State level was about 780 in 2003

4.4.1.Role of Public Sector in Economic development of India
has been playing an important role in shaping the basic structure of the
dimensional role played by the public sector brings forth the

Public sector in India :
,,_“ y. An analysis of the multi-




: Domestic p
75 per cent in 1950-51 to about 24 per cent“i:n ;ES;H iy e urreny

to a rapid expansion in the public sector during 1951-91 This is largely dye

. but then it hag declined to about 6.3 Per cent during the Ninth Pla

million in 2013-14. The maximum
storage and communications sector,

(4) Public sector and infrastructure : Pyublic sector investment in the infrastructure sector like
power, transport and communications, heavy industries, irrigation, education and technical
l'ra_lmmg, etc., has paved the way for agricultural and industrial development of the country.
Private sector investments also depend upon such infrastructural facilities developed by the
public sector of the country, .

(5) Strong industrial base : The growth of the public sector in the field of iron and steel, coal, heavy
engineering, heavy electrical machinery, petroleumn and natural gas, fertilizers, etc,, has also
created a strong industrial base for further industrialisation,

(6) Export promotion and import substitution : PSEs also contributed a |ot towards foreign exchange
eamnings of the country. The foreign exchange earning of the PSEs has increased from only T 35
crore in 1965-66 to ¥ 1,22,719 crore in 2013-14. Some PSEs have also shown creditable records in
achieving import substitution and thereby saved precious foreign exchange of the country.

(7) Contribution to central exchequer : The PSEs hfw_e also beer} contributing a good amount of
resources to the central exchequer in the form of dividends, excise duty, customs duty, corporate
tax, ete. This contribution has increased from about ¥ 7,600 crore in 1980-81 to about ¥ 2,20,166

crore in 2013-14. , »
: i - full
. ion of income and wealth : Expansion of PSEs in India has been successfully
®) ChEdL‘mg ﬁnnm;::?;;;::n l;tcgmnomic power into the hands of a few persons, and it has also
Eh E‘:k;ﬂm];:;lg,e ttoerzc:lress the problem of income inequalities to some extent.
een

inning, i i in India has

g : ities : From the very beginning, industrial development in In :
(9) Removal of regional dzﬂzr:::faﬁ’l big Port—cilg;a like Mumbai, Kolkata and Chemal, .NDW, in
been very skewed tow | disparities, the public sector tried to disperse the industrial units

order to remove regional ia. Hence, at present, we observe that Orissa, formerly an
: ns of India. Hence, at p ) _

tqward? the bac;:-::;g ;:ggn, has developed in respect of industrial growth,

= asially bﬂf-‘. aking PSEs (such as ONGC, SAIL, I0C, IPCL, VSNL, NTPC etc.) I‘*‘"’ng
1997, eleven profit i ng by the government. At present there are nine such PSEs since ;
ntified as ‘Navaratna PS_EB d FDu_n'fg 2010-11, these Navaratna PSEs had a net profit of T 66,72
' have been pnh;at];; go-ad track records in making profits were identified as Miniratna
o PSEs hav Nz
e Bﬂmrthere are about 41 Miniratna PSEs. i Sy
present, iven ‘Maharatna’ status to seven CPSEs tha 1

vernment has giv : ity of India Ltd. (GAIL),

e Central Go Eelctrical Ltd (BHEL), Coal India Ltd., Gas Authority
arat Heavy
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Indian Oil Corporation (10C), etc.] The CPSEs (17 in number) that earn pro onautics Ltd. (HAL).
those of ‘Maharatna’ category, get the status of ‘Navaratna’ [e.g. Hindustan AEI‘L

Hindustan Petroleum Corporation Ltd. (HPCL), Mahanagar Telephone Nigaf® . c G0y iy number)
Petroleum Corporation Ltd. (BPCL), etc.]. The third layer of the profitmaking =\ = Fropper Lid.
are now called as ‘Miniratna’ [e.g,, Bharat Sanchar Nigam Ltd (BSNL), Hin

(HCL), Airport Authority of India (AAI), etc.] Different

: . i rthy. -
Inspite of the important role played by the PSEs in India, its P"-Tfﬂm‘“"‘mﬁ}:nr:o::;:;;ejznsonfe demerits
; y the role

economists have pointed out several loopholes in their performance pa
our country at a

isation, we cannot den
mic system with

of the PSEs and the recent attitude of the Government towards privatisa

of the public sector in supplying basic public goods to the common people $f
reasonable price. Here lies the importance of the public sector in any mixed econo
social welfare being the prime objective.

4.4.2. Problems faced by the Public Sector Enterprises

Massive investments have been made over the past four decades to build up the public f,ECtgztS:
India, which possesses a commanding role in our economy. Thus, some of the mature public Eh:_-nc.[_l
enterprises have successfully expanded their production and built up a reserve of technical compe i

in a number of areas.However, after the initial growth of this sector, a number of problems have
begun to manifest themselves in many of the public enterprises. Serious problems are observed in the
insufficient growth in productivity, under-utilisation of capacity, poor project management;ro_w_z‘r-
staffing, lack of technological upgradation or modernisation, inadequate attention to R & D activities
(research and development) and human resource development. In addition, public enterprises ha":"’
shown a very low rate of returmn on capital invested. The performance of some central sector public
enterprises can be represented with the notion of profitability (defined as net profit after tax as a
percentage of total capital employed). Though this profitability was increasing gradually during the
1980s ; if the petroleum and power sectors are excluded, this becomes negative for other central
sector public enterprises.

Table-4
Profit & Loss-making CPSEs and Net profit as a percentage of Capital Employet
in some central sector public enterprises (CPSEs)

Year Profitability
Profit-making Loss-makin Net i
CPSEs CPSEs : “Pigﬁﬂ:;:;:u?:j

2004-05 143 73 12.88
2005-06 160 63 11-88
2006-07 154 61 1226
2007-08 160 54 1121
2008-09 158 55 1057
2009-10 157 60 1015
2010-11 158 62 7.08
2011-12 161 64 734
2012-13 151 78 7.62
2013-14 | 163 71 753

Source : Public Enterprises Survey (Several Reports).
1990-94, however, there was a declining trend in this profitability. It declined from 4.5 per
1989-90 to 2-8 per centin 1993-94. Although there was an improvement in profitability during
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1994-96, the economic survey of
telecommii~ication and financial seryj
°C e ; . power,
profit eamed by all public sector e setlztnrs together mn;l‘buted about 59 per cent of the net
11) indicated that the number of o . - public enterprises survey (1995-96, 2010-
2 S=1T1 i , ¥ L
B et 1ons w7 760 ke aku.lg central _sectﬂr public enterprises was 74 in 1980.81
an thE;:‘mmber increased up to 109 in 2001-02 (amount of net
. € number of loss making CPSEs declined to 62 i i
anet loss of T 21 5 eclined to 62 in 2010-11 (with
N aniny 459;;;; rj}' J}[‘Eﬂm 51 Pper cent of total central sector public enterprises incurred such |
2004-05 to 2013-14. A }.h e profitability of the CPSEs also indicated a declining trend during
(un S Centrai GS per the report of the Department of Public Enterprises (DPE), about 62 CPSEs
L 'nvemm?nt) were considered as sick units (out of total 220 operating central
nterprises) during 2010-11. The Public Enterprises Survey Report (2010-11) shows that

the profitability of the CPSEs, though increased fr i %o duri
i e gh om 67% to 12:8% during 2001-05, gradually

4.4.3. Reasons for Poor Performance of Public Sector Enterprises

Several causes have been identified by the researchers for the poor performance of the public sector
enterprises in India. These are noted below :

(1) Low return on capital : The performance of some central sector public enterprises can be
represented with the notion of profitability (defined as net profit after tax as a percentage of total
capital employed). Though this profitability increased gradually during the 1980s ; if the

Y B P ty gr
petroleum and power sectors are excluded, this becomes negative for other central sector public
enterprises. :

(2) Costover-run: Non-completion of many public sector projects within the stipulated time period
led to an unnecessary increase in the cost of construction. Improper project planning seems to
be responsible for such delay and cost over-run, Thus, it puts an additional burden on the scarce
resources of our country.

i i io: ital i d per unit of value-added is relatively
3) High capital-output ratio : The amount of capital invested perun :

% higgl:lher 111':: public sector enterprises. This type of over- carpltahsan-::_-n can be traced to avn}dah}e
expenditure during construction work, surplus machine capacity, tied-up aid resulting in
cumpulsion to purchase imported machinery and equipment, expensive turn-key -::n:m'l:ra;:ts, fat-::.

i i i follow a rational price-
i licy : Most of the public sector enterprises do not

(4) Improper Pﬂ?;?:t:::e enterprises, PEC’EE of their products or services are kept at a low level,
pohc:v. In i eeds and purchasing power of the general people. However, the quality of
keeping In mind I:t:-?ii: 1:: dlit gnosﬁ (e.g., health service) supplied by the public sector, seems h;- be
some of these pu Qmi;ts believe that it is better to provide quality services at a p}-ern%utm
very poor. Snmn? aeon ervices at a low price (excepting such cases where public utility
rather than medmfg Srhchlfiil;jard regions of the country or for backward communities).

ices are meant for the bDa ) ; .
¢ 2nre : t of the public sector enterprises are also burdeged with excessive
- (5) Excessive man-pﬂwerl; M‘;? emplﬂ}?ﬂes remain far above their actual requirements. Hence, a
man-power. The number uired for the payment of their wages and salaries. s
huge sum of money 1S req . . os also do not utilise the full capacity o
(6) Under-utilisation of capacity : Some public sector enterpri
| er-u

L

: i in the average
5 _utilisation of capacity leads to an increase i
it ey S S o
cost of prociluctinn in thes:ost of production, these units become sick withi a she thé % g
 cover the rising average . Indiscipline and lack of responsibility amol':lg w i )
) Absence of proper S c:[t lmf'.zd relationship between the management and W
£ o y public sector enterprises.
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(8) Improper management : Efficient management, along with proper deleg
the top level of management to lower levels, are supposed to be the pr #
functioning of an enterprise. Unfortunately political interference, lack of su fficiency
the management and bureaucratic entanglements degrade the managerial e
sector enterprises. biect to excessive

(9) Lack of functional autonomy : Most of the public sector enterprises are SL;hfsi public sector
control, exercised by the Ministry of Finance and the Mirﬁﬁﬁ'}"ln":h?rge DVEZ}REH ained by these
enterprises. Thus, development plans of such public sector enterprises are const Fionascribed
rigid control mechanisms, and the poor performance of public sector enterprises i
to lack of functional autonomy to the management. g Nl

(10) Inappropriate techniques of production : Inappropriate techniques of Pmd'.'lcno;l 25 ample
important explanation for inefficient operations in many public sector enterprises. For EJ: ; E-[aE
in the case of the steel industry, our blast furnace productivity is only around 45 per ce::;}c 1d
of Japan. Our public sector enterprises could not develop such blast fuflflafEf’*_whl di =
function well even with the quality of coal (i.e., with high ash content), available in India.

4.4.4. The Issue of ‘Disinvestment’ in the Public Sector

The Government of India wanted to solve the maladies of the public sector through greater emphasis

on private sector enterprises. The Industrial Policy Resolution (1991) of the Government also stressed

the need for gradual reduction in public sector enterprises. The Industrial Policy Resolution of 1‘5‘:5‘15
kept 17 industries reserved for the public sector. This number was reduced to only 8 in the Industrial

Policy of 1991 ; and this was further reduced to only 3 industries. Thus, out of 17 industries reserved

for the public sector, as many as 14 industries (like iron and steel, heavy plant and machinery, heavy

electrical plants, mining and processing of copper, lead, zinc, etc., generation and distribution of
electricity, ship building, etc.), are now open to the private sector. The Industrial Policy (1991) has
also emphasised on the closing down of sick public sector units. The Board for Industrial and

Financial Reconstruction (BIFR) makes necessary recommendation for the restructuring or winding

up of sick public sector enterprises. About 285 cases of public sector units were referred to the BIFR

up to March, 2004. Rehabilitation schemes were sanctioned for 24 public sector units run by the

Central Government and 21 public sector units run by the State Governments. It was also recommended

that 27 public sector units run by the Central Government and 39 public sector units run by the State

Governments had to be wound up.

W Principal elements of the Government policy towards the Public Sector : The main elements of
the Government policy towards the PSUs, are stated below :

(a) Bring down Government equity in most of the PSUs to 26 per cent or lower, if necessary ;

(b) Restructure and revive potentially viable PSUs ;
(c) Close down the PSUs which cannot be revived ; and

(d) Fully protect the interest of the workers.

® The ‘Disinvestment’ programme : The Government of India planned for the selling of shares of
some of the profit-making public sector enterprises to the private sector. This is known as disinvestnient
programme. This disinvestment programme has been the major plank of the privatisation programme
in India. The Government set up a Disinvestment Commission in August, 199 to advise the
Government on dl'sinvest]nfent- The IS'I‘i“'CiP'fII DbJE':hT"E of this dism"’*’“'f‘*“ policy was to improve
the performance of the public sector enterprises. .D'l.lnng‘ 199?~?8, the subject matter of disinvestment
B ught un der the department of Economic Affaus(Mlmstr}r of Finance). SUbS-EquHy, the

rtment of Disinvestment was constituted in the Ministry of Finance in December, 1999
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® Evolution of disinvestment
policy in India : The disi st -
tl"lmugh the Hudg&t speeches of Finance Ministers. In brief e
ree stages . i

(@) 1991 to 1999 ; Ay thi
: 15 stage, the focus was on disinvestment of minori i
government in favour of financial institutions. RPFSshershipidimg of the

(b) 1999 to 2004 : In this period, the
(e} Since 2004 ; During this period t
market to the general public.
Table-5 shows the names of some of
could be successfully followed by the

: policy
this policy evolutio

has largely evolved
N can be divided into

focus was on disinvestment through strategic sale.
he focus is on disinvestment of minority stakes in the domestic

the public sector enterprises where the disinvestment policy

Government.
Table-5
Disinvestment in Public Sector Enterprises
Name of the Percentage of Percentage of
public sector unit total share Government holding (%)
disinvested (%) |  as on 31st March, 1998

1. Bharat Earthmovers Ltd. (5 90 4 B0 6081

2. Bharat Heavy Electricals Ltd. 32:28 6772

3. Bharat Petroleum Corpn, Ltd. 33:80 66-20

4, Hindustan Organic Chemical Ltd. 41:39 5861

5. Hindustan Petroleum Corpn. Ltd. 48-94 51-06

6. Hindustan Zinc Ltd. 24.08 7592

7. Indian Petro Chemicals Corpn, Ltd. 4005 59.95

8. Indian Telephone Industries Ltd. 22.98 77:02

9. Mahanagar Telephone Nigam Ltd. 43-80 56:20
10. Videsh Sanchar Nigam Ltd. 33.04 6695

Source : India (1999), Publications Division, Ministry of Information and Broadcasting, Government of India.

Box-1

No. of Central PSUs (as on 31.3.2014) : 290
Operating CPSEs : 234
Profit making Central PSUs : 163
Loss-making Central PSUs : 71

i casual & contract workers to the extent of 2:3 lakh)
rbi s (a) Money raised : T 1,52,7897 crore

(b) No. of Central PSUs involved : 68

of empl
“ M:? kit vestment during 1991-2014 :

e of Sale : (a) Sale of minority stake in 52 CPSUs
BRRE - Sislsgic sale in 16 CPSUs B
s tom disinvestment : (1) Maruti Udyog ; ¥ 6,398 crore
_ b (2) ONGC : ¥ 12,749 crore
(3) Coal India : ¥ 15,199 crore
A an RTTRC - ¥ 11 457 crore




