G @ | TOGETHER

!{’\N i D/? L&y

=S~ vears | for a sustainable future
OCCASION

This publication has been made available to the public on the occasion of the 50" anniversary of the
United Nations Industrial Development Organisation.

’-.
Sy
B QNIDQI
s 77

vears | for a sustainable future

DISCLAIMER

This document has been produced without formal United Nations editing. The designations
employed and the presentation of the material in this document do not imply the expression of any
opinion whatsoever on the part of the Secretariat of the United Nations Industrial Development
Organization (UNIDO) concerning the legal status of any country, territory, city or area or of its
authorities, or concerning the delimitation of its frontiers or boundaries, or its economic system or
degree of development. Designations such as “developed”, “industrialized” and “developing” are
intended for statistical convenience and do not necessarily express a judgment about the stage
reached by a particular country or area in the development process. Mention of firm names or
commercial products does not constitute an endorsement by UNIDO.

FAIR USE POLICY
Any part of this publication may be quoted and referenced for educational and research purposes
without additional permission from UNIDO. However, those who make use of quoting and
referencing this publication are requested to follow the Fair Use Policy of giving due credit to
UNIDO.
CONTACT

Please contact publications@unido.org for further information concerning UNIDO publications.

For more information about UNIDO, please visit us at www.unido.org

UNITED NATIONS INDUSTRIAL DEVELOPMENT ORGANIZATION
Vienna International Centre, P.O. Box 300, 1400 Vienna, Austria

Tel: (+43-1) 26026-0 * www.unido.org * unido@unido.org


mailto:publications@unido.org
http://www.unido.org/

LIMITED

1D/WG.147/11
_ United Nations Industrisl Development Organization 15 May 1573

ORIGINAL: ENGLI®H

Interreg onal Seminar on (perstion
of Iadustrial Planning Systeas

Nesessbar, Rulgaria, 21 May = ? June 1973

prm— RS IR
v

%, 8, Pathak ;
Wember, Planning Comstesion of indie

L/ T™he views and opinions expressed in this paper are those of the authers and
do not necessarily reflect the views of the sseretariat of UNTON, This dosumant M
) been reproduced without formal editing.

19,7 32080




‘W regret that some of the pages in the microfiche
| copy of this raport may not bs up to the proper
B legibilicy standards, even though the best possible
§1 copy was used for prepsring the master fiche.

R |







Introduction

Planning 1s essentially an integrated and

co-ordinated exercise for development and as such an
understanding and appraisal of industrinl planning in
India would be better appreciated, if this is preceded
by an outline of the purpose, approach and process of
development planning adopted in the country,

the_now borizop
2, The attainment of independence in 1947 signaslled
the beginning of a new era of social and economic free-
dom. It aroused aspirations for better living, wider
opportunities of work, greater social justice and
larger particivation in economic azctivities. The
major task before the couniry was the transformation
of the traditional social and economic structure so
that mass poverty and ignorance could be removed and
a democratic and egalitarian social order  established,
The first threc years of independence were, however,
mainly devoted to tackling a number of political and
administrative problems. Millions of refugees uprooted
as a result of partitiion of the country were
rehabilitated and 500 and odd princely States were
integrated. The administrative structure disrupted
by partition vas sought to be reorganised and abowe
all a new Constitution for the governance of the

country was drafted.
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The Constitution and social framework
3. The peoples' a2spirations were presented in the
Constitution which came into force in January, 1950. The
Constitution 1laid down certain Directive Principles,
whicn thougn not enforceable by a Court of Law, are
neverthelcess fundamental in the governance of the
country; it shouid be the duty of the State to apnoly
these princivles in making laws. According to the
Directive Principles, the State snall strive 'to nromote
the welfare of the people by securing and nrotecting
as effectively as it may, a social order in which
justice, social, economic and political, shall inform
all the institutions of national 1ife'. The
Directive Principles also state that 'the 3cate shall,
in particular, direct its policy towards securing
that the citizens, men and women equally, have the
right to an adequlite meons of livelihood; that the
ownership and control of the material resources of tue
community are so distributed as best to subserve the
common good} and that the operation of the eaconomic
system does not result in the eoncentratign of wealth
and means of production to the common detriment'.
These three elements, namely, the promotion of economic
and social wellbeing of the masses, provision of
opportinities for employment and prevention of
concentration ol economic power, provide the essential

~ basis for direction of social and economic policies

of the Government,
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Planning as_the approach

4, Planned development was recognised as the most
effective and rationzl means to give a practical

Shape to tnese Directive Principles, Accordingly,
soon after the adoption of the Constitution, the
Government set up the Planning Commission to undertake
the preparation of socio-economic developmental plans
for the country. The main functions of Planning
Commission comorise of an assessment of the material,
capital and human resources of the country
formulation of Plan for the most effective and
balanced utilisation of the country's resourcess
determination of oriorities, defining the stages in
which the Plan should be carried outy allocation of
regources for the due completion of each stage and
determining the conditions as also the nature of
machinery required for the successful implementation
of the Plan. Besides, it was entrusted with the
responsibility for periodical aporaisal of the
progress achicved and for making recommendations

for the adjustment of policies and measures, The
Commission, though constituted ss an advisory body,
eammiads a high level status in formulating and
directing national economic policies, It functions
under the overall guidance and direction of the
National Development Courcil which consists of

Chief Ministers of 3tates and Members of the

Planning Commission., The Ministers of the Central
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Government also participate in its deliberations. The
prime Minister is the Chairman of the Planning Commission
as well as of this Council,

Specjal features of planning in India
5. While accepting the planned annroach to bring
about a rapid advance of the economy and to mike onptimal
use of the material, financial and human rejources, the
type and form of planning a; adopted in India have certain
special features, characteristic nf the constitutional
and political framework of the country. The method of
planning has been adapted to fit in with the basic social
- values of democracy with the political structure of a
federal constitution and with a mixed economy in which
pilis ond privede  sectors coexist and contribute to the
fulfilment of the Plan. Indian planning is neither the
xind of total planning as adopted in the socinlist
economies nor the indirect or ‘'indicative!' planﬁing
of the type common in the éarket economies. The
form of planning that India has evolved falls some-
where in between. The nearest parallel to it in the
Western Europe . is the French system of planning snd ia
Eastern Europe the Yugoslavian system of planning. The
main difforanci, however, is that unlike France, India
has a federal structure of Government and the achievement
of a socialict pattern of scclety is her avowed objective

and unlike Yugoslavia she permits private ownership of
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canlial »nd gives a muen larger latitude to the oper:tion
0. the competitive forces in a market ceonomy. 7The
srstem ol nlannine in India 15 indeed a combination of
voth direct and indirect plannin:« and some cconomices
nave called it 'a third world of nlanning'.

Gy It =ar be axnlain~d that wnile the Planning
Commission nhas been rntrusted with the formulation of
Plans, yet witnln tie Cramework of the federal structure
and the nowers and functions of Central and 3tate
Governrnents defined in the Constitution, the States
enjoy a considerablec freedom in formulatin: and
impleuenting plans and policies, The resnonsibility

of tne i'larning Commission lies in integrating zo-
ordinating and formulating the overall plan for the
country and giving it a unified direction to serve the
common national interest. In other words, the Planning
Commission attempts to draw a coherent and a balanced
national plan based on the total resources both of the
Contre and the 3tates keeping in view the overall
national objectives and the relative priorities in
different sectors. Tils exercise is a fairly complex
process requiring the Planning Commission to briné about,
through extensive consultations, a fair measure of agreement
and understanding among the constituent units of the
Faoderation on the broad approach and objectives of each
successive plan, on the means and measures for achieving

these objectives and on an acceptable programme of action.
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7. Another feature of planning in India has becen
tno acceptance of the concent of mixed cconomy.

The DPrivate enterrrise
has been accorded a specific role in the implementation
of the Plan. A considerablc area of cconomic activity
jg carried out by individuals and nrivate cornorate sector
and economic decisions are widely decentralised, However,
their activities in a planned set up have been sought
to be recgulated and made to conform to the overall
soeial and economic ovjectives of planned develonment,
The Government's powers of regulation and instruments
ol control as well as the fiscal and monetary policies
have been used to give directlon to the economic
activitics in the private sector.

8. Thus, the entire process of planning, while

pased on a decentralised and democratic pattern

has been woven into one integrated whole and directed

to achieve a unified and balanced programme for

the ootimum use of resources and to serve the needs

of radd growth and social justica,
docialist pattorn of soclely

o, ‘fhe values and objectives sought to be achieved

through planning have been summed up in the phrase

tsocialist pattern of soclety', which has been adopted

by the Indian Parliamcnt as the goal of social and
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economic policy. This concept which embodies the
values of socialism and democracy and the annroach
of nlanned develonment, had its roots deep in India's
struggle for freedom. Essentially, this mcans that
"the basle criterion for determining the lines of
advence must not be private profit nut social gain and
that the pattern of develcpment and the structure of
socio-economic relations should be so nlanned thnt they
result not only in apnreciabi= increases in national
income and ernloyment but also in greater equality in
incomes and wealth". For achieving the above goal,
the State has to play a dominant role. This implies
that nublic sector has to exnand rapidly. It is not
only to initiate developments in fields which private
sector is unwilling or unable to undertake but also
to organise and regvlate the entire process of economie
and socizl activit? whicih helps in the achievement of
socialist pattern of society,

tiapping Process
1o, It is under the above framework that the
planning exercise is carried out., The Planning
Commission first carries out a number of econometric
and other technical studies and sets forth the immediste
a8 well as the long term objectives, 'Normally, a
persbeetive plan of 10-15 years is drawn wnich not only

attempts to define the long term objectives in concrete

terms but also gives indication of the relative priorities




to be followed in the medium term or the five year plans.
It lays dOwn long term sectoral as well as overall physical

and financial targets so that planning proceeds in a balanced

and coherent manner. Within this broad framework, the
immediate objectives, the tasks to be scoomplished and

the strategy and approach to be followed in the medium

term plan are worked out in the form of a five year plan.
These are placed before the Central Cabinet and the
National Development Council and after their anproval the )
detailed work of determining specific programmes and targets
' 4s undertaken by the State Governments and the Central

Ministries within their own spheres of activities.

11. A mumber of task forces and steering groups are

set up at the Centre and in the States to formulate
tentative plans for their respective sectors or regions

in the light of key fiqures such as pomulation projections,
targets for national income, savings, investmant, employ-
ment etc. vhich are provisionally indicsted by the Planning
Commission. After the recommendations of these task forces
snd steering groups are received, a prooess of balancing

is cerried ost in the Planning Commission - supply of
verious goods and services against demand, exports against
imports, ravw materials against finished nroducts, production
sgainst consumptionm, savings against




investment, financial resources against phystc al resources,
employment against labour force, training prograwmes against
man-power reqtatrm-. etc. Allowance is also made for
contribution likely to be made by the human factor, for
example, improvement in skill and efficiency. In preparing
the five year plans, prograwming tedhniques such as budjeting,
material balances, inter-industry tables, are alsc made use
of in a selective manner. It is thus through a long process
of consultation and examination that a co-ordinated am
integrated programme of development is drawn up in the

form of a five year plan.

12. Since for operational purposes, five years is tee
’loaq a period, five yesr plamning is supplemented by an
exercise in anmual planning. The Amnual Plaa is really

the national economic budget for a period of one year, an
economic counterpart of the familiar finameial budget.

In the formulation of the Amual Plan, the same procedure
as in the case of the five year plan is followed. The
preparation of the Amnual Plan provides on the one hand a
much needed flexibility in the implementation of the five
Year vlan and on the other sets out a programe of develop-
ment to be implemented every year with sufficient concrete-
Ress and detail. One of the main objectives of the Annual
Plan is to take account of every new opportunity for
development that may present itself and to exploit this to the




full for pressing the rate of growth of the economy
to the maximum. Another obhjective is to ensure that
the current five year plan dovetails into the next
five year prlan in a smooth way and that no "knots in the ‘
bamboo®, as it were, develop at the end of every five |
year plan.

13. It may be explained that withir the national
plan for the country as a whole, there are separate
plans for each constituent 3tate and Union Territory.

AS the State level the main institution responsible

for the preparation of the 8tate plan is the State

Planning Department which works directly under the

Chief Minister of the State. As in the case of the
Planning Comnission at the Centre, the Planning Departments
in the States usually formulate their vlans through groups
set up by them. The State Plans are drawn up in the

light of the main guidelines received from the Planning

cCommission and general directives given by the Council
of Ministers of the dtate. Bach State has also set up
either a State Planning Commission or a Planning Advisory
Committee for helping the State Planning Department.

14. As the average living standards in India are
extremely low and a large section of the population
has been living below the subsistence level, the

main task of planning has been obviously directed




towards raising the living conditions i the common man and
particularly the weaker and the poorer sections of society.
8ince poverty is a caise as well as the result of under-
development, the need to increase the size of national product
and accelerate the rate of economic development has assumed
Paramount importance. Thus, laying the foundations of o sound
and diversified productive structure for rapid econimic growth,
expansion of employment oprortunities, and achieving a better
redistribution of inoreased incomns have been the principal
guiding consmontiopa underlying the development plans.

18, Since about three/fourths of the people live in

rural areas and agriculture acoounts for about 30X of the
Rational output, develomment of agriculture has contimed

to claim utmost priority in the scheme of development. But
along with it, a high priority has been accorded to industry.
This has been s0, as, besides other reasons, the development
of modern agriculture demands and promotes industrial growth.
16. The importance attached to the development of industry
derives from its catalytic role in the develomment process.

It ia & prime mover in the process of economic growth, The
sdvances in modern mloey have enhanced the significance
of the industrial sector in the growth process. It provides
the major inputs by way of materials an! equipment roequired
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for growth in various other sectors such as irrigation, power,
transport and communication, apart from agriculture. Besides
its contributiden to national output, it offetsjexpandinq
opportunities of employment and diversified occupations, both
directly as well as indirectly, by giving a fillip to activ-
ities in the secondary and tertiary sectors. In so far as

it reduces the pressure of ponulation on land and orovides
additional so.rces of income generation to the rural sector,
it assumes added significance particularly in countries like
India where dominance of the primary sector has not only

been a drag on develorment but one of the primary causes of
poverty and low nroductivity. Mrther industrial develop-
ment offars, among other things, an effective means of
developing the backward and devressed areas. Above all, the
large and rich natural resources, sbundance of manpower and .
a potentially vast and expanding market are factors which

are favourable to rapid industrial development in India.

Ssrateay of indistxial develommaut
17. While industrial develompment is important from many
points of view, the approach and strategy for its develop-
ment will need to be worked out in the context of a variety
of considerations, as relevant to the situation in each country.

The paucity of technological skills and financial
resources often present a great constraint to developing
economies in the initial stages of industrial developmmat,
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The requirementg of building a modern industrial structure

has to be reconciled ajainst the total availability of re-
Sources and the claims of other sedtors on these for balanced
development. This imolies a concerted effort for mobilisation
of additional resources for investment and a consecquent
restraint on increase in consumption if the capital stoek is
to be rapidly expanded. It is necessary to ensure that
growth in the industrial sector is consistent with the overall
economic growth as well as development prograwes in the
related sectors.

19, At the technological level, the conflicting con-
siderations of efficiency and econony at the enterprise
level will need to be reconciled with the requirements of
maximising employment opportunidss which is an important
objective in all develoving economies. The pade of adoption
©f techmology will have to be selective and rmlct“:;o

to take 1nto eccount the development of techmologicel skills
on the one side and the availability of vast idle end
unskilled manpower on the other. The highly capital intem-
sive character of modern industry does mot, at lesst ia

the short run, lend tteelf to creating large employment
opportunities. Advanced and modern tedhnologies are mt
only capital intensive but demand highly skilled ledour -

a fector which also militates against rapid adoption

in an indiseriminate fashion.
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Industrial development, if unregulated, also tends
to supvort and strengthen the concentration of wealth and
economic power in a few hands to the deteriment of the
common people. The strategy has, therefore, to take
cognizance of this natural tendency in the economic system
and provide adequate safegquards to prevent the growth of
conglomerates and mononpolies.

19, Keeping in view the above considerations and the
objective of achieving a socialistic pattern of society,
a comprehensive Industrial Policy Resolution was adopted
in 1956. This embodied in concrete terms the long term
apnroach and strategy of industriasl planning in India.

Induatrial Policy
20, The main objectives envisaged in the Indastrisl
Policy Resolution are :

i) Rapid growth of industries, osrticulady
basic, heavy and machine buildi g
industries.

i1) A ?'oqteuivoly expansing and dominant
role for the maiblic sedtor.

111) A large and growing co-onerative aector.

iv) A private sector which will have the oportunity
to develov and expand as an agency for planned
nstienal development, subject to control and
regulation.

v) Promotion of cottage, village and small
scale industries.

vi) Prevention of private monopolies and
concentration of economic vower in the
hands of a few individuals.
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vii) Reduction of disparities in levels of develop-
ment between different regions of the country.

21. The Resolution not only gives the molicy directions
for achieving rapid industrial growth keeping in view the
socio-economic ohjectives b1t also demarcates the areas for
industrial expansion in the public and private sectors.
Recognising the need to speed up industrialisation and, in
particular, to develop heavy industries and machine building
industries on the one hand and the prevention of concentration
of economic vower and private iuompol:lcn on the other, the
Resolution States that "the State will nrogressively assume

a predominant and direct resvonsibility for setting up new
industrial undertakiny s, in addition to the exvansion of
infrastructure facilities liks transport. The Resolation
provides that all industries of basic and strategic importance
or in the nature of pub’ic utility services should be in the
public scctor. Other industries which are essential and require
investment on a scale which only the State could nrovide

have also tc be in the public sector. At the same time,

48 an agency for plamned national development, in the

context of the country's expaniing economy, the gtivcto
Sector will havs the opnortunity to develop and expand.

The principle of cooperation should be applisd vherever
possible and a steadily increasing proportion of the
activities of the private sector developed along

cooperative lines.
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System of inaugtrigl planning boe

22 At the macro level, the formulation of  industrial
plan is an integral part of the preparation of the
overall economic plan. Thus, the long terms perspective
pian and the broad outlines of the medium-term plan which
are initially drawn up by the Perspective Planmning
Division of the Planning Commission provide the starting
point for working out detailcd programmes and targets
in the industrial and mineral sector. The broad outline
of the medium-term p.an generally provides some guldelines
in regard to the overall investment considered feasible
in the industrial and mineral sector over the five year
period as well as indications of the physical targets
to be aimeu at in some of the key industries. To the
extent possible, the Perspective Planning Division
provides data relating to material balances for the
pian period for key commodities. In addition, the
Perspective Planning Division also provides the broad
gsectoral growth envisaged in the Plan,
23. The detailed formation of targets and programmes
is undertaken by 8teering Groups/Tamk Forccs set up by
the Planning Commission. The Stecring Groups/Task Forces
congist of repr:sentatives of the administrative
Ministries concerned, the Planning Commission, Technical
Advisers as well as representatives of the industry.
All important groups of industries are covered in this
manner by detailed studies carried out by the Steering
Groups/Task Forces. The terms of reference of these

Groups are fairly exhaustive, covering an assesscment of
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the current situation, an estimate of resuir:ments as at the
ena of the terminal year of the Plan, the capacity and
production levels to be achieved, the optimal manner in
which the required aditional capacity is to be created

and the investment and foreign exchange requirements
therefor.. The Steering Groups/Task Forces are also expected
to make recommendations pertaining to the level of technology
in the respective industries, research and deve lopment,
training programmes for porsonrel and other salient features
relating to the growth and development of the industry
comerned; In respectaf industries where the gestation
perisd extends beyond a 5 year horizon, the Stecring
Groups/Task Forces are also required to take a longer term
view in making their recommendationa for the five year period
b, 4hlle th important incustrial groups are covered

by the detailed studies undertaken in thig manner by the
Steering Groups/Task Forces, programmes in respect of

other industries are generally drawn up by the Development
Councils set up under the Industriecs (Development and
Repgulation) Act., These are standing bodies which
continuously review the progress of their respective
industries and advise the Government on current as well as
Flanning problems. 1In addition, the Planning Commisyg on
undertakes oxtensive consultations with representative
organisations of industries and their views in regard

to the petential, and probable rates of growth are

also tain into account,




- 17 -

25 Apart from the formu!ation Hf
industry —wis: programies indigatin: the
over..1ll tarsets of production, Lhe specific
projects Lo be undertaken in the sublic seclor
will also ne-d to be concretisec: Lofore the
finalisation of the piulle In othier wOTAS,
within the overull proram:c for eucit industrs,
e Jdargof the public sertor JiL L usve to
be veberminga ont the proj :cts yhitein would
coniribut= to tue lavel of chparity and
proudctio” us anvisared in the public sector
wi1ll have to Dbe gpecifically sdentificd.
Therafors, simuttaneously wAbh thy formulation
of the industry-wlse proflramnes for the Pluan,
gtudies ars: 1nitiated on projeoct jdentification
for the publiic sector. In regard to the role
uft&fublic sector in the industrial field, the
oblectives as 1aid down in the Inuustrial
pslicy Resolution and the broal allocation of
financial provision avallable for public
sector programmes in the industrial ani mineral
gactor are taken into account e, Tims all

rew updts in schedule-i of the lndustrial Policy




it2solution wil! have to b in the nublic
sector. In thesc industries, the gar between

the current capacity and the plan targets

. will, thercfore, have to be almost fully met

througsh additional projects to be established
in the publie sector, Similarly, in the
context of the prierity for each Plan and the
expectations in regard to the contribution

by the private sector, public sector may have to
undertake certain new projects or expansions
even in industries outside schedule -aA.

The tagk of identification of projects 1is
undertaken by the Minigtries concerned who
comnis:ion detailed studies with the
consulting organisation, In order that the
investments in the puwblic gector are opt imiged,
the Planning Commission generally advises the
Ministries to undertake feasibility studics

of projects on a somewhat liberal basis,
somewhat in excess of the number of projects
that might ultimately be included in the

final Plan. This 1is advisedly dome with a
view® enable the Planning Commission to make

an economic choice among various alternatives
that might be feasible,
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20, The racommandations of the Jtoering
Groups/Task Forces, Development Councils and
Industrial Associations 1in regard to the

overall prosramme for each industry, as well

as project proprosals rocetved from the Ministri:s
in regard to the public sector programme are then
revicved in the Flanning Commission from the loint
of view of (a) availability of financial
regsources and relutive priorities, (b)

internal consistency in torms of material
bulances, and (¢) physical possibilities, These
reviows arc undertaken in close consultation with
the Ministrics concerne., Finally, an internally
consistent industrial plan is prepared and

incorporated in the Five Year Plan.

27, The FPlan so formulited could be

said to consist of two parts. The tirst

part consists of "the public sector programme

in which projects have been identified and
presources al.ocated on a definitive basis.

This part of the programme is entiraly wituin the
control of the Goverrment, and, thercfore,
capable of fulfilment on a more ascured basis «
Tne other part of the programme consists of

the activities to be fuifilled by the private and




the cooper .tive sector, Inasmuch as the
fuifilment of this programme is dependent on
the declsions to be undertaken by individual
enireprenzurs in a decentralisai manner,

thege are mor: in the nature of anticipationg
anu expoectatisng rather than a w:ll-uefined
plan in the proper sanse of the term.,
Gwvermment. can influence through its ragulatory
mechanism and fiseal and pricce policies the
declsions in the private sector so as to make
tion conlorm to the Plan expectations but
cannol be fully assured of their implementgtion
in accordance with the Flan. A3 far as this
saiment of the I'lan ls concerned, the primary
emphusis lies in providing a framework of
policy which 1is canducivfe to influencing

the flov of investments in the directions
reauirad.




o
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Ingtgumgt g of gont;;ol and gegulgtio_rl;_;

8, The ob jectives and targets envicag:d
in the Five vegr Plan are sou~ht to be
achleved through a number of instruments of
control and regulation. These are mainly
in terms of regulatory measure ss::;; pertain

to industrial licerfing, capital 1ss5ues)

{mports, foreign investment and collaboration,

monopolies and restrictive rrade practices.
In addition, the trend and direction of jindustrial
investment and production 1s also influenced

through selective fiow of funds from the

public financial institutions, fiscal
measures and provision of certaln {ncentives
and disincentlves which are constantly kapt

under review.

29, The i{ndustrial 1icunsing policy
govarns the creation of additional capacity
under the provisions of a law called the
Industries (Deve Lopment and Regulation) Act
which was enactod in 1951, The successive
Five Year Flans have given considerable
emphasis to the role of this legislobtion

in the planning of industrial growth in

th: private gactor. The Act provides for the
reglstration of the existing undertakings

in s‘iheduled industrics within a prescerined




teriod an. prohibits the establishment of

new units or substuntial expansiong without a
licence. It empowers the Govornment to order
imvestigations on grounds of fall in production,
deterioration of oualily, mismanagement etc,
and further provide:s for takine over the
management of undertakings under certain
continzencies, "h: Act alszo provides for a

nunmbr of ingtitutions to b: set up for

the
associatimtlprivate sector with incustrial

vlan in; and development., Thesec institutions
are the Central Adviscory Council for Tndustries
and Levelonment Councils for specific

industries.

30, The control of capital issues is
designed to refulate the invastment of
available capital, whether it flows through
new capital issues or is formed of reserve
funds.

31« The availability of foreign exchange
being limited, the management of this scarce
resource plays an important role in the

pace and direction of investment and production
in the industrial sector. The release of
foreign exchange for import of capital
equipment or of raw materials has provided an
important lever to the public authorities.




The policy of import substitution as a means
for promotingz industrial development is
implemented in a large measure throuch import
controls. Similarly, import control is also
utilized for preventing the growth of non~-
essential consumption and of the develooment of
industries catering to such consumption, The
applications for imports are scrutinised from
the point of view of essentiality, indlgemous
avallability and source of import.,

3" The role of foreign capital and technical
knovw-how for industrial development is
recognised. At the same time, foreign
investmont and collaboration will need to be
regulated so that these supplement the
domestic resources rather than compete with
them, A selective approach in regard to
import of technical know-how ic also important
from the point of view of promcting scientific
and techmolozical capabilities within the
country. Prom thes: points of view, foreign
capital investment and oolliaboration require
the approval of the Govermnt. Broad outlines
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of policy in regard to foreign capital and
technology hag besn laid down. Illustrative
lists of industries in which foreign investment
or technical collaboration would be permitted
and those in which foreign collagboration -
technical or financial - would not be
permitted have be:n published., In regard to
foreign investment in new ventures, foreign
equity participation i3, as a rule,,
restricted to 404 of the capital. In
cxceptional cases, equity partieipation

upto 494 may be allowed. Majority foreign
participation i3 considered oniy on grounds

of techmolozy notbeing available in the
country or where a msjor proportion of
production is intended for exports. A

special committee, krnown as Foreign Investment
Board, has been set up to deal with applications
for foreign investment and collaboration in

an expeditious manner.

32« Keepin: in view the social objectives '
of industrial pelicy, a legislation for praventing

the
of concentration of economic power and curbing




- 26m

monopol istic and restrictive practicaes has been
enacted about three years ago. Under this
legislation, an industrial undertaking having
total assets exceeding &, 200/~ million and &
dominant undgrtaking having assets excaed ing
k.10 million are required to obtain approval
before establishing a néw anit or undertaking
substantial expansion,

N, The financial resources made available

by the publie finaneial institutions 1ike the
Irﬂu's'trial Development Bank and the Industrial
Pinsnce Oorporation represent a significant
proportion of the total raesources available

to the private sector for investment in
{ndustries, In addition, there are similar instie
tutions at the 3tate leval wvhich algo assist
industries in the private sector, Generally
speeking, the fiancial institutions are

guided in giving financial assistanca to various
industries by the priorities indicated in the plans,
To this extent, the direstion of investment in

the private sector 1s in’luenced by the
iending policies of the financial institutions.




35, 3slective incentives and discentives by way

of tax holidays and excise duties are also widely
used for directing investment and nrodustion in the
industrial sector in accordance with plan targets
and changing needs,

Aspardenge snd Regultss

38, The Indian economy has nroceeded on a planned
basis for a period of well over 20 years, The
current year represents the final year of the Indian
Fourth flan, The Indian lern have gained consi-
derable experience in the management of the economy
and a degree of sophistication has besn acquired in
dealing with the methodological, technical,
adninistrative and policy problems of planning and
isplementation.

n, Thait the planning process has bestowed
considerable advantages to the economy is mot

in doubt, The rate of progress achieved over the
last tw decades in industrial investafind and
production is by standards that existed prior to the
planning ere something remarkable,
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The economy has gained considerably in
strength and potential, Signifieant structural
changes condueive to growth and devslopment
have been brought about. The industrial
economy has vastly diversified and

technical and scientifigc capabilities have
been substantially expanded,

a8, Undoubtedly the growth of the

economy has not proceeded during the period

on & uniform basis, There have been periods of
difficulties and of industrial stagnation.
Taken as a whole, however, the picture is

one of overall progress, Industrial production
during the first decade (1951-61) increased,
on an average, by 7% per annum, The increase
during the next four years i.e., from 1961-62
to 1984w65 was around 9% per amnums,

Thereafter there was a period of decline

and stagnation vith the industrial production
slumping to 3.5% in 1965.88 and virtually

to sero during the subsequent two years,

These were extremely difficult years for the
i{ndian economy with severe droughts and other

problems, Inﬁuatrial production showed a sharp




recovery in 1968«69 by showing a growth

rate of 6,24, During the next' four years the
overall growth rate has been around 5%,

39, More than the overall increase in
industrial production, what is significant is

the direction of industrial growth during this period.
A substantial part of the investment

was directed to strengthening the basio
industries, narticularly, o-pital and

producer goods industries. Metals (ferrous and non
ferrous), fuels (cool and petroleum), heavy
machinery and basic chemicals, inocluding
fertilisers, ocoupied a place of pride,

in industrial investment during this period,

The prrduction of steel ingots increased

from 1 million tonnes to over 6 million tonnes,
alusinium from 40 thousand tonnes to 180 thousand
tonnes, ooal from 33 million tonnes to 74 million
tonnes, cement from 2,7 million tonnes to

15 nillion tonnes, petroleus nroducts from 0.2
million tonnes to 18,6 million tonnes and
Ritrogenous fertilisers from 9000 tonnes to
960,0C0 tonnes between 1951.52 and 197178,




e 30

In the machinery field, substantial canacity
has been set up in a diversified manner SO
that the growth of the economy in various
sectors, such as pining, irrigation and power,
transport and communications can substantially
proceed onh the basis of the domestic eouipment
supplies, gimilarly, mfoduction of industrial machinery
has also besn stepped up 80 that industrial
programmes will also be largely pased on
macphinery produced within the country.

40, Along with the expansion and
diversification of industrial production,
substantial progress has been made in
technological capabilities and skills,
fechnology has either been a.oquirod or
developed enable the planniug,‘ dcsigning
of industrial capacity with indigenous

effort in fields like metals, chemicals,
mining, transportation and pover generation,
Competent consultancy gervices are nov available
in all these fields, The panagenent of
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industrial enterprises has bewmme increasingly
professionalised, The nature of international
trade has also undergone a significant

change, An insreasing proportion of imports is by
way of raw materials and components rather

than finished products, On the other hand,

the share of manufactured goods in the

total volume of exports has progressively

risen,




41. ) l;uch regarding the positive side of the
achievements of planning, It should not, howaver, be
construed that industrial development proceeded, in all
its facets, strictly in ascordance with the plans

or thnf; the progress in implementation and realisation
of targets has always besn according to expectations.
Undoubtedly, there have been shortfalls, imbalances,
delays and migallocation of resources, An important
element in successful planning is the ability to fores
east evants, to modify the tools and instruments of plamning
in scoordance with the changing requirements and to
provide an appropriate framewrk of policies in

tune with the emerging economic structure, As the
economy becomes more and mrre compleéx, the style

of planning and implementation will also have to change

to mention some of the significant problems that have been
encountered in the process of plamning over the last two
decades and the adjustments and modifications in

policies -nd procedures thnt have been made fron time to
tise to deal vith these problems,

42, As earlier mentionsd, an important mttmaﬁt
forged for directing industrial investment in the

private sector, in acaordance with the plan requirements,
was the system of industrial licensing, Through this
instrument, it was envisaged that investments in un=-

desirible directions would be prevented, regional dispersal

to be adle to grapple with them, It would be of some interest
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of industries encouraged and caoacity requiroments in accordance
with the plan targets fosterad, In the 2nrly years of the Plan
period, industrial licensing system worked reasonably vell, Licensing
of capacity was regul~ted in agcordance with the targets in the
plans, Howevar, as the pace of industrialisation gathered momentum,
and the industrial struciure became complex, sevsral asberrations
became manifest, With the increase in the number of industrial
applications, it became increasingly diffiecult for the administrative
machinery to deal with them expeiitiously, Delays in the nrocessing
of anplications for industrial licenges tended to come in the way of
speedy industrial growth, apart from causing a senss of Prusiration
ald irritation among the anplicants, A number of procedural

ch-npes became necessary to speed up the procassing of applications
for industrial licsnaes, Purthermore, cercain industries were
delicensed and in othars, the limit of investmant below which
exemntions were given from the need to taka Industrial 1isenses,

was raisad,

41, Two other deficienciss were noted in the wrking of the
industrial licsnsing system, These were in tems of concentration
of economic power on the one hand and imbalances in the industrinl
structure on tha other, A commission appointed by the Government
in 1964 came to the conalusion that "the plannad economy, which the
Governmnent decided to aocent for the country, as the quickest

w1y to achisve industrialisation on the right lines has proved

to be a potant factor for further concentration,"

A import:nt observation made by tt;o Comaission was that
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wpig business was at an advantage in securing the

1icences for starting nev industries or for expansion

of the existing capacity”. The Oommission came to the
oconclusion th t the system of controls in the shave of
industrial licensing, hovever necessary from othar

points of view, had restricted the freedom of entry

into industry and helped to produee concentration,

A Special Committee was there"ore apvointed by the

Gvernment to go into the details of the licensing system
and examine the imvact of industrial licensing on th~ problem
of concentration of economic vower, The Comuittee came to
the conclusion that "in practice, the 1icensing system
worked in such a vay as to provide a disproportion~te

sh-re in the newly licensed capacity to a few conecerns
belonging to the large industrial houses, "

44, while licensing rroceeded broadly on the basis of the
plan targets, implement.tion did not procsed in the s-me
fashion, A review at the end of the Third Plan indicated that
vwhile surplus capacities existed in cert-in industries, there
wers significant shortages in others, Te Licensing Policy
vas not an adequate instrument to correct these imbalances,
48, All this led to the needy for making significent
modifications in the Industrial Licensing Policy at

the beginning of the Purth Plan, The licensing policy

now makes a distinction between the largef industrial

houses =nd foreign majority companies on the one h-nd
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and other applice~nts on the other, The ole of the
larger industrial houses and foreign majority
companies has now been restricted mainly to core
industries vhich are of imortance to the national
economy, industries having linkages with guch

core industries and those possessing export potential,
At the oth'r end, there has been considerable
liberalisation in terms of exemption from industrial
licensing for entgfpreneurs other than those
belonging to larger industrial houses and foreign
majority companies, This is intended to diversify
omership and to encourage the entry of small,
medium and new entreprensurs in the industrial
field,

18, A further significant change made at the
beginning of the Fourth Plan was in introducing

& measure of flexibility in regard to the capacity
to be l1icensed in different industries, In the
earlier plans, licensing was gensrslly restrieted )
in accordance with the plan targets., This had

led to a degree of rigidity, HMestrictions on
capacity led to the emergence of shortages and

the absence of competitive conditions, Cost
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considerations were at a discount in such an

atsosphere, With the larger availability of

rav materials and capit-l equipment from within

the country, it was felt tha::zile vas opportune

to allow a larger degree of freedom to entrepreneurs

and to hring about competitive conditions. The

fourth Plan, therefore made a departure from earlier

plans by providing only indicative targets for all
industries other tham those included in the core

sector, While resources preferentially would be

canalised to the core industries, it vas decided

that licences vould not be withheld merely on

eapacity oonsiderations, The scove of nev entrepre-

neurs to entar into the industrial fields was further
extended,

4, Mothar prodlem that has come up prominently,

is the d1fficulty in striking a balanee bstween the

need to promote domestic industries, vis-a-vis its

cost to the economy, Wiile import substitution has been
videly adopted as a strategy for fostering indqustrial deve.
lopment and this has beaan successfl to a large measure,
the choice between domestic production and imports beocomes
increasingly crucisl after the obvious areas of isport subdbstie
tutions are exhausted, Thers is often a tendency to ignore
ocst considerations in deciding the areas of import subs.
titution., This cun lead to mis.allosation of resourcns,
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Import substitu-ion pushed to extremes c-n retard rathop
than aceelarate industrial growth, Mora recantly, this
factor has assumed significant imnortanca in the Indian
economy and projects are now more eritizally examined
bafore these ara accepted for nurposas of investment
decision,

18, Another significant nroblam that has arissn
relates to the managsmant and promotion of domestie
technology, while a large infrastmcture of

scientific and technological est-blishments has been
Set up and considernble invistmentsmde on them, the
scientific and technological efforts have not baan
Jlosely oco-rel:tad to the requiramants of the

economy, The contribution of these institutions to
industrisl and economic growth in the sountry has
theref~re besn less than optimal, This has

resul ted in the continuing dependenca o’ the Indian
industry on foreign technolozy, This situation has,
Rore recently, been sought to bs corrected by limiting
the period of foreizn ocollaboration and by insisting

on the Indian enterprises to dewte greater attention
to technological Aevelopment and innovations on theip
own, This, of courss, does not imply an mbarzo on modern
advances in technology but attemots to fogter the develop-

ment of innovation and improvamant on existing technolony,
wvhether imported opr indigenous, through continuous effort,




- 38 =

49. The failure in the fulfilment of targets and
the imbalances resulting therefrom can nlso Dbe

partly attributed to the divergence between the

plan objectives and the pricing policies, Whereas

the plan lays emphasis on rapid growth in key
industries critical to the econoay, these often

are the industries in which fairly rigid price
controls are imposed, The result is that

investments do not flow in the expansion of

these industries but get diverted to less priority
industries. In such a situation, the shortages

get accentuated necessitating stricter control om

distribution .nd prices., Such contingencies have

arisen in Indian planning and point to the need

for the Plan to be suoported by an appropriate

policy framework.

50. The management of the public secior programme
is another field in which experience has shown that

there is imperative need for considerable improvement,
As in India, many developing countries have little
choice except to accelerate industrial deveiopment
through public sector investment. However, the approach
and methods of project planning and implementation are

very diff.rent from those conneoted with the preparation
and implementation of the oversll plans. Pro ject
identification, appraisal, construction and operation

require hignly sophisticated tools of modern
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management. In the initial years of Indian planning,
with tne low level of technological competence,
projects were generally conceived without due
examination troni%Echno-economic angle and were
implemented more or less on & turn-key basis
through foreign agencies., The viability and
profitability of tne project were not fully
analysed nor were the pre-requisites for opcrating
8:ch projects, =fter they .reo constructed, adequately
provided for, The gestation period in developing
the necessary skills of the workers to obtain fuli
output from these cnterprisus was aot recognised,
The result has been that some large projects will
have taken abnormally long to attain elove to full
capacity utilisation, The probleme of management
of complex undertakings were not fully appreciated
and the induction of civil servants from the
adainistration to man these projects has not b.en
particularly rewarding,
51, With the increasing dependence over time on
domestic technology and equipment for ihe construction
of projects, the construction of projects has assumed
& new dimension of complexity, The dovetailing of
the numerous activities in the construction of

complex projects and the integratiom of the timely
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supply of domestic equipment with imported equipment,
present extremely difficult management problems,
Further_more, when it is realised that several

of these projects also need close coordination with
the progress of projects in other sectors which
provide inputs or infrastructure facilities for
their operation, as in the case of iron are projects
for export, the immensity of the task of management
and coordination can be appreciated, * somewhat
1nad:51uato system for coordinating and monitoring
the implementation of projects has been responsible,
to a largs extent, E’é delays in construction and
completion and consequent escalation in the cost

of projects.

52, The overall industrial growth achieved during
the plan periods at the national level has not been
adequately reflected in terms of the progress in
different regions. In a country of the contimental
sige 3 India, & fairly disperse. growth in different
regions of the couniry is of paramount importance,
Expectations in focussing looational considerations
in the establishment of :ndustries through the
industrial licensing system have not borne fruit,

While undoubtedly some Jispersal has been achieved,

equilly there has been & pronounced tendency
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to get industries concentrated in the more developed
regions and States. Apart from ienying the benefit
of industirial progress to the under-developed

regions, such concentration has also brought in

its wake serious problems ol congestion und pollution.
In part, the problem is related to the expansion

of infrastructural facilities at focal growth points
80 a8 (o enable and attract industries to be established
at such selected locations., In part, it is also
related to the provision of adequate incentives to
neutralise the disadivantages arising from location

bf industries in backward regions, Soae efforts

in both thease directions hnvo been made but experience
has shown that these nlud‘bc inc.eaged to attract
industries to backward regions, It would seem

thét these would need to be supported by appropriate
inatitution 1 arrangements which would facilitate

8 detajled study of the potential for industrial
development in different regions, the identi-
fication and promotion of entrepreneurs and

pfov.sion of technical and finauncial sapport to

such entreprensurs to estabdlish industries,
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Pifth Pive Year Plan: corrective Steps

53, The main thrust of the Fifth Five Year
Plan is on improving the standards of living

of the large sections of the people who are below
the poverty line and the attainment of

economic self-reliance, Greater emphacis is
being placed on meeting the basic minimum needs
of the people such as, elementary education,
better health and nutrition facilities, house sites
for rural landless, provision of roads and
electricity and slum improvement and cliearance.
To improve the standards of living of the weaker
sections of society, it is necessary that
eessential consumption goods are made available

to them at reasonable and stable prices. The
production programme for essential commodities
likes cloth, edible oils, sugar etc, will,
therefore, have to be expanded during the

Pifth Plan, At the same time, attemtion

will also have to be given to the distribution
and price policies for these commodities,

The objective of self-reliance underlines the need
to give high priority to iceelcrated expansion
as well as fuller utilisation of the capacity

in industries like steel, non-ferrous

metals, fertilisers, petroleum refining and
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basic chemicals so that higher levels of output
from these jindustries can be obtaimed., Special
attention will also need to be paid to ensure supply
of construction materials for these projects
ahd to remove bottlenecxs, such as transport

and power, in inoreasing industrial production,
' 54, Based on the experience over the
previous plans and the deficiencies noticed,
& number of steps are being takea preparatory
to the commencement of the Pifth Pive Year
Plan to provide greater assuramce to the
success of the Fifth Plan. Keeping in

view the main objeetives of the Pifth Plaa,

the industrial licensing policy was again
oxamined and certgain modifications have been
made in it. A consolidated 1ist of
industries which would be opsn, along with
other applicants, for the partiocipation of
darger industrial houses and dranches and

subsidiaries of foreign companies has been

published. The list inoiudes core industries
which are of imp.rtance to Lhe aational
econony ia the future, imdustries having
direct linkages with such core industriocs ond




- 44 =

industries with a long-term export ootential.
The definition of the larger houses has

been modified to bring it in conformity with the
definiiion contained in the Monovolié8 . and

Restrictive ’Ifrade Pructices Act. The main

objective of thcse modifications is to
provide greater clarity of the Government policy

with a view to creating an investment climate

th t would facilitate the achievemcnt of the
production objectives and priorities in the
Pifth Plan,

55. A detailed exumination is also currently
under way of the procedures pertaining to various
rc.gulttory measures with a view to streamlining
them and speeding up clearances from the
Governaent, It is expected that the decisions
that would be uitimately taken will prevent
subst~-ntially the bottlenecks and delay in

the adninistrative clearance of various proposals
by the entrepreneurs,

56, Apart from these, the Planning Commission

has also undertaken a detailed study of the poliay
i framevwork relevant to the priorities and
objectives laid down in the Fifth Plan,




This would inter alia cover the pricing policy
for industrizl commodities. This study is

also expected to be completed well before the
commenccment of the Fifth Five Year Plan,

57T« Another major eflort in the Fift.

Plan is to integrate and dovetail the
scientific and technical effort to the require-
ments of economic ievelopment as contained

in the Pifth Plan, The National Committce b5n
Science and Technology hive undertaken a
detailed study, seotgorwise, of the requirements
of technological inputs, identification of
specific areas of research and development to

be underiaken during the Pifth Plan, the
agencies which would be ressonsible for them and
the time frame within which the work would bde
complet=d. PFurtner, the National Committee on
Science & Tecanology is also reviewing the
entire policy framework appropriate for
accelerated development, in a productive
manner, of the scientific and technological effort

in the country, The science and technology

plans 8o prepared will form an integral part
of the Pifth Pive Year Plan,
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58, Several steps are also being taken
to improve the efficiency and W’W:Klll.;; of
the public sector projects. A major
reason for delays in implementation and cost
escalation in public sector projects has been
the inadequate preparatory work before the
project is undert:.ken for implementation.
Greater attention is, therefore, being paid
to this aspect right from now and necessary
financial provisions have been made for
taking advance action by way of detaile!
investigations and feasibility studies on
projects to be included in the Pifth
Plan. The intention is to have a sufficiently
large shelf of projects, well worked out in
sll details, before the commencement of the
Pifth Pive Year Plan so that meaningful
choice could be made in their selection for
inoclusion in the Plan. PFurther, the
machinery for preparation andevaluation
of projects has been strengthened. A special
cell is also being created in the Planning
Commission for keeping a clese watch on the
progress of the major public sector projects
and for monitoring them with a view to taking
remedial actions in righ' time. Administration
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and management is another sphere which is
assuming greater importance because of the
expanding role of the public sector. An
intensive study of the problems facing the
public sector projects is being made covering
all aspects, such as organisational
structure, operating methods, technology,
industrial relations, training and development,
personnel management etc,

59, Another direction in which greater
emphasis is being placed in the Pifth Plan
is the developaent of backward areas, A number
of backward districts have already been
identified on the basis of certain

economic indicators, Special proyieioa

is being made for providing concessional
finance and other incentives for attracting
industries to these identified districts,
Apart from this, consideration is also

being given to the creation of an appropriate
institutional machinery at the district

level to support and encourage industrial

development, Problems of special areas,
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such as hill regions, which present problcms
of di ferent dimensionsaltogetner, are being
tackle.. separately on = special footing,
Phese large underdeveloped pockets in the
country will need comprehensive planning

and massive levels of investment to create
altogether new infra-structuve facilities,
The gestation p:riod for securing even a
minimum level of development in such areas
will also be large, A sustained programme
of multi-level regional planning, as an
integral part of the overall national plan,
is proposed to be adopted to deal with the

problers of such large areas,









