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PREFACE

This Industrial Development Review of India is part of a sales series aimed at strengthening the
"country focus” of UNIDO activities. As part of the work of the Industrial Development Review
Unit of UNIDO's Programme Support and Monitoring Branch, the Reviews present a survey and
analysis of each country’s industrial development achicvements. The Reviews are intended to
provide a service to those within UNIDO and other international agencics concerned with
industrial policy, planning, project development and implementation, and to be a ready source of
inforn ation for governmeants, investors, industrialists, catrepreneurs, policy-makers, international
organizations, aid agencies, academics, and research institutes.

The Reviews have two separate but interrclated objectives: they are designed to facilitate and
promote the activities of UNIDO, as well as to serve as an informative and analytical document
for the international industrial community. The analyses contained in the Reviews are intended
to support the technical assistance programming for industry by providing industry-specific analysis
which may serve as an input to programming activities and as a basis for informed discussions.
The Reviews are also designed to accommodate the needs of a wide readerskip in the international
community associated with industry, finance, trade, business, research and government, laying the
groundwork for undertaking in-depth analyses of specific aspects of industrial development trend:,
policies and strategies.

This Review comprises threz Chapters. Chapter I presents an overview of the economy of India
and analyses the macroeconomic context of the ongoing process of liberalization, while also
presenting carly recults 2nd the economic outlook. Thke structure and performance of the
manufacturing sector are analysed in Chapter II with particular reference to growth and structural
change, employment, productivity, the role of public and private sectors, trade, location and
environmental issues. Chapter 1II examines the performance and prospects of key industry
branches. Data on industrial trends are presented in Annex A, and a negative list of imports is
provided in Annex B. A set of other Annexes presents industrial investment information and
important contact points for investors. The relative importance of ten industrially more devcloped
states in India is presented in Annex F.

This Review is based on information available as at December 1994.

[ NEXT PAGE(S) left BLANK. }
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EXPLANATORY NOTES

Refercnces to dollars (3) are to United States dollars, unless otherwise stated.

Dates divided by a slash (1993/94) indicate a fiscal year or a aop year. Dates divided by a hypbea
(1992-1993) indicate the full period, including the beginning and the ead years.

In Tables:

Totals may not add precisely because of rounding.
Two dots (..) indicate that data are not available or not separately reported.
A dash (-) indicates that data are not applicable.

The following abbreviations are used in this publication:

ACPC
ASEAN
BIFR
BPE
CIS
CSIR
ECGC
EOUs
FERA
GATT
GDP
GNP
ICICI
IDBI
IDRA
1IEMs
IFCl
IISCO
IMF
IRBI
MIGA
MFA
MRTP
MVA
NRF
NSIC
OECD
ONGC
RBI
Rs
SEBI
SAIL
TELCO
TISCO

Association of Coffee Producing Countries
Association of South-East Asian Nations

Board for Industrial and Financial Reconstruction
Burcau of Public Enterprises

Commonwealth of Independent States

Council for Scientific and Industrial Research
Export Credit and Guarantce Corporation of India
Export-Oriented Units

Foreign Exchange Regulation Act

General Agrecment on Tariffs and Trade

Gross domestic product

Gross national product

Industrial Credit and Investment Corporation of India
Industrial Development Bank of India

Industrial Development and Regulation Act
Industrial Entreprencurs’ Memoranda

Industrial Finance Corporation of India

Indian Iron and Steel Company

International Monetary Fund

Industrial Reconstruction Bank of India
Multilateral Investment Guarantee Agency
Multi-Fibre Arrangement

Monopoly and Restrictive Trade Practices Act
Manufacturing value added

National Renewal Fund

National Small Industries Corporation
Organisation for Economic Co-operation and Devclopment
Qil and Natural Gas Corporation Limited
Rescrve Bank of India

Rupees

Securitics and Exchange Board of India

Stcel Authority of India Limited

Tata Engincering & Locomotive

Tata Iron and Stcel Company

© United Nations Industnal Development Organuzation




TFPG Total Factor Productivity Growth

TRIMS Trade Related Investment Mcasures

UNIDO United Nations Industrial Development Organization

um Unit Trust of India

UNDP United Nations Development Programme

UNISTAR United Nations International Short-Term Advisory Resources
VSP Visakhapatnam Steel Plant
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BASIC INDICATORS

BASIC INDICATORS I:

THE ECONOMY

Population (1992/93)
Annual growth rate of
population (1980/81-
1992/93)

Labour force (1992}
GOP (1993/94)

GDP per capita (1993)

Growth of GDP
(Percentage)

Structure of GOP
{Percentage at
1980/81 prices)

Exports (1993/94)

Principal exports
{$ million, 1993/94)

Imports (1993/94)

Principal imports
($ million, 1993/94)

.

878.6 million

2.1 per cent

319 million
$255,934 million
$291

1985/86 1986/87 1987/88 1988/89 1989/90 1990/91 1991/92
4.1 4.3 4.3 . 4.9 1.1

: 10.6
1992/93 1993/94 1994795/
4.0 5.5

. 3.8 .
1970/71
Agricul ture 44.5
Industry 18.6
Manufacturing 16.1
Construction 5.0
Other 31.9

$22,174 million

Agriculture and 21lied products
Tea
Coffee
Cereals
Cashew
0il meals
Marine products
Iron ore
Manufactured products
Leather goods
Gems and jewellery
Ready-made garments

$23.213 miltion

food and allied products
Cereals
Pulses
Edible oils
Petroieum, o0il and lubricants
Fertilizers
Capital guods
Kachinery except
electrical and machine tools
Electrical machinery
Transport equipment
Chemicals
Pearls
Iron and steel

{continued)
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Basic Indicators

Basic Indicators I (continued)

Current account deficit :
($ million)

b/

Internationai reserves :
{$ million)

Foreign exchange reserves®

/;

($ million)

Outstanding external debt :
($ million)

d/

Jebt service ratio :
{Percentage)

Consumer price change
(Percentage)

f xchanqe rate®’
(Rupee equivaients to 31)

a/
b/
c/
d/
e/

Forecast.

Including gold and SDRs,
Fxcluging gold and SORs,
from 1985/86 to 1988/A9,
Annud! averages.

1985/86 1986/87 1987/88 1988/89 1989/90 1990/91 1991/92
4,845 4,562 4,853 71,996 6,837 a_ 680 2,029
1992/93 1953/94
3.603 315
1985/86 1986/87 1987/83 1988/89 1989/90 1990/91 1991/92
6,520 6,574 6.223 4,802 3,962 5,834 9,220
1992/93 1993/94
9,832 19,254
1985/86 1986/87 1987/88 1988/89 1989/90 1990/91 1991/92
5,872 5,424 5.618 4,226 3.368 2.236 5.631
1992/93 1993/94
5,438 15,068
1968/89 1989/90 1990/91 1991/92 1992/93 1993/94
55.90 74.86 81.91 82.25 89.98 90.63
1985/86 1986/87 1987/88 1988/89 1989/90 1990/91 1991/92
18.7 24.8 26.8 26.5 30.9 30.9 30.7
1992/93 1993/94
30.6 25.4
Industrial workers
1985/86 1986/87 1987/88 1988/89 1989/90 1993/91 199i/92
6.4 8.0 9.5 8.8 6.6 11.2 13.5
1992/93 19931/94
9.9 7.3
Agriculture labourers
1085/86 1986/87 1987/88 1988/89 1989/90 1990/91 131/92
4.8 3.7 9.9 12.7 5.4 1.6 19.3
1992793 1993/94
12.4 3.5
1985/86 1986,3’ 1987/38 198R3/R9 19489/90 1990/91 1991/92
12.23 12.78 12.9/ 15498 16.65 17.94 24.47
1992/93 1993/94
?75.95% 3.y

esciuding servicing of defence debt,
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BASIC INDICATORS II:

THE INDUSTRIAL SECTOR

Manufacturing value added (1992/93)
MVA per capita (1992/93)
Manufacturing employment (1990/91)

Growth of MVA (Percentage)
(At 1960/81 prices)

Structure of MVA (Percentage)

Share of manufactured exports in
total exports (1993/94)

Structure of industrial exports
(1993/94) (Percentage)

Share of manufactured imports in
total imports (1993/94)

Structure of industrial imports
(1992/94) (Percen?age)

Wholesale price index (1981/82-100)

$42.297 million
: %48

: 7.0 million

: 986[8 987/88 1988/89 _L 19%0/91

7.3 lO

1991/92 1992/93
2.0

6.2

: 1980/81  1990/91

food, teverages and tobacco 8.4 12.4
Textilec and clothing 21.7 10.4
¥Wood products 1.0 0.5
Chemicals 15.4 14.7
Machinery and transport
equipment 25.8 25.6
Other 27.7 36.4
: 75.7 per cent
¢ Ready-made garments 15.4
Leather and leather products 1.9
Gems and jewellery 23.8
Chemicals 6.0
Engineering goods 11.7
Other 35.2
: 53.7 per cent
:  Capital goods 38.5
Pearl and stones 20.8
Chemicals 17.1
Fertilizers 8.4
Iron ind stee) 6.1
Professional instruments 4.3
Other 4.8
: Manufactured qoods
1986/87 19817/88 88/89 1989/90 1990/91
129.2 138.5 lSl 5 168.6 182.8
1991/92 1992/53 1993/94
203.4 225.6 243.2
Machinery and machine tools
1986/87 1987/88 1988/89 1989,90 1990/91
127.3 132.3 150.8 166.2 180.2
1991/92 1992/93 1993/94
208.3 230.6 237.9
Transport equupment
986[8 1987/88 88/89 1989/90 1990/91
129.6 135.5 148 9 166.7 181.3
1991792 1992/93 1993794
202.5 218.1 223.8

— ——— e e - s e e - = ———
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v Basic Indicators

BASIC INDICATORS III:

INTER-COUNTRY COMPARISON OF
SELECTED INDICATORS

Indicator Unit India‘l China Mexico Pakistan Thailand

Population (mid-1992) Million 883.6 1,162.2 85.0 119.3 58.0

Are2 Thousand 3,288 9,561 1,958 796 513

square km

GNP per capita (1992) $ 310 470 3,470 420 1.840

Average anr ' rate of Percentage 8.5 6.5 62.4 7.1 4.2

inflation '730-1992)

Private ¢ ~sumption Percentage 5.1 .. 74 72 5%

(1992) of GDP

Gross domestic investment Percentage 23 .. 24 21 40

(1992) of GOP

Gross domestic savings Percentage 22 .. 17 14 35

{1992) of GDP

Exports of goods and Percentage 10 .. 13 17 36

services (1992) of GDP

Energy consumption Kg of cil 235 600 1,525 223 614

per capita {(1992) equivalent

Food industry (1991) Percentage 13 15 23 .. 28
of MVA

Textile and clothing Percentage 12 14 9 .. 28

(1991) of MVA

Machinery and transport Percentaye 27 25 16 .. 14

equipment (1991) of MVA

Chemicals (1991) Percentage 15 13 14 .. 3
of MVA

Other industries (199!) Percentage 3 34 18 .. 32
of MVA

Manufactured exports to $ Million 10,539 59,429 30,668 3,41 15,197

0fCD countries (1992)

Current account balancebl § Million -4,809 6,401 -272,811 -1,03% -6,68?7

(1992)

Gross international $ Million 9,539 24,853 19,171 1,524 21,133

reserves (1992)

Fxternal debt (1997) § Million 76,933 69,321 113,378 21,072 19,424

Debt service ratio (1992) Percentage 25.3 10.3 3.3 73.6 4.1

Souree World Bank. World Development Report [003 (Washington D 1904)

a Data for India may not coprespond 1o those cted elsewhers in This feport hecsuse of Jiterent sounes

[ Aftcr official transicr
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SUMMARY

India is experiencing a guict cconomic revolution. The transformation is taking place within the
framework of an opea democratic society offering the largest “free” market in the world. The
isolationism is giving way to a new zeal for globalization.

In the 1980s the Indian economy grew at a rate of 5.6 per cent per year, which was not only much
higher than before but was also better than the growth record of the developing economies taken
together. This was a response to policy initiatives taken during the decade to mitigate the rigours
of the carlier regulatory regime, although the very high degree of protection from foreign
competition continued. The basic problem of the erosion of the competitivencess of India’s exports
remained. However, a more activist policy on the exchange rate so as to attuin a steady
depreciation in the rcal effective exchange rate was pursued later in the decade with a view to
generating faster export growth.

The fiscal policies of the central Government also became expansionary in the 1980s to support
growing current expenditure on account of sharply rising interest payments and expenditure on
defence and subsidies. The gross fiscal deficit of the central Government increased from 6.2 per
cent in 1980/81 to 8.4 per cent by 1990/91. The ratc of inflation at 8.2 per cent per year in the
1980s was about the same as in the 1970s partly because of the positive supply response to the
policics of deregulation. However, the current-account deficit as a percentage of GDP
detcriorated significantly, from 2.5 per cent in 1985,% to 3.3 per cent in 1990/91.

The Guif war of 1990 precipitated the balance-of-payments crisis. The political instability at the
beginning of the 1990s further contributed to the collapse of international confidence in the ability
of the Government to manage the cconomy. This caused the market for external commercial
Ioans in 1990/91 and capital outflow of non-resident Indian (NRI) deposits to drv up. As inflation
accelerated and forcign exchange reserves dwindled, international default by India seemed a real
possibility.

Economic reforms: 1991-1994

It was in this atmosphere of crisis that a newly clected Government launched a programme of
cconomic reforms in Junc 1991, Fiscal stahilization was combined with wide-ranging rcforms in
the arcas of industrial policy, trade and exchange-rate policies, a radically different ap:iroach to
forcign investment and financial-sector reforms.

Fiscai stabilization

The fiscal defcit was brought down from 8.4 per cent of GDP in 1990/91 10 5.7 per cent in
1992/93. but increased again to 7.3 per cent in 1993794, The target for 1994/95 is sct at 6 per
cent. Subsidics (ot including the implicit ones on clectricity and irrigation) decreased from 2.4
per cent of GDP in 1989/90 1o 1 per cent in 1993/94.  The principa’ incideace of fiscal
stabilization was on plan cxpenditures which support developmental activity. Reform of the tax
structure was a key clement in the strategy of cconomic reforms and was guided by the Tax
Reform Committee, which had recommended comprehensive restructuring of both dircct and
indirect taxes.
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xXvii Sum:mary

Inflation slowed down from 13.7 per cent in 1991/92 to 8.4 per cent in 1993,/94. However. upnard
pressure on prices began in the second half of 1993/94 and continued up to September 1994. The
average rate of inflation during April-September 1994 compared with the same period of the
preceding year was 11 per ceni.  There was some slowing down of inflation in the subscquent
seven weeks. As a result. the average rate of inflation rate for April-November 1994 declined to
10.5 per cent. Fiscal discipline will be crucial for the control of inflation.

Industrial and trade policy reforms

Domestic dercgulation has been a central feature of the industrial policy reforms. Many areas of
economic activity earlier reserved for the public sector have been opened up to the privale sector,
while restrictions on the cxpansion of large industrial houses have been removed. Industrial
licensing for investment has also been abolished in all except a few defence and strategic
industries. However. not much work has been done on devising an exit policy for non-viable. non-
revivable sick units, so as to facilitate smooth restructuring of the industrial sector.

The reduciion of custom dutics has been a key element in the government's strategy of opening
up the Indian economy to foreign compctition. The ~aximum tarifl rate was lowered from 230
per cent in 1991 10 65 per cent in 1994, and other rates were also lowered. The average tariff rate
on imports into India declined from 76 per cent in 1990/91 to 40 per cent in 1993/94. The
reductions in the import duty rate werc cspecially sharp for capital goods.

Import licensing was abolished for all except consumer goods. The negative list for exports was
also significantly pruned, removing a number of restrictions carlicr applicable to exports, especially
those of agricultural commoditics.

Rupee conventibility on current account

In July 1991 the rupce was devalucd by around 20 per cent in two successive steps and during the
three-year period between 1991 and 1994 the Government of India was ablc to move to full
convertibility of the rupee on the current account of halance of payments in April 1994,

Foreign investment policy

The 1990s have seen a radical change in India’s policy towards forcign investment. which is row
actively encouraged in all scetors, particularly in the infrastructure sectors. It is freely permitted
for forcign investors to have up to 51 per cent of the equity in a defined list of 35 industrics. For
the rest, investors are invited to apply to a new Forcign Investment Promotion Board (FIPB)
under the chairmanship of the principal sceretary to the Prime Minister. The Board has
cstablished an excellent track record of speedy clearances. Foreign equity up to 100 per cent is
encouraged in export-oriented units, the power sector, clectronics and software technology parks.
In the power sector the Goverament has gone out of its way to attract forcign investment so as
to break critical infrastructure bottlenccks. The telecommunications sector opened up with the
announcement of the new telecoms policy in May 1994,

Reflecting the positive attitude of the Government, foreign equity of $6 billion was approved hy
the FIPB during August 1991-Scptember 1994, Actual inflows of forcign invesiment also showed
a marked increase afier 1992703, Total forcign investment inflows increased from around $150
million in 1990/91 to $4.8 billion in 1993/94. The first six months of 1994/95 saw an inflow of $2
hillion.
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Direct foreign investment inflow in 1993/94 was $600 million, compared with $343 million in
1992/93. In the first six months of 1994/9S direct foreign mmvestment was close to $470 million.
In addition, foreign institutional investors invested $1.6 billion in 1993/94 and over $i billion in
the first six months of 1994/95. Indian companics were also able to raise $2.5 billion in Euro-
issues in 1993/94 and $1.2 billion in the first six months of 1994/95

Public-sector reforms

The public sector has been central to India’s industriahization within a mixed-cconomy framework.
As of 31 March 1993, total investment in the 237 central public enterpriscs was close to Rs 1,470
billion. Return on these investments was mostly 2.0-4.5 per cent between 1980/81 and 1992/93.
Profitability during the 1980s was much lower in the public sector than in the private sector. Also,
by all accounts the profitability was much worse in the public enterprises run by state governments.
The heavy losses incurred by most (about 1X) of the State Electricity Boards (SEBs) alone are
estimated to be about Rs 47 billion in 1992/93.

A compelling situation was created by the inability of the Government to continue to subsidize the
public sector through budgetary support. Public enterprises were encouraged (o tap the capital
market on the strength of their own performance. While some better-performing enterprises were
able to do this, many others continue to languish for want of resources or reforms.

An important element of reform has been that most arcas carlier reserved for the public sector
have been opened up to the private sector. However. privatization of existing public enterprises
with an actual change of management control has not formed part of the liberalization strategy
so far. The central Government began a programme of divestment of government sharcholding
in a wide range of public enterprises in 1991/92. The incremental approach to divestment was
reflected in four rounds of divestment, although there was no open commitment to bring the
government sharcholding below 51 per cent. Some of the states have begun 1o privatize state-
owned public enterprises.

Financial-sector reforms

Several initiatives have been taken to reform the banking system and encourage competition by
allowing new private scctor banks. Interest rates on bank loans (except small loans) were
completely deregulated, and there is less pre-emption of bank funds by the Government at interes
rates below market rates.

Efforts have been made to modernize the Indian capital market. Firms are now free (o issue
capital and pricc new issues according to the prevailing market conditions, subject only to
guidelines for the effective disclosure of any information necessary for investor protection. Indian
cowapanics have also been allowed to access international capital markets by issuing cquity abroad
through the mechanism of global depository receipts.  Foreign institutional investors have been
allowed to invest directly in the Indian capital markets. Market capitalization is cstimated at over
$106 billion, making India among the leading emerging markets in this respect.

The insurance sector in India, however, has remained a monopoly of the public scctor. A high-
level committee appointed by the Government recommended that insurance should be opened up
to the private sector, including foreign investors.  The Government is expected to announce its
response to these recommendations shortly,
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The manufacturing sector

India has the fifth largest industrial sector in the developing world and is the eleventh largest,
including all developed countries. The manufacturing sector, which is highly diversified. accounts
for over 80 per cent of the value added in industry.

Growth and structural change

India’s industrial growth of 8 per cent per year in the 1980s was nterrupted in 1991/92, when the
country faced a serious cconomic crisis. Industrial growth remained slow up 10 1993/94, but there
arc clear signs of an industrial revival beginning in 1994; the growth rate in April-July of 1994/95
was 7.9 per cent, while that in manufacturing was close to 9 per cent over the same period of the
preceding vear.

The clectrical machinery, non-clectrical machinery and transport cquipment sectors were the worst
affected in 1991/92. Recovery of the machinery industries was slow because of a slowdown in
industrial investment, particularly :n the public sector. But more recently these industries have
been showing signs of recovery. The production of capital goods grew by 18.8 per cent during
April-July 1994

Structural change within the industrial scctor has meant that traditional industries such as textiles
and sugar are less important in their contribution to manufacturing value added, while machinery
and cquipment industries and chemicals have gained in importance. Food processing is emerging
as an important industry and one that is attracting investment, although it is too early to discern
the overall structural change after the reforms, more so because the new emerging industries arc
underrepresented in the statistical indices.

Emplovment and productivity growth

Employment in the organized sector of manufacturing doubled from 3.6 million in 1960/61 to 7.1
million in 1980/81, but declined in the 1980s at a rate of 0.5 per cent per year. It was estimated
to be 6.33 million in 1991. The decline in measurcd employment during a period when growth
in output accclerated has been a major causc for concern, although to some extent this was due
to overmanning in the period 1965-1980.

Productivity trends in the organized manufacturing sector in India showed an unambiguous turn
for the better in the 1980s after a trend decline of 0.5 per cent ner vear during 1960-1980. Total
factor productivity growth (TFP() in the organized manufactuning sector improved to 2.7 per cent
per year during 1981-1989, while both labour productivity and capital productivity also showed
clcar improvement.  The significast improvement in TFPG was widesprcad within the
manufacturing sector, the most dramatic turn-around being in the consumer non-durables sector.

Scale, location, finance and restructuring

The small-scale scctor was expected to play a critical balancing role by producing mainly consumcr
goods using labour-intensive methods of production and bringing about industrial dispersal. There
has been disillusionment with the small-scale units in respect of their contribution to cmployment.
The policy of “reservation” in production for small-scale units has crcated protective ¢nclaves
within the domestic industrial scctor with an adverse cffect on the competitivencss of Indian
industry. A ncw policy package for small-scale industry was announced in July 1991, but it was
a statement of intent rather than a concrete agenda for action. ‘
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Policies for industrial dispersal were explicitly designed with a view to generating employrment in
the different states of India aud promoting a more equitable distribution of incomes, but their
effectiveness has been limited. The new industrial policy of 1991 envisages the development of
infrastructure as a prerequisite for lc:ating industry in “desirable™ arcas. Together with the
emphasis on growth centres, the policy has liberalized focation restrictions in a major way.

An cxtensive nctwork of industrial financial institutions was developed to support the
industrialization of the economy. The financial sector saw many changes in the late 1980s with
the introduction of a new set of institutions in the arcas of venture capital, credit rating, lcasing,
ctc. The institutions were cncouraged to raisc their own funds from the market. The formal
system of consortium finance was replaced by a system of informal loan syndication so as to allow
for competition. In recent vears the capital market has been an important source of finance for
industry.

Industrial restructuring is crucial to the success of ongoing cconomic reform in India. Large
scgments of Indian industry are sick in the sensc of being persistently loss-making and unable to
service their debts. The persistence of sickness is explained largely by the legal framework, which
doces not allow non-performing industries cither to merge wath healthy companies or to close down
casilv. The Board for Industrial and Financial Reconstruction (BIFR) was assigned the task of
industrial restructuring in 1987, but its effectiveness has been himited.

In February 1992 the Government established a non-statutory National Ren~wal Fund (NRF) to
help cover the cost of retraining and redeploving labour and also provide compensation to labour
affected by industrial restructuring.  About 70,000 workers have availed themselves of such
schemes. The NRF has been used largely for voluntary retirement compensation and only a
limitcd beginning has been made on retraining and redeployment.

Exponts and impons

The most dominant feature of the Indian export performance over the pericd 1960-1990 was a
morc or less continuous slide in India's share of world exports to reach a level of 1.5 per cent in
1989/9%). The period 1985/86-1989/90 witnessed some improvement as exports grew at 16 per
cent per year in US dollar terms. There was a steady rise in the share of manufactured goods in
India’s total exports, from 55.8 per cent in 1980/81 to 74.6 per cent in 1989/9%). The major
manufactured exports were gems and jewellery, garments, leather manufactures, engineering goods
and chemicals,

The direction of India’s exporls since the 1980s was towards the Organisation for Economic Co-
operation and Development (OECD) cconomics and away from the economies of eastern Europe
and the former Soviet Union, although the latter still accounted for 16 per cent of India’s exports
in 19%/91. India’s export performance in the first two years of the resorms was adversely affected
by the collapse of the former Soviet Union. By 1993/94, the Russian Federation accounted for
only 2.9 per cent of India’s exports. However, exports 1o hard-currency areas are beginning to
respond to the new policies. Exports from India in dollar terms grew by 20.2 per cent in 1993 /94
and by 13.9 per cent in April-October 1994,

The phasing out of the Multi-Fibre Arrangement (MEA) and the abolition of import gquotas by
the United States will have a positive impact on exports of Indian textiles as the ten-year period
provides the Indian textile industry with time to restructure and modernize itself in order to regain
international competitiveness which it has Jost slowly over o long peried.
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Import growth in the 1990s was very sluggish notwithstanding the major drive towards trade
liberalization. This was largely due to the decline in industrial growth 2fter 1990/91, although the
depreciation of the real exchange rate of the rupee also contributed. During April-October of
1994795 imports increased by 19.8 per cent as industrial growth recovered from the recession of
the preceding three vears. The OECD countries continued to be the major source of imports into
India. accounting for 56 per cent of total imports in 1993/94.

Technology poiicy

Science and technology have been an important part of national planning in India, although the
abscnce of a competitive cnvironment has taken its toll on the technological health of the
economy. in 1992/93 India’s total R & D expenditurc was (.83 per cent of GNP compared with
an average of 0.64 per cent for all developing countries. A substantial proportion of this
cxpenditure was on defence and space. More recently. attempts are being made to encourage
technology transfers between defence, space and atomic encrgy on the one hand and the aviation
industry on the other.

The 1991 industrial policy removed the barriers to Indian firms acquiring full packages of
technology from abroad on a continuing basis. The tecknology policy statement of 1993 set the
target for spending on rescarch, development and engincering (R,D&E) at 2 per cent of GNP by
the year 2000. It called for a substantial increase in the privale-scctor contribution to national
R.D&E expenditure through incentives and other measures. As a result of the Uruguay Round
agreement, the Indian Patents Act of 1970 will have to be amended in a major way to allow for
product patents in the pharmaceutical (biotechnology). food procesing and chemical industrics,
an* the period of protection will also have to be extended.

Enrolment in higher education and outturn of scientific ard technical personncl from India’s
centres of higher cducation are quantitatively impressive, but its composition docs not appear (0
match India's new requirements and ambitions. Industry’s involvement with higher and 1cchnical
cducation will necessarily have to increase, given the government policy to increase its support.

Environment policy

Environmental consciousness in India has increased paralicl with a risc in poliution in industry,
which is duc to structural change in the direction of morc poliuting industrial scctors, the
application of outdated technologics and modest compliance with cnvironmental regulations.

India has an claborate legal framework for environmental protection.  The Ministry of
Environment and Forests is the primary gos.rnment agency responsible for environmental
protection. Growing activism on the part of the pollution control boards is reflected in the fast-
growing number of court cases launched under the Water and Pollution Control and Prevention
Acts. The 1992 policy statement on environment and development Lays down a mix of regulatory
and promotional measures which could be taken to integrate environmental considerations with
industrial growth. Fiscal incentives have also been used in recent years to encourage the wider
use of pollution control equipment,

Feonomic outlook
India’s cconomy has alrcady demonsirated a capacity for growth of about 5.5 per cent per year,

which was the growth rate actually achieved in the 19805, Unlike many cconomics going through
structural adjustment and stabilization, which have expericnced sharp declines in growth in the
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early years, India was able to avoid adverse effects on production. GDP grew by 1 per cent in the
first vear of the reforms and by close to 4 per cent in each of the two following vears. Good
agriculivral performance during this period certainly helped in adjusting to the change.

Industrial growth was slow but improving. The three vears of 1991/92, 1992/93 and 1993/94
recorded growth rates of 1.1, 2.3 and 3.3 per ceni per vear. respectively. By the fourth quarter of
1993 /94, however. recovery was more clearly discermible, and 1994/95 has seen industrial revival.
Industrial production grew by 7.9 per cent per vear during April-faly 1994 over the same period
of the preceding vear, while production in the manufacturing sector rec.rded growth of 9 per cent.
Capital goods industrics. which had been lagging behind, also participated in the growth revival
by recording an increase in production of 18.8 per cent.

After slow growth in the first three yvears. the economy is poised to grow at 5.5 per cent in
1994,95, bringing it back to the trend growth rate of the 1980s. With a continucd pursuit of
cconomic reforms in the vears ahead it should be possible to achieve an average growth of around
6 per cent, accelerating to 7 per cent in the later 1990s.

Industry branch profiles

As India liberalizes and policy reforms contirue, the new economic environment beckons investors
to tap the growing markets in India and to usc the couniry as a base for exporting.  Profiles for
16 industry branch. .. are presented in this report. An overview of the profiles is presented below.

Food products

The food industry ranges from the major traditional industrics such as sugar and tea to the sunrise
food processing industrics. While new challenges are opening up for the traditional industries. the
food processing industrics are attracting very strong investor interest. The changing lifestyles and
spending patterns of the 230 million-strong middle class. together with increasing urbanization and
the increased entry of women into the labour force. have resulted in a rapid expansion of the
domestic market for processed foods. The untapped potential is great; India is the second-largest
producer of vegeiables and fruits in the world. but a farge portion of this production is wasted
because there are too few processing industrics.

A number of large Indian and transnational groups have acquired a strong presence in this sector,
particularly since the launching of cconomic reforms. The Government has put most food-
processing industries on the list of priority industrics in which forcign investment up to 51 per cent
is automatically allowed . Incentives are provided for setting up 100 per cent export-oricnted food-
processing units. More than 25 per cent of the foreign investment in manufacturing approved in
1993 was in the food-processing sector. Investments worth about $0.6 billion were approved
during Augr ». 191-September 1994,

Textiles and garments

Textiles is the largest industry in India. accounting for 20 per cent of industria: production and
over one quarter of total export carnings.  Combining the traditional handloom scctor with the
more modern powerloom and mill seetors, the industry today is at the croscroads as it modernizes
to prepare for the challenges arising from the fundamental changes in the world trading system
in textiles agreed on under the Uruguay Round.

From its peak share of S8 per cent of all developing country exports of texiiles (including
garments) i 1953, India’s share fell precipitously to o meagre 8 per cent by 1909, At present. it
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is around 2 per cent. Not only was the textile indusiry a victim of the heavy-industries-oriented
strategy of industrialization, but the policies to protect the “handloom scctor” actually prevented
the expansion and modernization of the mill sector. It was only when the Textile Policy of 1985
emphasized the need for an integrated policy framework for the different subscctors of textiles that
the Government lifted the virtual frecze on the weaving capacity of the mills which had been in
place since 1956. Exports of textiles grew at 15.8 per cent per vear between 1983/84 and 1993/94.

The competitiveness of the Indian textile and clothing industry can be scen from the influx of
international giants such as Benetton, Hugo Boss, Lacoste, Pierre Cardin, Van Heusen, Louis
Philippe. Arrow, Wrangler and Levis, to name a few. They are all sctting up major production
bascs in India to exploit the comparative advantage offered by India in this sector.

Jute products

India is the singlc largest producer of jute products in the world, but the jute industry in India is
not in good health. The disintegration of the former Soviet Union has taken awayv the biggest
markel for Indian jute goods, although interest in jute packaging material is still alive in many of
the newly formed Commonwealth of Independent States (CIS). The Indian jute industry is
attempting to recapture these markets without the special arrangements of the carlier period.

The long-term prospects for the jute industry depend on exploiting new opportunitics for jute.
The Food and Agriculture Organization (FAQ) has prepared a long list of diversified jute products
that includes houschold textiles, jute-based apparel and jute-based industrial textiles. The industry
has alrcady taken up production of some of these items. But it will need to redesign its machinery
and equipment, adopt new technologies and go in for fresh investments for the production of jute
fine varn, blended varn, processed fabrics and other items to be able to exploit the opportunities
provided by the new and growing markets.

Leather and lcather products

India has slow!y but stcadily been transforming its traditional leather industry into a modern and
vibrant scctor over the past decade or so. With the largest livestock population in the world, India
has decided 10 use its strong base of skilled manpower and low labour costs to exploit its
comparative advantage in the manufacture of leather and leather products. Added to the export
potential is the attraction of the growing domestic market. Consumption of leather footwear per
head. .5 pairs per vear, is very low compared with over 3 pairs in the United States and around
3.5 pairs in the United Kingdom. As income rises, domestic consumption of leather footwear is
bound to rise.

Institutional support for research and development in feather has been combined with a number
of policy initiatives to help promote the growth of this industry in & competitive environment.
However, the governament's industrial policy of reservation for praduction in the small-scale scctor
has stood in the way of the industry exploiting the tremendous opportunitics offered by the strong
increase in world trade of leather and leather products.

Paper and paper hboard
India has a large paper and newsprint industrs. producing 2.3 million 1oanes of paper and 0.3

million toanes of newspring.  Recognizing the constraints on the availability of wood, the
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Government has cncouraged, through fiscal incentives. the use of unconventional raw materials
such as grass, bagasse. wheat and rice straw, jute and waste paper in the production of papser.

India has a low consumption per head of 3.2 kg of paper, compared with 14 kg in China, 125 kg
in the Republic of Korea. 170 kg in Hong Kong and 209 kg in the United States. As literacy and
overall standards of living increase, the consumption of paper is expected to increase. At the same
time, the industry is likely to face competition from plastics in some areas of packaging.
particularly flexible packaging. These challenges will need to be met by upgrading technology.
developing economics of scale, manufacturing fibre based on plantation wood and simultaneously
improving the productivity oi all resources to become cost-effective. Pollution management and
safety standards will have to be brought in line with world standards to cnsure environment-
fricndlv production.

Cement

The cement industry in India has undergone a major transformation in the 1980s. recording
significant modernization and rapid growth. India is the fifth-largest cement manufacturer in the
world. accounting for about 4 per cent of world production. While cement consumption per head
in India remains much lower than in many other developing cconomies, faster growth of GDP
under the new liberalized economic regime is expected to raise the domestic consuniption of
cement in India. The rapid rise in the importance of the Asian market in the world trade in
cement in the carly 1990s also promises medium-term opportunitics for cement exports from India.

The principal constraints on cement production in India arise from the quality of coal, power and
railway services. But these constraints are eminently surmountable with proper investment in the
infrastructure sectors. It should then be possible to exploit the abundance of limestone deposits,
clay, gypsum and fly ash profitably in a fast-growing market for cement.

Petroleum refining

India’s petrolcum refining industry uses domestic as well as imported crude to produce about 85
per cent of the petroleum products consumed in the country. Crude oil production increased
sharply after the discovery of offshore oilficlds (Bombay High) in the mid-1970s and peaked at
3.5 million tonnes in 1989/9). The subsequent decline in production occurred mainly because
of overexploitation of the wells, underinvestment in exploration. and technical constraints such as
the high gas-to-oil ratio in the Bombayv High wells and lack of correct water content in the Gujarat
oilficlds.

The demand for petroleum products is esimated to increase by 0.9 per cont por vear in ihe first
half of the 199)s and reach sbout 81 million toanes in 1996/97. As part of the cconomic reforms,
rcfining has now been opencd up to the private sector and several proposals for setting up
refineries have been approved by the Government.

Currently the prices of petroleum products are based on a complex system of administered prices.
Subsidics are provided for products that are cither consumed by the vulnerable sections of the
society or whose consumption is to be encouraged. By law the marketing of major petroleum
products is underiaken only by the public-sector oil companices. Either the public scetor will have
to develop additional marketing nctworks to meet marketing demands across the country or the
new entrants will have to be permitted to market.
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Perrochemicals

The petrochemical industry was one of the fastest growing subscctors of manufacturing in India,
with an average growth rate of around 12-15 per cent per vear in the past len years. Domestic
producers have in the past enjoved considerable protection from foreign competition through
import-licensing and high import dutics. This has changed with the economic reforms of the
1990s. Compared with the duty rates of 150 per cent prevailing earlier on some petrochemical
products, the maximum duty rates on synthetic fibre/varns and polvmers have been reduced to 65
per cent. with upstream products facing much lower duties. These duty rates are expected to be
reduced further. Polvesier staple fibre is the only petrochemical product on the restricted list of
imports, but cven this can be freelv imported against special import licences which are issued to
cxporters and can be traded in the market.

India’s competitive advantage in exporting petrochemicals is weak because of the uneconomic plant
capacities, infrastructural shortages and high vperating costs resulung largely from the cost of
feedstocks, power and financing. Nevertheless, as the domestic industry matures and approaches
the international levels of scale and technology, some petrochemical products may become
internationally competitive provided inputs and financing are available at competitive prices.

Fertilizers

The importance of the fertilizer industry in India is due to its link to agriculture. The Government
has aimed at a substantial degree of self-sufficiency in this sector. India’s per hectare use of
fertilizer is still quite low, but accelerated agricultural development will undoubtedly generate
demand.

The industry was subject 1o rigid price controls for several years. More recently, however,
phosphatic and potassic fertilizers have been freed from price controls, but the arrangement
continues for urea.

Although the Government has indicated that it will progressively phase out subsidies., it is not clear
whether the subsidy on urea will be phased out completely and if so over what period. This has
created some uncertainty about future investment in the industry since new plants are much more
expensive than the average present cost of production.  Also, if urea prices were completely
decontrolled, demand might shrink substantially for some time.

Pharmaceuticals

The pharmaceutical industry in India s one of the largest and most technologically advanced in
the developing world. In recent years it has emerged as @ significant exporter, exporting fow-cost
bulk drugs 1o industrialized countrics and formulations 1o developing countries.  However, the
industry has been able to make use of skilled manpower resources only for the development of
ssathetic pharmaceutical products. 1t s abso significantly depeadent on the import of easential
starting raw materials and fine chemicals. In addition. the packaging industry has not kept pace
with the development of the pharmacentical industry.

The Indian pharmaccutical companics have 1o adjust to the patent laws laid down in the Uruguay
Round accord.  During the transition period the companics may form joint ventures for the
introduction of new products to exploit the opportunities that are il available.  They can
maximize their advantage as low-cost manufacturers of generic products and export them to the
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devcloped countries. Above all, the major Indian companics will need to make substantiai
mvestments in research and development.

Iron and steel

India is well endowed with major raw materials required for a modern steel-making industry, its
biggest advantage being the ample availability of good quality iron ore reserves. India’s crude steel
production during 1993/94 was 18 million tonnes. Notwithstanding the modest growth of world
demand for steel and declining demand in developed countries, the Indian steel industry is poised
to more than double steel production by the year 2000. This expansion will be primarily due to
a rapid growth of expected domestic demand, especially for infrastructural development, as is
evidcaced from the very low consumption per head of steel products in India compared with other
developing countries.

Before the economic reforms of 1991, the integrated steel plants were subjected to extensive
pricing and distribution controls. The new policy has created a liberal environment, abolishing
licensing and price control and ending the policy of reserving steel for investment by the public
sector onlv. Protective barriers have also be=n lowered by gradually reducing the tanff rates,
although they still remain high at 50 per cent. If infrastructural support to the steel industry in
the form of ports, railways and power is ensured, it should be possibe to realize the fast growth
planned.

Aluminium

India has substantial resources of bauxite to support its drive to become a global player in
aluminium. Before the 1991 economic reforms, protection from foreign competition was provided
by imposing high customs dutics on wastc and scrap (85 per cent) and wrought products {105 per
cent). The domestic regulatory regime had a stifling cffect on the industry.

The aluminium price decontrol of 1989 was a major step forward in the direction of policy reform
for the industry. The situation has undergone dramatic change in the 1990s as the regulatory
environment has been dismantled, excise duties have been lowered and custom dutics have also
been reduced. The industry is going through a process of restructuring 1o respond to the new
challcnges.

India’s consumption per head of aluminium is very low at 0.57 kg compared with 5-7 kg for the
Asia-Pacific region. Rapid growth in the power sector, packaging and consumer durables is
expected to provide a buoyant domestic market for aluminium. As the industry restructures itsclf
to improve ils cost competitivencess, export markets can also be exploited.

National Aluminium (NALCO)), which was sct up in the 1980s, has alrcady proved itsclf to be the
lowest cost producer of alumina in the world. Indian Aluminium (INDAL), in alliance with Tata
Industrics and Hydro Aluminium of Norway, and Larsen and Toubro in alliance with Alcoa of the
United States, are cach planning export-oriented alumina plants of 1 million tonne capacity to be
located in Orissa. For the primary smelting scctor, a major coastraint is the availability of power
which accounts for over 25 per cent of the metal’s cost.

Machinery and capital equipment

Indiis has a diversified capital goods scctor which produces a wide range of products for defence
as well as commercial needs and manufactures complete plants for a large aumbcer of industrics
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such as sugar. textiles. cement. steel. petrochemicals. mining,  agriculture, power and
telecommunications. I was consciously developed by stimulating direct investment in the public
sector in heavy industries and pursuing policics of strong import substitution through high tariffs
as well as quantutative restrictions.  Policies towards the capital goods sector remained restrictive
cven in the 19805, when technological modernization became important. Only the rather complex
system of import licensing began to be operated with more flexbility than in the past.

The policy towards capital goods has undergone major transformation as part of the new cconomic
policics of the 199s. Licensing of capital goods imports has been abolished.  Import dutics on
capital goods have been scaled down to a range of 20-40 per cent, representing a substantial
reduction from the very high levels prevalent in 11, On an import-weighted basis these
reductions have amounted to a reduction in the average duty on capital goods imports from 97 per
cent in 1990/91 to 38 per cent in 1993/94. However. tariffs on capital goods imports are still
higher than those prevailine in most other developing cconomies.  Also. anomalies have arisen
hecause inputs such as steel. certain plastics and certain clectronic items still benefit from higher
protective tariffs.

The technological gap that existed carlier between Indian products and international products has
bheen considerably narrowed due 10 the rapid induction of forcign technology.  With the more
recent trend of direct foreign investment in this sector, the process of technological modernization
will undoubtedly be speeded up. A kev factor in the growth of the machinery mdustrics in future
will be the progress made in reducing custom dutics on metals and other critical inputs to bring
Indian cost levels more in line with world prices.

Automobiles

India is an important manufacturer of automobiles and automative components. After decades
of high regulation, high taxation and heavy protection, policies towards the astomobile scetor
began to change in the 1980s. Domestic deregulation and a liberal approach towards forcign
investment and technology have led to greater competition and a wider range of products.

In the passenger car scetor, the introduction in the [980s of a modern encrgy-cfficient car
produced by 3 joint venture of the central Goverament and the Suzuki Motor Corporation of
Japan in the 1980s tapped latent demand and helped to expand the market. Competitive pressures
alwo forced the two established manufacturers (o introduce improved models. In the two-wheceler
and light commercial vehicle sectors, also, Indian manufacturers entered into collaboration with
major Japancse companics and introduced new maodels.  The joint ventures were, however,
adversely affected by the appreciation of the ven and the delavs in the indigenization programmes.
Government policics were abo responsible for the fragmentation of capacitics.

The 1980« was a major watershed in the deveiopment of the automotise component industry in
India. The advent of a large number of Japanese investors put pressure on the component
industry to enhance capacity. modernize production and improve qualits,  This decade also saw
Japancse collaborations in the auto component industrs.  The industry has emerged as an
internationally competitive sector. recording export growth of 20 per cent per vear in dollar terms
during 1991-1994,

The automobile boom was interrupted by the ceonomy-wide recession at the beginning of the
19005, The sharp increase of o per cent in the price of petrolin a short span of two sears in the
aftermath of the Guif enisis also contributed 1o the decrease in demand. The Goserament ook
a number of initiatives. such as owering the excise duty on cars and the import duty on
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componcnts, to help fight the recession. The reduction in direct taxes also had a favourable effect.
and the automobilc indusiry came out of the recession in 1993. Domestic car sales increased by
21.6 per cent in 1993 to reach a volume of 200,000 cars. The first six months of 1994 saw a further
acceleration in the growth of automobile sales. While cars and two-wheclers continued to increase
at an annual rate of 20 per cent per vear. sales of commeraial vehicles grew by over 3) per cent
per vear.

With the liberalization in government policy with respect to industrial licensing and foreign
investment in the automobile sector. there is tremendous mvestor mnterest in this sector. General
Motors, Mercedes Benz. Ford Motor Company and Dacwoo Corporation of the Republic of
Korea arc only some of the big names which have cnicred the ficld. With interest rates going
down. the casing of government controls and general economic recovery, the fortunes of the
industry are looking up. Various non-hanking financial senvice companics. along with the major
manufacturers, arc offering hire-purchase fmancing. which is becoming increasingly attractive.

Electronics

The clectronics industry in India developed very slowly for many vears as a conscquence of
restrictive policies that discouraged consumer electronics and also discouraged forcign investment
and forcign technology in this technology-driven sector. The situation changed in 1982 with the
introduction of colour television and the launch of a programme to corver the whole country with
a network of television transmitters. The modernization and expansion of the telecommunications
system also provided a push for electronics catering to the (clecommunications industry. The
growing market for computers has been an additional influence on the development of the
clectronics industry.

The most important clement of the resource base of the Indian clectronics industry is the
abundance of top class technical and managerial manpower. The liberalization of policies since
1991 has transformed the cnvironment, but much more remains to be done in this sector. The
highly protective tariffs on materials and components remains a constraint. The small scale of
opcration is another major constraint.

The potential for immediate market expansion is tremendous in view of the Tow level of
penctration, be it telecommunications, computers or television sets, and is drawing global players
into India. Forcign investment amounting to Rs 1.6 hillion has been approved so far, and the
interest is growing.  The latest developmeni is the decision of Sony Corporation of Japan to
manufacture colour television sets. broadeasting cquipment, software and other high-technology
products.  Given the entreprencurial and technical talents already avaslable and the new-found
dyvnamism of the Indian cconomy, the clectronics industry scems poised to become internationally
competitive,
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I. THE MACROECONOMIC AND INDUSTRIAL
POLICY ENVIRONMENT

A. RECENT ECONOMIC TRENDS

India is expericncing a quict economic revolution. Economic reforms introduced in the wake of
a balance of payments crisis in 1991 have taken root and a major restructuring of the economy is
taking place. With a population close 10 870 million including a middle class of anywhere between
150 million and 250 million, India’s domestic market potential among developing countrics ranks
second only to China’s and is closc to all countries of the Association of South-East Asian Nations
(ASEAN) combined (see Table L1). The transformation is taking place within the framework of
an open democratic society offering the largest “frec™ market in the world.

The old isolationism s giving way to a new zcal for globalization. Unlike hesitant starts towards
liberalization in the 1980s, the change this time is for real, based on a wide and growing conscnsus
about the ineffectivencess of the old inward-oricated regime. The reforms, together with India’s
immense market, the vast natural resources, a long history of private enterprisc, and abuadance
of associated skills and systems, hold out tremendous promisc. However, problems of physical and
social infrastructure, slow and time-consuming judicial procedure, labour laws which stand in the
way of a modern industrial regime and inadequacy of social insurance remain and act as
constraints to the recalization of the iremendous potential. Also, unless concerted efforts are made
to bring down the rate of growth of pepulation, the increased gross domestic product (GGDP) may
be caten away by a fast increasing population rather than increasing the per capita incomes and
standards of living in thc country. The population growth of 2.1 per ccnt per annum as
experienced in the 1980s is too high and nceds to be reduced.

Developments in the 1980s

Until 1980, India was a slow-growing economy rccording growth rates of 4.1 per cent per annum
in the 1950s, 3.8 per cent per annum in the 1960s and 3.3 per cent per annum in the 1970s. In the
1980s India’s cconomic growth accclerated as the cconomy grew at a rate of 5.6 per cent per
annum between 1980/81 and 1989/90 (Fig. 1A)Y This was not only much higher than in the
carlicr dccades, but was also better than the growth record of the developing cconomies taken
togcther (sce Table 1.2). An incrcasc in the invesiment rate in India during the 1980« was
associated with significant incrcases in productivity 1o bring about an acccleration in growth. This
was in contrast with the experience in the carlier decades when the investment rates had increascd
steadily from 10.2 per cont in 1950/51 10 22 1 per cent in 1980/81 (scc Fig. 1.B) but there was no
perceptible acceleration in the growth of GDP.
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2 The Macroeconomic and Industrial Policy Environment

Tabie 1.1. GNP of selected developing countries, 1992

__ Purchasing power parity
GNP per head GNP
(%) ($ biltion)
China 1.910 2,219
India 1,210 1,070
Brazil 5,250 808
Mexico 7.49%0 637
Indonesia 2,970 546
Repubiic of Korea 8,950 394
Thaiiand 5,890 342
Turkey 5.170 305
Pakistan 2.130 253
fgypt 3,670 202
Argentina §,080 201
Philippines 2,480 159
Malaysia 8,050 153
Nigeria 1.440 147
Singapore 16,720 50

Source World Bank. World Developmen: Reporr. Washingion D.C. 19%.

Table 12. Macroeconomic indicators: selected countries, 1970s and 1980s
1870s 1980s

GDP Inflation Rate of GOP Inflation Rate of

growth investment growth investment
India 3.4 8.4 0 5.48/ 8.2 20
{hina 5.2 0.9 28 9.4 5.8 36
Repubiic of Xorea 9.6 20.1 25 9.6 5.6 19
[ndonesia 7.2 21.5 16 5.6 8.5 35
Malaysia 1.9 7.3 22 5.7 1.7 36
Philippines 6.0 13.3 21 1.1 14.6 20
Thailand 7.1 9.2 26 7.9 3.7 19
Singapore 8.3 5.9 39 6.6 1.9 37
Turkey 5.9 29.4 20 5.0 34.7 20
Brazii 8.1 38.6 21 2.5 327.6 20
Mex1co 6.3 18.1 2! 1.2 66.5 23
krgentina 2.5 133.9 22 -0.4 416.9 12
All developing economies 5.3 21.8 21 1.3 53.9 27

Source  World Banh. World Da clopmen® Reporr. Washingion D 193

a 1Yata tor the 199N refer 1o the growih beiween 19%0 and 1991
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The Macroeconomic and Industrial Policv Environment 3

The previous strategy of industrialization in India was dominated by import substitution, emphasis
on heavy industries and a central role for the public sector within a mixed economy. The policy
regime facing the industrial sector was characterized by extensive government intervention and
discretionary control. In agriculture, growth came initially from the extension of cropped arca, and
subsequently in the 1970s and 1980s from the “green revolution™ based on intensificd use of high-
yiclding varicties of seed, fertilizers, and the spread of irrigation. Over the vears, this strategy led
1o increasing reliance on explicit subsidization of certain inputs such as fertilizers, and implicit
subsidization of inputs such as irrigation and power through deliberate underpricing. Nevertheless
these subsidies only partially offset the negative impact on agriculture arising from the high level
of protection given to Indian industry and the net subsidy to agriculture remained negative.

Fig. LA. Long-term trends in GDP growth
1950s-1993/94 (Percentage per annum)
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4 The Macroeconomic and Industrial Policy Environment

Fig. 1.B. Trends in investment,
1950/51-1992/93, selected years
(Percentage of GDP;}
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Box 1.A. Structural change in the Indian economy

Over the past four decades, India has made a transition from a predominantly agrarian
cconomy, with 55 per ccnt of GDP derived from agriculture and only 12.8 per cent ifrom
industry in 1950/51, to a more balanced cconomic structure with the share of agriculture
reduced to 31 per cent aad that of industry increased to 24 per cent. However, at 31 per
cent, the share of agriculture is still higher than the 27 per cent in China and also higher
than the 29 pcr cent for all low-income cconomics taken together.

Between 1950/51 and 1970/71, the structural transformation of the Indian economy was
morc in favour of the industrial scctor, which increased its share in GDP from 12.8 per

cent to 18.6 per cent. In the subscquent 20-year period, it was the services sector which
increased its sharc morc. By 1991/92, services accounted for almost ) per cent of the

GDP of India.

Structure of GOP by sector of origin at 1980/81 prices
(Percentage share)

1950/51 1970/21 1991/92
Agriculture 55.4 44.5 30.3
Industry 12.8 8.6 24,7
Manufacturing 11.4 16.1 20.3
Construction 3.3 5.0 4.6
Services 28.4 31.9 39.9
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The Macroeconomic and Industrial Policy Environment 5

Domestic deregulation and trade policy reorientation

A process of rethinking about the industrial and trade policy regime began in the late 1970s, and
a number of policy initiatives were taken in the 1980s to mitigate the rigours of the regulatory
regime. Private investment was given larger scope for participation in the growth process; market
forces were allowed to play a somewhat larger role in encouraging better utilization of investments
that had already been made; direct taxes were lowered; and licensing controls on foreign trade and
investment were liberalized gradually. The very high degree of protection from foreign
competition, however, continued throughout the 1980s. The resulting anti-export bias of the trade
regime was sought to be offset by increasing the subsidics for exports.

The Indian manufacturing sector responded to the policy reorientation of the 1980s by recording
significant productivity gains. After a long-term trend decline of 0.5 per cent per annum in the
1960s and the 1970s, total factor productivity grew at a rate of 2.7 per cent per annum in the 1980s
(see Table I1.7 in Chapter II). The growth of value added in industry accelerated from 4.8 per
cent per annum in the 1970s to over 7 per cent per annum in the 1980s (sec Fig. 1.C). But the
sustainability of the better growth performance was being put to test by the deteriorating
macroeconomic environment during the decade.

Fig. I.C. Long-term trends in industrial
growth, 1950s-1993/94
(Percentage per annum)
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6 The Macroeconomic and Industrial Policy Environment

Fiscal imprudence

India’s macroeconomic performance up to the end of the 1970s was characterized by reasonable
fiscal prudence, but the fiscal position deteriorated significantly in the 1980s for a number of
reasons. The fiscal policies of the central Government became increasingly expausionary to
support growing levels of government expeaditures. Current expenditures of the Government
escalated on account of the sharply rising interest payments, defence and subsidies (see Table 1.3).

Interest pavments as a per cent of GDP more than doubled during the 1980s, increasing steadily
from 1.7 per cent in 1980/81 to 3.7 per cent in 1990/91. Dcl:nce expenditure in relation to GDP
increased from 2.6 per cent in 1980/81 to 3.3 per cent in 1988/89, while subsidies increased from
1.4 per cent in 1980/81 to 2.4 per cent in 1989/90.

Table 1.3. Government revenue/expenditure trends, 1980/81-1993/94

Growth in plan

expenditure at Tax revenue Selected expenditure items

1980/81 price (Percentage of GDP) (Percentage of GOP)
Year (Percentage per year) Direct Indirect Defence Interest Subsidy
1980/81 .. 1.9 5.4 2.6 1.7 1.4
1981/82 4.3 1.7 5.5 2.6 2.0 1.2
1982/83 10.7 1.7 5.6 2.7 2.2 1.3
1983/84 9.7 1.6 5.9 2.7 2.3 1.3
1984/85 11.1 1.5 6.1 2.8 2.6 1.6
1985/86 14.5 1.4 6.6 2.9 2.9 1.8
1986/87 9.5 1.4 6.9 3.4 3.1 1.9
1907/88 =2.7 1.3 7.2 3.0 3.4 1.8
1988/89 0.5 1.5 1.0 3.3 3.4 2.0
1989/90 -2.0 1.3 7.1 3.1 3.6 2.4
1990/91 -6.5 1.3 6.8 2.9 3.7 2.0
1991/92 -4.1 1.7 6.5 2.6 4.1 1.7
1992/93 7.5 1.8 6.4 2.5 4.3 1.4
1993/94 15.9 1.8 6.1 2.4 4.5 1.0

Source: Mimistry of Finance, Government of india.

The rising burden of the subsidies was a major factor behind the fiscal deterioration of the 1980s,
the main increase being in the fertilizer subsidy. This, however, tells only part of the story, i.c.,
that relating to food, fertilizer, cxports and a few other visible arcas. A significant part of the
subsidy burden is not visiblc in the budget. The largest of the invisible subsidies perhaps is the
subsidy on power. The cleetricity tariffs are set by the state Governments and there is a large
clement of subsidy in the taniff particularly for farmers. Most of the state clectricity boards arc
not cven covering their operating costs on the supply of clectricity to agriculture because the
agricultural tariff is very lew and cven zero in some states. The problem is further compounded
by political interference in the running of the boards resulting in cxcessive ecmployment, poor
operational cfficiency and transmission and distribution losscs.

In other key arcas such as irrigation and road transport also, the public sector organizations which
provide thesc services (mainly in the states scctor) have been making large losses which have
imposcd not only an immediate burden on the budgets of the state Goveraments to cover the
losses but also forced state Governments to fund the cxpansion of these services through
government borrowing. In 1990, the accumaulated losses of the state electricity boards on account
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of the agricultural subsidy on power amounted to Rs 38 billion. The continuously weakening
financial position of the state Governments led to an increase in the states’ share of central
Government tax collections in the 1980s consequent to an award of the Sixth Finance Commission.
This in turn weakened the finances of the central Government.

The returns from heavy central public sector investments were also far shert of expectations, and
this began to impose a strain on the budget in the 1980s. The central Government was also
burdened by a large number of loss making en.crprises in the public sector.

The trend of rising tax revenues as a share of GDP slowed down in the 1930s, especially in the
second half, as the structure of taxati 1 had become highly distorted. Apart from their effect on
allocative efficiency, the high rates o1 axation applicable to a narrow basc and a proliferation of
excmptions and loopholes also reduced compliance and made tax administration difficult. It
became evident that basic reforms in tax policy were necessary if revenue buovancy was to be
cnsured.

The fiscal current account position of the centrzl Government turned from an average surplus of
1.8 per cent of GDP in the second half of the 1970s to a small deficit in 1980/81 which increased
over time to a deficit of 3.3 per cert of GDP in 1990/91. The gross fiscal deficit of the central
Government increased from 3.2 per cent of GDP in 1975/76 10 6.2 per cent in 1980/81 and to 8.4
per cent by 1990/91 (see Table 1.4). The average level of the fiscal deficit of the central
Government in successive five year periods shows the deterioration in the fiscal position (sce Fig.
LD).

Table 14. An overview of the macroeconomic environment, 1970/71-1993/94

inflation
rate

(Percentage

Fiscal deficit Current account, 80P Foreign exchanqﬁ over preceding

Year (Percentage of G0P) (Percentage of GOP) ($ biltion) year)
1970/71 3.0 .. 0.6 5.5
1975/16 3.2 .. 1.6 -1.1
1979/80 5.6 -0.8 6.3 17.1
1980/81 6.2 -1.3 5.8 18.2
1985/86 8.3 -2.5 6.0 4.4
1989/90 7.8 -2.8 3.4 7.4
1990/91 8.4 -1.3 2.2 10.3
1991/92 5.9 -0.9 5.6 13.7
1992/93 5.7 -2.1 6.4 10.1
1993/94 7.3 2.0 15.1 8.4

Source  Economie Suney, Ministrv of Finance

al End of fiscal year
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8 The Macroeconoriic and Industrial Policy Environment

Fig. 1.D. Trends in fiscal deficit,
1970/71-1993/94 (Percentage of GDP)
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Conscrvative fiscal management up to the end of the 1970s had mcant that the inflation rate in
the economy was kept by and large under control. Even wath the two oil price shocks in the 1970s,
the inflation rate accelerated oniy to 8.4 per cent per annum, much lower than in most other
developing economies (see Table 1.2). However, the sustained high levels of fiscal deficit during
the 1980s had an adverse cffect on the macrocconomic eavironment. There '»as an incvitable
uxpansionary impact on money supply as a significant part of the fiscal deficit was monctized
through borrowing from the Reserve Bank of India. The high fiscal deficits also led 1o pressure
on the balance of payments, especially in the second halfl of the 1980s when India resorted 1o a
substantially enhanced level of external commercial borrowing

External debt

India’s total external debt (excluding debt owed to the former Union of Soviet Socialist Republics)
increascd from $22.4 billion in 1981 /82 10 $71 billion in 1991/92; the proportion of high interest
short term debt in the total also incrzased. The cffect of the expansionary fiscal policies of the
19805 on inflation rates was contained by the policies of deregulation which clicited good supply
response from the indusirial sector and by rising balance of pavments deficits.  The average
inflation in the 1980s was 8.2 per cent per annum, lower than in the 19705, but higher than for
many of the developing cconomics during this period (sce Table 1.2).
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The decade of the 1980s had opencd with a reasonably comfortable foreign exchange reserve
position of $7.4 billion at the end of 1979/80 which provided cover for over seven months of
imports. The current account deficit in 1979/80 amounted to 0.8 per cent of GDP. But balance
of payments issues acquired centre stage in India’s macrocconomic management during the 1980s.
While the impact of the second oil price shock of 1979 was moderated significantly by the
discovery of crude oil in Bombay High in the carly part of the decade, the second half of the 1980s
saw a significant deterioration in the current account deficit from 2.5 per cent in 1985/86 1o 3.3
per cent in 1990/91. This was because of the surge in non-oil imports, e.g.. capital goods for
technological upgrading, export-related goods as part of the liberalization of imports for export-
oriented industries, and defence-related imports.

Export growth actually did much betier in the latter part of the 1980s as the real effective
exchange rate depreciated by 31 per cent between 1982/83 and 1988/89 (sec Fig. 1.LE). But the
improvement in export performance was more than offsct by the surge in imports during this
period, and private remittances also slowed down (sec Fig. LF and see Fig. 1.G). To a large
extent, the deterioration in the current account deficit of the balance of payments during the
second half of the 1980s reflected the deterioration tn the fiscal deficit of the Government.

Fig. LE. Indices of real effective
exchange rate of the rupee, 1960-1993,
selected years (1985 = 100)
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Fig. I.F. Merchandise exports and
imports, 1980/81-1993/94 ($ billion)
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Fig. 1.G. Current account deficit as
percentage of GDP, 1980/81-1993/94,
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The high levels of fiscal deficit in the 198305 were reflected in increased borrowings from the
domestic as well as the forewen capital markets which in turn generated a macroeconomic
cemvironment with the potential for undoing the gains from the slow process of structural
adjustment which was under way. Commercial borrowing and non-resident deposits emerged as
important sources of financing the balance of pavments deficit. The result was a doubling of
external debt and a rise in the debt-senvice ratio from 13.6 per cont in 1984785 to 309 per cent
i 1989790 (see Fig. LH).

l Fig. LH. External debt and debt
service, 1980/81-1993/94, selected years
(Debt in $ billion & debt service in %)

100 -

80 e

60

40

20

o H . H z . : kS - B - - - - N . - -
1980/81 1988/89 1989/90 19G0/91 1991/92 1992/93 1993/94

Year

External debt (8§ b) —— Debt service (%)

Towards unsustainable domestic debt

High fiscal deficits in the 1980s also produced an increase in the domestic debt of the Goserament
through borrowing from the domestic commercial banks.  The fatter were foreed to fend 1o the
Government because of the high statutory liquidity requirement which stipulated that o proportion
of the demand and tme habilities of the commercial banks had 10 be held in the form of
government sccuritics.

By the start of the 199 the fiscal position of the central Government had come under severe
strain because of sustained borrowing over several vears. The interest burden on the sccumulated
central Government debt had increased from 10.2 per cont of current revenues in 198081 1o as
much as 25.2 per centin 190/91. The rising interest burden raised obvious questions about fiscal
sustainability. ‘
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The crisis of 1990/91: prelude to reforms

The worsening fiscal deficits of the 1980s had weakened the macrocconomic situation, and the
Gulf War of 1990 precipitated the balance of payments crisis. The growing political instability at
the turn of the decade into the 1990s further contributed towards the collapse of international
confidence in the ability of the Government to manage the economy. This led 1o a drving up of
th: market for external commercial loans in 1990/91 and capital outflow of non-resident Indian
{NRI) deposits. Despite emergency borrowing from the Reserve Tranche and the Compensatory
Contingency Financing Facility of the International Monetary Fund (IMF), the level of foreign
exchange reserves dropped precipitously to a little over $1 billion in June 1991, barely sufficient
to finance imports for a fortnight. The rate of inflation in 1990/91 accelerated to 10.3 per cent
from 7.4 per cent in the preceding vear. By August 1991, inflation had reached a high of 17 per
cent on an annualized basis.  As inflation acceierated and foreign exchange reserves dwindled,
international default by India seemed a real possibility.

It was in this atmosphere of crisis that a newly elected Government Jaunched a programme of
cconomic reforms in June 1991, The economic crisis of 1991 helped 1o focus atiention on the
nced for widespread cconomic reforms directed at fiscal stabilization as well as micro-level
changes including industrial and trade policy changes. While the urgency was derived from the
gravity of the crisis. the mood was for a cleaner break with the inward oriented policies of the past
and preparing the Indian cconomy for integration with the rest of the world. With dissatisfaction
on the functioning of India’s inward-oricnted regime starting as far back as the late 1970s, it had
taken over a decade for the Government to develop the resolve for change. The balance of
payments crisis of 1991 forced the Uming.

The economic reforms of the 199%)s were designed within an overall dual strategy whereby fiscal
adjustment aims (o bring about macroeconomic stabilization, while structural reforms in industrial,
trade and financial policies are designed to strengthen the growth capability of the cconomy in the
medium term and help Indian industry to become internationally competitive.

B. THE ECONOMIC REFORMS

The crisis of 199,91 forced fiscal stabilization as an integral part of the programme of cconomic
reforms. This was combined with wide ranging reforms in the 2reas of industrial polics. trade and
exchange rate policies, a radically different approach 1o foreign invesiment. and financial scctor
reforms,

Fiscal policy reforms and stabilization

The central Government embarked on a declared objective of bringing the fiscal deficit under
control as part of its cffort at macrocconomic stabilization, The Government also undertook to
begin the tash of basic restructuring of the tax svstem with a view to rationalizing the tax structure
and making it both more conducive 1o cconomic growth and morc buovant as a4 source of
revenues.

In the first vear of the reforms. the Government was able to make impressive progress in reducing
the fiscal deficit from a Jevel of 3.3 per cent of GDP in 1990/91 10 59 per cent (below the
targeted level of 6.5 per cent). The momentum of fiscal stabilization slowed down significantly in
1992/93 when the deficit declined only marginally to 5.7 per cent compared 1o the target of 5 per
cenl. There was significant deterioration in 1993794 waen the deficit increased 1o as much as 7.3

© Umited Nations Industnal Development Orgamization




The Macroeconomic and Industrial Policy Environment 13

per cent of GDP. This was not only substantially higher than the target of 4.7 per cent, but was
also higher than the level achieved in cach of the previous two vears. The reversal in 1993/94 was
a matter of concern among domestic and international observers of the Indian economy and the
Governmen! has set a target for reducing the deficit to 6 per cent in 1994/95. Achievement of this
target is obviously crucial for establishing credibility of the effort at macroeconomic stabilization.
An important development in this respect has been the memorandum of understanding that the
Government of India signed in August 1994 with the Reserve Bank of India (RBI) to keep the
government’s borrowing from the RBI within prescribed limits. Fiscal deficits of the Government
of India can no longer be automatically financed by borrowing from the RBI. The Government
will have to borrow from the market for financing deficits bevond the prescribed limits.

A substantial rcduction was achieved in the burden ¢f subsidics on the central budget from 2.4 per
cent of GDP in 1989/90 to 1 per cent in 1993/94, although a significant indircet burden of the
numcrous implicit subsidics such as those for clectricity and irnigation and the expliait subsidy on
food continucd 1o be borne by the budget. The cash subsidy on exports was abolished in 1991/92
following the devaluation in 1991 and tke shift to a more liberal trade policy with a reahstic
cxchange rate. The fertilizer subsidy was reduced following the decontrol of phosphatic fertilizers.
Prices of urca, however, remained controlled so that the fertilizer subsidy continued as a charge
on the budget.

Intcrest payvments as an clement of expenditure rose rapidly in th.2sc years so as to reach a level
of 4.5 per cent of GDP in 1993/94. This was becausc the level of fiscal deficit remained high so
that total debt was rising, and also becausce the - sovernment shifted increasingly to borrowing at
market-rclated interest rates.  Defence expenditure, being tightly constrained, was not only
relatively low compared to most countries but actually fell from 3.3 per cent of GDP in 1988/89
to 2.4 per cent i 1993/94.

The principal incidence of fiscal stabilization in the first two vears of the reforms was on plan
expenditure which broadly consists of central Government support to new developmental activity
in the central budget and loans/grants to states in support of similar activity in the states. although
the decline in these expenditures started carlicr in 1987/88. There was some increase in capital
cxpenditures in 1993/94 (sce Table 1.3).

Tax reforms

Reform of the 1ax structure was a key clement in the strategy of economic reforms and was guided
by the Tax Reforms Committee which had rccommended comprehensive restructuring of both
dircct and indirect taxes. These proposals were implemented in stages in the budgets of 1991/92,
1992/93 and 1093/04.

By 1994 personal income taxes, which account for 12 per cent of the central Government's tax
revenue, had been restructured to reduce the marginal rates of taxation, climinate exemptions and
loopholes, and encourage savings in financial assets.  The maximum marginal rate of tax was
lowered from S6 per cent in June 19 10 40 per cent. As part of the tax restructuring, all
financial assets including corporate sceuritics were exempted from wealth 1ax which now applics
only to unproductive assets (i.e. residential property in excess of one housc, urban land, jewcellery
¢le).
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Box 1.B. Centre-State finances

Taxation powers of Government are divided between the centre and the states according to
provisions laid down in the Constitution. The major direct taxcs levied by the ceniral
Government are on personal incomes and corporate profits, while the major indirect taxes
are custom duties on imports and excise dutics on domestic production. The major source
of revenue of the state Government is its tax on retail sales. Recognizing the limits on the
taxation power of the states, the Constitution provides that revenues from personal income
taxes and cxcise duties shall be sharcd by the centre with the states. At present. 85 per
cent of the revenue from personal income tax and 45 per cent of excise duties is
distributed to the states according to a distribution formula determincd by the Finance
Commission. The formula is reviewed every five vears. The Tenth Finance Commission is
expected to submit 1ts report by the end of 1994.

¥ Total expenditure of the central Government amounts 1o 17.3 per cent of GDP. The state
Governments also have substantial budget expenditures which are partly financed by capital
transfers from the centre to the states. The consclidated budget of the centre and states,
which nets out transfers from the centre to the states shows total expenditure of the centre
and states combined to be 32.5 por cent of GDP.

By 1994, capital gains 1ax had been rationalized to allow inflation indexing before calculating
taxable gains, with the resulting long-term capita!l gains afier indexing taxed at 20 per cent. In view
of the reduction in the rates of income and wealth tax, some of the carlier deductions from income
which were allowed against particular tvpes of financial savings were reduced and rationalized.
Various loopholes arising from scparate taxation of the incomes of minors were closed and the
provision for presumptive taxation was widened. These steps were accompanicd by moves to
simplify assessment procedures and te extend computcerization.

Corporate taxes account for around 12 per cent of the central Government's tax revenue. In
1991/92, the corporate tax structure was complex with different rates for domestic widely held
companics (45 per cent) and domestic closely held companices (50 per cent) and a surcharge of 15
per cent applicable to both, while forcign companies paid tax at a rate of 63 per cent without
surcharge. Forcign companics in this context are a limited category of companics incorporated
abroad and operating in India only through branches such as. for example. airlines and foreign
banks. The term does not refer to companices registered in India with foreign ownership of cquity.
Such companices, even if 100 per cent forcign-owned, arc treated as domestic companics. Since
1991/92 corporate tax rates have been simplificd and substantially reduced, tax rates for widely
held and closely held domestic companies being unificd and reduced 1o 9 per cent. The 15 per
cent surcharge continued into 1994, but was expected to be removed eventually. The rate of tax
on forcign companics has been reduced to 55 per cent without any surcharge. The new rate
structure, combined with generous depreciation provisions, brought the cffective Indian corporate
tax rates down to fairly modest levels comparable with tax rates prevailing globally. Many rapidly
cxpanding companics pay no tax at all.

Excise dutics are the largest single source of revenue for the central Government, accounting for
40 per cent of the total tax revenues. Prior to the economic reforms, about 70 per cent of the
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revenue was generated from specific Guties rather than ad vaiorem duties, leading to low revenue
clasticity with respect to mflation. The number of rates was also vens large with numcrous
exemptions. The system was extremely difficult to admimister. A system of tax credits. Modified
Value Added Taxation (MODVAT) for exase duties paid on carlier stage inputs. had been
introduced in 1986, but it excluded many categories of products. For example, duty paid o capital
goods used in production was not cligible and the system was not extended to petrolcum products
and textiles.

Reform of the oxcise duty structure was initiated in the 199493 budget. The coverage of the tax
credit system for duties paid on inputs was substantially ¢xtended to include the duty paid on
capital goods. The petroleum scctor was also brought uader the MODVAT system. The number
of speafic rates was drastically reduced such that about 70 per cent of the revenue comes from
ad valorem rates. Many exemptions were eliminated. exteading the coverage of the sywiem and
thus helping to broaden the base. In order to move to a full value added tax as an ultimate goal.
the central Government necded to bring about an integration of central taxes on production with
state taxes on sales, which would require an amendment 1o the Constitution.

Customs dutics in India have been an important source of revenue for the central Goverament
accounting for 36 per cent of the total tax revenue.  The strategy of import-substituting
industrialization led to very high protective rates which made the budget heavily dependent on
customs revenues as a substantial source of revenue. This dependence increased during the 1958
when quantitate.e restrictions on imports were gradually converted into high tanft rates. This
process is now heing reversed since reduction of cusioms dutics has been a key clement in the
Government's straiegy of opening up the Indian cconomy to foreign competition. Tax revenues
as a percentage of GDP fell after 1990 /91 primarily because of the decline in customs revenue.
In due course the cumulative effect of tax reforms shouald bring about greater buovaney. but this
will take time.

Taken as a whole, the imitiatives for reforming the tax system thus far go a loag was towards the
objective of a modern tax administration. However, the process of reform is far from complete
and further changes are needed (o achieve the Goverrment's stated objective.

The overall effect of the stabilization measures on the inflation rate was to bring it down from the
levels of 103 per cent and 13.7 per cent in 1990/91 and 1991792, respectiveds. to 7 per cent in
1992/93. The shippage on stabilization 100k its toll on the inflation rate in 199393, vhich
increased to over 9 per cent by the end of the vear and edged up to around 12 per cent in the first
quarter of 1994795 However. the effort at reducing the fiscal deficit in 1994793 contributed
towards a distinct slowing down of “w.iation in the scecond quarter of 19094 95 with the rate falling
10 8.5 per cent by the end of September 1994, Fiscal discipline will be crucial for the control of
inflation.

Industrial policy

Domestic deregulation has been a central feature of the industrial policy reforms. While licensing
pohicies and pricing policies have been reoriented tomards providing Yarger scope for the private
sector to contribute 1o growth, there his been less action on public sector reforms and devising
an cxit polics for the non-viable and non revivable sick units so s 1o facibitaie smooth
restructuring of the industrial sector,

In industrial policy. reforms have centred on foosening the barriers to entry for lirms soas (o
encourage competition in the industrial sector, The hieensing requirement for industrial inscstment
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has been abolished in all but 15 industries where cither strategic and environmental concerns
dominate or the import content is exceptionally high. Delicensing of investment s also motivated
by the desire to reduce bureaucratic discretion and increase the role of commeraal considerations
in investment planning. However, the policy of “reservation” in production for small-scale units
has created protective enclaves within the domestic industrial sector with adverse effect on the
competitivencss of Indian industry.

In an aitempt to cncourage greater private scctor participation in the economy, the area of
industrial activity reserved for the public sector has been considerably reduced to only six
industrics (sce Chapter 11). In particular, power generation and distribution. air transport, and
the hvdrocarbon sector have now been opened up for private investment.

More scope 1s also provided for large industrial houses to participate in the process of growth.
The Monopoly and Restrictive Trade Practices (MRTP) Act has been amended to climinate the
nced for prior approval for capacity expansion or diversification on the part of large industrial
houses. The requirement for government clearance of industrial location has also been dispensed
with (except in the case of 23 cities with populations exceeding 1 million). as has the requirement
of the phased manufacturing programme. a programme of forced import substitution for all new
projects.

In 1994 the barriers to exit for sick non-viable units. however, still remained.  The Board of
Industrial and Financial Reconstruction (BIFR) which was set up in the late 1980s to dcal with
this problem was not able to function effectively within the cxisting institutional constraints. The
Industrial Disputes Act, the Companics Act and the Urban Land Ceiling Act stood in the way of
providing the necessary flexibility in redeployving resources from the unproductive and economically
non-viable sectors (o the more vibrant sectors.

Amcndment in the Industrial 1 isputes Act would allow retrenchment of labour without the need
for sccuring permission of the state Government. while ameadment in the Companics Act would
facilitate mergers of sick companics with healthy ones and also cut short the long drawn out
process of hquidating firms. Amendments in the Urban Land Ceiling Act will cnable non-viable
sick firms to scll their real estate 1o settle the claims duce to their creditors and make it casier for
them to et

The Government has established a National Reacwal Fund with an initial allocation of Rs 2 billion
to ersure that the cost of technological change and moderaization does not fall too heavily on the
workers.  This Fund is expected to provide assistance to cover the cost of retraining and
redeployment of labour and also provide compensation to labour affected by industrial
restructuring in the public sector. However, actual progress thus far has been very slow because
of the slow pace of restructuring of the public sector (seo Chapler 1.

The Governmeni has brought sick public sector enterprises within the ambit of the BIFR as a way
of dealing with the difficult problems of closure of unvigble units. But this initiative is of timied
usc since the BIFR has had difficulty dealing with the sich private companics which have heen
under its charge for the past few years. For the rest, public sector reforms have largely been
limited 1o providing a commercial orientation in the running of public scetor enterprises and
allowing competition from the private sector by “deresering” areas of cconomic activity carlicer
reserved for the public seetor. The goverament's policy of incremental divestment' of its shares
in public sector enterprises during 19971- 1994 has brought its share in a number of such enterprises
to close 1o o0 per cent. The latest round of divestment in May 1994 would have brought the
government’s share further down. So far, the central Government has aot adopted an explicit
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strategy of privatization involving outright transfer of management of public sector units to the
private sector. However, such privatization has taken place in some cases at the state level (see
Chapter ). In pursuing privatization, some states like Andhra Pradesh, Gujarat and Haryana are
ahead of the central Government. In Uttar Pradesh. also. attempts are being made 10 privatize
some of the sick public enterprises.

Foreign investment policy

The 1990s have seen a radical change in India’s policy towards foreign investment. From being
rather restrictive and selective for nearly two decades the foreign investment policy has come &
long way in becoming friendly and pro-active. Foreign investment is now actively encouraged in
all sectors and particularly in the infrastructure sectors.

Government policy in the past preferred that foreign investment be accompanied by technology
transfer.  The restrictive policy found full expression in the passage of the Forcign Exchange
Regulation Act (FERA) of 1973 which imposed a ceiling of 40 per cent on the equity shareholding
of forcign companics, required dilution to 40 per cent in the existing companies which were not
operating in “high-tech™ and strategic areas, and imposed limitations on royalty pavments. Most
forcign compznics diluted to 40 per cent and some, like IBM and Coca-Cola, left the country.
Orthers like the Unilever group diversified into arcas such as heavy chemicals and fertihzers. The
average level of cquity investment in the period 1973-1983 was as low as $10 million per year.

In the sccond half of the 1980s, although there was no major liberalization of FERA, Government
cxpressed its intention of welcoming foreign investment in industries deemed to be of national
importance. While almost onc out of every three collaborations involved forcign cquity, the
avcrage cquuy participation was still very low. At its annual peak in this phasc, foreign investment
inflow was about $140 milion.

The July 1991 Industrial Policy represented a sharp and radical transformation in policy towards
forcign invesiment. The policy was based on the realization that India had paid a heavy price for
resorting to high-cost commercial borrowings in the 1980s. when other countries had derived full
advantage of cquity investment which is a non-debt creating type of foreign capital inflow. The
new policy did away with the 40 per cent limit and frecly allowed majority ownership. In order
to henefit from professional marketing activities, a forcign equity holding up to 51 per cent is
permitted hiberally for trading companics as well. They can go up to 100 per cent of they are
primarily engaged in exports.

In the new liberalized regime, direct foreign investment is permitted in virtaally every sector of
the cconomy. 1t is freelv permitted up to St oper cent of the cquity in a defined fist of 33
industrics. For investments outside this hist, and also where forcign investors seek an cquity share
exceeding 51 per cent, investors are invited to apply to a newly set up Forcign Investment
Promotion Board (FIPB) under the chairmanship of the Principal Scerctary to the Prime Minister.
The Board has cstablished an excellent track record of speedy clearances. Rovalty payments have
been considerably liberalized.  Technology imports are automatically approved for rovally
pavments up to S per cent of domestic salcs and 8 per cent of export sales (both nct of tax) with
or without flump sum payments up to Rs 10 million.  Government permission for hiring foreign
technicians in projects is also no longer required.

In industrics reserved for the small scale sector foreign equity up (o 24 per cent is permitied,
Forcign cquity up to UK per cent is encouraged in export-oricated units, the power sector,
clectronics and software technology parks. In other industrics also, forcign cquity up to 100 per
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cent is pcrmitted on merit. There is no restriction on the use of foreign brand names/trademarks
for internal sale.

The Government is specially encouraging foreign investment in infrastructure. In the power sector
the Government has gone out of its way to attract forcign investment so as to break critical
infrastructurc bottlenccks. Not only can a foreign investor hold 108 per cent cquity in a vealture
but tax holidays are also offered for five vears for new power projects. Several state Governments
are actively negotiating with various foreign investors for setting up private sector power plants.
Nine projects involving total foreign equity investment of around $1.5 billion are in the pipeline
at present (see Table 1L17). The byvdrocarbon sector has also atiracted significant investor
interest. Joint ventures are now permitted in both exploration and development of wil ficlds and
refinerics.

The telecommunication scctor was opened up with the announcement of a new telecom policy in
May 1994, Apart from providing for private investment in value added services. the aew policy
also encourages private investment in the provision of basic telephone services.  Air transport,
which uatil recently was a public sector monopoly. has beer opencd up to the private sector and
some new entrants have begun operations.  Private toll roads have also been commissioned.

An indication of the effectiveness of the liberal foreign investment regime in India ts the entry of
well-cstablished firms such as Enron, Fujitsu, Asahi Glass and Bell Telephone South, on the onc
hand. and Sony. Pcugeot. Mercedes Benz, Kelloggs. McDonald's and Coca-Cola, on the other.
Firms such as General Electric. General Motors, and Pepsi are also expanding their operations,
while firms like Morgan Stanley, J.P. Morgan, Barings, Jarden Flemming, Oppenheimer, and
Mckensic have entered the financial services sector. Between August 1991 and September 1994,
over a hundred foreign companies were permitted to set up wholly owned subsidiaries in India.
The approvals by FIPB up (o September 1994 were close to $6 billion and the proportion of
foreign investment going through the FIPB rate was increasing.  In the first four months of
1994 /95, close 10 90 per cent of the investment was approved through this channel, compared with
a httle over %) per cent in the preceding two vears.

Apart from infrastructure scctors such as power, telecommunications and hydrocarbon, which are
expected to continue to attract the major share of forcign investment, in manufacturing the sectors
attracting foreign investment are food processing. clectronic parts, chemicals, industrial machinery
and transport. In services, foreign direct investment has concentrased on computer software and
financia! industrics.

Trade policy

Trade policy reforms have been at the centre of the new cconomic policics of the 1WR)s. It was
recognized that the carlier overly protective trade policy regime encouraged the development of
high cost industrics, which in turn made it difficult to achicve export competitiveness without
complex and costly svstems of subsidy. A gradual process of reducing protective barriers and
opening up industry to foreign competiion was, therefore, initiated in 1991, The basic objective
of the policy was to integrate the Indian cconomy with the world cconomy by doing away with the
complex syatem of import licensing and 1o lower the tanlf rates on imports in a phased manner
in order to bring them in line with those prevailing in other developing cconomices.

The carker regime of pervasive import licensing covering raw matcrials, other inputs and capital
goods had proved 1o be incfficient and cumbersome and also pronc 1o corruption. fmport control
through licensing was largely climinated in the sery first year of the reforms for raw materials,
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intermediate goods, capital goods and other inputs for production. These goods can be frecly
imported subject to pavment of customs duties except for a small list of items whose import 1s still
not freely allowed. Even these are importable against Special Impost Licences given to exporters
as an incentive (about 5 per cent of fob value of exports). These special licences are transferable
and freely tradeable so that anvone wanting to import items on the negative list can do so by
paving the additional premium in the market to buv a special import hicence. Imports of finished
consumer goods remain restricted. but here too a process of hberalization has begun since a
defined list of consumer goods can be freely imported against Special Import Licences (sce Annex
B).

Along with the climination of quantitative restrictions. the Government has sought to reduce
India’s traditionally high customs dutics. In 1991, the peak rate of customs duty exceeded 23) per
cent on several ems and man; industrial raw materials or intermediates were subject to duty rates
of around 10 per cent. Even capital geods imports were subject to taniff rates of 80 1o %) per
cent, which was much highes than the range of 5 to IS per ceat prevailing in most other
developing cconomies.  Such high tariffs inevitably raised costs and had a cascading effect on the
industrial cost structure in ludia.

Tariff rates were lowered in cach of the four budgets presented from 1991 onwards. The
maximum tariff rate by late 1994 was 65 per cent, with tariff rates below the maximum also
lowered. The average tanff rate on imports into India declined from 76 per cent in 1990/91 10
4 per cent in 1993/94. After making allowance for the exemptions, the import duty collection
rate declined from 42 per cent in 1990/91 to 28 per cent in 1993/94 (see Table 15).

The reductions in the import duty rates were specially sharp for capital goods. The compasite
duty rate on “project imports” (imports of various capital goods needed to set up new projects)
which was at one time 85 per cent was reduced to 25 per cent. There is an even lower rate of 20
per cent apphicable for machinery for clectricity generation, petroleum refining. coal mining, and
seso for machinery for fertilizer projects.

The Government was not deterred by the revenue shortfalls in the budget for 1993/94 from
pursuing the course of tariff reforms in the 1994/95 budget. By late 1994 the import-weighted
average tanff rate stood at an estimated 30 per cent on intermediate goods and 38 per cent on
capital goods. India’s customs dutics even after the reforms remained very high but the progress
had been substantial. The Government meanwhile indicated its intention to continue the process
of duty reduction until the rates were reduced 1o levels comparable with other developing
CCOnOmICs.

Table 1S Reductions in tarifls, 1987/88-1993/94
(Pereentage)

Year Average tariff Collection rates
1987/88 96.1 53.?
1989/90 71.9 44.4
1990/91 76.7 41.6
1992/93 54.1 32.3
1993/94 40.7 78.0

Sonwree World Bank
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The gradual removal of the anti-export bias through dismantling the regime of import controls and
reducing tariffs was combined with some positive measures to promote exports. Although cxport
subsidy was abolished. the tax exemption on carnings from exports and the provision for
concessional finance for exports continued. The ncgative list for exports was significantly pruned,
removing a number of restrictions earlier applicable on exports, especially of agricultural
commodities. As an added iacentive to agro-based exports, export-orieated units (EOUs) in
agriculture and allied sectors were allowed 1o scll up to S0 per cent of their total output in the
domestic market instead of only 25 per cent which is the norm for EQUs. The minimum cxport
price for basmati rice was eliminated and export restrictions on superior quality rice and wheat
relaxed.

The reduction of subsidies to agriculture in developed countries as part of the implemcntation of
the Uruguay Round should benefit India’s emerging exports of agricultural and allied products.
The phasing out of the Multi-Fibre Arrangement over 10 vears will also make it passible for
Indian exporters of garments and textiles to increasc their market shares in product categorics to
regain their competitive advantage, once the domestic policy constraints are removed.

Exchange rate management

Throughout the 1980s India’s exchange rate was managed as a fixed but frequently adjusted
cxchange rate linked to a basket of currencies. Since trade policy in the 1980s was characterized
by cxtensive quantitative restrictions and tariffs were also high, the exchange rate was cffectively
overvalued compared to the level that would have prevailed if trade restrictions were lower. This
in turn made exports less competitive because of the exchange rate overvaluation, a disadvantage
which had to be offsct by a complex system of incentives and subsidies for exports. Throughout
the 1980s the Government undertook periodic but marginal adjustments in the nominal exchange
rate, thereby achieving a steady depreciation of the exchange rate in real terms (sec Fig. LF).

In July 1991 export subsidics were abolished as part of the cffort at bringing the fiscal deficit under
control. Simultancously the Government announced a devaluation of the rupee of around 20 per
cent in two successive steps. This change was accompanied by a liberalization in import policy
under which imports carlier obtained through import licences were made frecly importable against
special licences called exim scrips which were given to exporters. These licences were tradeable
and frecly transferable. As they became the principle instrument for the import of restricied items
of raw matcrials, inputs, and capital goods, the licences carried a3 premium in the market which
accrucd to exporters.

The system was subscquently simplificd by abolishing licensing controls and moving 1o a dual
cxchange rate system under which 40 per cent of the foreign exchange carricd by exporters was
surrendered to the Reserve Bank of India at the official exchange rate, while 60 per cent could
be sold in the market. Foreign exchange for certain priority purposes such as defence, oil imports
and fertilizer imports was procured at the official exchange rate from the portion of the inflow
surrendered by exports. Other imports including those carlier imported through exim scrips., were
made freely importable against pavment in foreign cxchange obtained from the market. The dual
exchange rate system created o free market in forcign exchange which astomatically controlled
import demand.

The margin of the free market rate over the official rate was around 20 per cent through most of
1992/93. Because of the stability in the market rate observed in 1992/93, the Government was
able to move to g unificd floating exchange rate in March 1993, This system worked well in
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practice and the rupee was remarkably stable against the dollar in the period after March 1993.
The stability was a reflection of a distinct improvement in the current account of the balance of
pavmments and the large capital inflows experienced in 1993/94. However, there was some erosion
of competitive advantage during 1993/94 as domestic inflation excecded the international rate of
inflation.

The relative stability of the exchange rate encouraged the Government to liberalize restrictions on
current payments and announce the move to full convertibility on the current account.
Accordingly. India accepted all the obligations associatzd with Article VI status in the IMF in
April 1994. The annnuncement of full convertibility on the current account was well recenved as
a signal of continuing liberalization. In late 1994, capital account transactions remained subject
to restrictions.  Although important steps had been taken to encourage capital inflows, and such
inflows allowed to be freely repatriated, capital outflows from domectic residents were not allowed.
Howcever, the Government had indicated its intention of moving towards convertibility in the
capital account after gaining some expericnce in the functioning of the current accoumt
convertibility.

Financial sector reforms

An internationally competitive industrial sector requires a modern financial system.  The
Government is committed to a package of financial sector reforms to be implemented over a three
vear period to meet the needs of the new liberal cconomic environment. Several initiatives have
been taken towards reforming the banking svstem and the capital markets, but much more remains
to be done.

Therc has been a reduction in the Statutory Liquidity Ratio (SLR) and the Cash Reserve Ratio
(CRR) that banks have historically had to maintain. The reduction of the CRR to 14 per cent
added about $800 million to the lendable reserves of banks. But the reduction in the SLR was
morc important. The phased reduction in SLR was designed 1o bring down the level of pre-
emption of bank funds by the Government at interest rates below market rates. The interest rates
on government securitics were increasingly market determined so that government securities could
become an attractive instrument for banks and financial institutions to hold voluntarily. Over time,
the average SLR was expected to come to 25 per cent, from 33 per cent.

The structure of interest rates has been simplified.  Deposit rates for different maturitics have
been freed subject only to a single ceiling of 10 per cent. On the lending side, the proliferation
of specificd interest rates for different sizes of loans and for different purposes has been greatly
reduced and simplificd in a number of steps. Under eredit policy changes announced in October
1994, loans up to Rs 25,000 were to have a fixed interest rate of 12 per cent and loans from Rs
25,000 1o Rs 200,000 were 10 be charged an interest rate of 13.5 per cent (reduced in October
from 14 per cent for term loans and 15 per cent for working capital loans). For loans above Rs
200,000, which were carlier subject to a minimum lending rate of 15 per cent, the interest rate was
completely deregulated. Interest rates for these loans will be set entirely by the banks depending
on market conditions.

Prudential norms re ating (o income recognition, provisioning and capital adequacy applicabie 1o
banks have been broaght in line with Basle Committec standards. These narms are being phased
in gradually to he fully in force by March 1996. The Government has announced a programme
of contributing fresh capital to the nationalized banks to mect partially their capital adcquacy
nceds. Banks and financial institutions have also been allowed to access the capital market to
cxpand their cquity base and thereby induct private sharcholders into public scetor banks.

t Umited Nations Industnial Development Organization




2 The Macroeconomic and Industnal Policy Environment

However, the equity holdings of the Government of India will not be diluted below 51 per cent
in the process. India’s premier commer-ial bank, the State Bank of India, has already raised close
to $500 million as equity from the public. Other public sector banks have similar plans. The
Industrial Financial Corporation of India, a term-lending institution has also inducted private
shareholders in this manner.

The banking system is being opened up to competition from new private banks. Several new
banking licences have been granted. Branches of foreign banks have also been expanded. The
incrcased competition together with the new machinery that is being set up for improved
supervision of bank operations and Debt Recovery Tribunals should help strengthen the Indian
banking system to meet the new challenges of a competitive economic environment.

India has a fairly well-developed institutional infrastructure for a capital market compared to the
emerging economics of South-East Asia. During the 1980s the capital market grew remarkably
in size. The corporate scctor raised close to $4 billion in the form of debt and new equity. The
investing public also expanded especially in the form of subscribers to mutual funds. Historically,
Indian companics have preferred debt. Of the capital raised in the 1980s, over 65 per cent was
through debt instruments. But the quantitative expansion of the capital market was not matched
by necessary qualitative improvements.

The Government has embarked on major reforms relating to the capital market. Scveral
important initiatives have been taken in the past two vears to modernize the Indian capital market
and raisc its standards io those prevailing in countries with well functioning and cfficient capital
markcts. Firms are now free (o issuce capital and price new issues according 1o market conditions
subject only to guidclings aimed at cffective disclosure of information necessary for investor
protection.  The Sccuritics and Exchange Board of India (SEBI) has been established as an
independent statutory authority for regulating the stock exchanges and the major plavers ir the
capital markets (brokers, underwriters, merchant bankers, mutual funds, ctc.). with a view to
cestablishing a national stock market system in line with international norms and procedures.

A significant initiative has been the opening up of the capital market for portfolio investments.
Indian companics have been allowed to access international capital ma- ets by issuing cquity
abroad throu - the mechanism of Global Depository Receipts.  Foreign institutional investors
managing pension funds or other broad based institutiona! funds have been allowed to invest
dircetly in the Indian capital markets. Favourable tax trecatment has been granted to such
investments to encourage capital inflows through these routes. These initiatives have come at a
time when international fund managers are diversifying their portfolios by investing in "emerging
capital markets” and India has bencfitied from this trend along with other developing countrices.
Inflows from international equity issuces by Indian companies *; 1993/94 were expected to be about
$2.5 billion, while foreign institutional investors have invested about $1.5 billion in the domestic
capital markets (sce Table 1.6).

There are over 6,800 companics listed in the 20 stock exchanges in the country making Indta the
third Jargest country in this regard. In 1993/94 the funds raiscd by Indian companics in the
domestic primary market were Rs 240 billion, i.c. around $8 hillion. The Eighth Plan projections
show that the Indian private sector will raise close 10 320 billion from the capital market during
the five years 1992-1997. If market conditions are any indicator, the actual molilization may far
exceed this estimate of the Eighth Plan. There has been a significant shift towards equity in recent
years. Close to 60 per cent of the capital raised in 1992/93 was in the form of cquity. Market
capitalization is estimated at over $106 billion making India among the lcading cmerging markets
in this respect. ‘
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Table 1.6. Foreign investment inflows by source, 1990/91-1994/95
($ million)
April to September

Year 1990/91 1991/92 1992/93 1993/94 1994/95
Total 165.0 148.0 585.0 4,766.9 2.726.9
Direct foreign investment 165.0 148.0 343.5 600 469.4
Other foreign investment 0.0 0.0 241.5 4,106.9 2,251.5
Foreign institutional

iavestors 0.0) (0.0) (1.0) (1,652.1) (1,075.5)
Euro issues {6.0) (0.0) (240.5) (2,514.8) (1,182.0)

Source:  Mhimistry of Finance. Government of India.

The real challenge in reforming the financial sector relates to the role of regulation in the
hiberalized framework. Even in countries like the United States, the financial services sector is
subject to a regulatory legislation and operates under the supervision of the Securities and
Exchange Commission. The Securitics and Exchange Board of India is working towards
establishing a fair, transparent and independent regulatory structure to protect the interest of
investors who today number 15 million, and 1o facilitate the efficient functioning of the capital
market. This needs to be done without stifling the growth of the capital market.

The insurance sector in India has hitherto remained the monopoly of the public scctor. The
Government appointed a high level committee to make recommendations for reforms in this sector
and these included opening up insurance to the private sector including forcign investors. These
recommendations are being considered by the Government and a new policy is expected to be
announced shortly.

C. EARLY RESULTS AND OUTLOCK

Unlike many cconomies going through structural adjustment and stabilization which have
experienced sharp declines in growth in the carly years, India was able to avoid scvere adverse
effects on production. GDP grew by 1 per cent in the first year of the reforms and by close to
4 per cent in cach of the two following years (sec Fig. 1.1). This was largely duc 1o the fact that
agricultural performance in these years was reasonably good but also because there was no scvere
sethack in industry.

Industrial production was almost stagnant in 1991/92 and thereafter improved to 2.3 per cent in
1992793, This was lower than cxpected. The Ayvodhya crisis of November 1992 and the
subscquent social disturbances in Bombay in January 1993, though temporary, took their 10ll on
cconomic activity and investor confidence. Industrial production grew by 3.3 per cent in 1993/94.
Industrial growth was slow during most of 1993/94, but there was a distinct revival in the last
quarter of 1993/94. Sanctions from the financial institutions and funds mobilization from the
capital market have shown a strong pick up since December 1993, Industrial production data for
April-July 1994 also showcd much higher growth rates than in the same period last year.
Production in the manufacturing scctor grew at the rate of 9 per cent per year, while that in the
industrial scetor as a whole grew at the rate of 7.9 per cent per year, The sharpest recovery was
in the capital goods scctor which grew by 18.8 per cent per vear in April-July 1994,
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A e R,
Fig. 11. Macro scenario during reform
period, 1990/91-1993/94 (Percentage)
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Latest wholesale pricc indices show some slowing down of the ratc of inflation from the 12 per
cent annual rate that it had reached in the first quarter of 1994/95 to 9.5-10 per cent subsequently.
The fiscal deficit also after having got out of control in 1993/94 seems to be on target for 6 per
cent of the GDP in the current year, unlcss there are major disruptions in the sccond half of the
year. The strong build up of foreign exchange reserves which stood at over $19 billion in October
1994 should act as a major deterrent to inflationary expectations. However, bringing the inflation
ratc down to 7-8 per cent annual rate would requirc sustained efforts at macroeconomic
stabilization.

Export performance during the first two years of the reforms was dominantly affected by the
collapse of the former USSR which was one of India’s major trading partners. However, after a
decline of 1.5 per cent in 1991/92 and sluggish growth of 3.3 per cent in 1992/93, cxports
{mcasured in $) began to respond to the new policics as shown by a growth ratc of almost 20 per
cent in 1995/94. The growth of cxports slowed down 10 about 14 per cent in April-October 1994,

Imports grew much more slowly despite the extensive liberalization of imports and the lowering
of custom duties, largely because the industrial recovery was delaved. The growth of imports (in
$) during 1993/94 was only 6.1 per ccnt.  Strong export growth combincd with modest import
growth led to a sharp reduction in the current account deficit in 1993/94 making it unnccessary
for India to approach the IMF for balance of payments support. The industrial revival in 1994/95
has brought about a faster growth of imports at 19 per cent during the first six months of the year.

As confidence in the Indian cconomy improved, there was a sharp increasc in capital flows into
the cconomy in response to the policy of welcoming forcign investment including portfolio
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investment. In the course of 1993,/94 forcign institutional investors mmvested $1.0 allion in the
capital market, while Indian companics raised $2.5 billion 1n the form of cquits issucs abroad
through GDRs. The resulting inflow of over $4 billion strengthencd the balance of pavments very
considerably. India’s foreign exchange reserves increased from $6.4 billion at the beginning of
1993/94 to $15 billion at the start of 1994/95. The Government decided to advance its repavment
of amounts due to the IMF in 1994/95. In the first six months of 1994/95_ forcign institutional
investors hrought in $1 billion. whik Euro-issucs were jusi a httle short of that. Direct {orcign
investment data. available only up to September 1994, showed capital inflows of $330 million.

India’s economy has alrcady demonstrated a capacity for growth at about 3.5 per cent per vear,
which was the growth rate actually achicved in the 1980s. The economic reforms introduced from
1991 aim at creating a more compelitive environment with a greatzr role for the private sector and
grealer openness of the cconomy to both imports of goods and semvices as well as foreign
investment. This is expected to improve the efficiency of resource use in the system to permit a
transition to higher rates of growth.

After a period of slow growth in the first three vears, the economy is showing signs of wrong
recovery. A growth rate of 3.5 per cent looks likely for 199495, thus bringing the cconomy back
to the trend growth rate of the 19%0s. With continued pursuit of cconomic reforms in the sears
ahead it should be posstble to achicve an average growth of around 6 per cent, accelerating to 7
per cent in the later 1990s.

A critical clement in achieving this transition will he the continvation and deepening of the
cconomic reforms. Iadia's reform programme was initially viewed as overly cautious compared
to bolder approaches being adopted in many other countries.  The experience of the first four
vears indicates that gradualism helps to create a broader social and political consensus. The
reforms command wide support and are scen today as irreversible both domestically and also by
forcign investors. This is an important achicvement but much depends on how far and how fast
the momentum of reforms is maintained.

The Government had made a good start with the climination of the export subsidy and the
reduction in the fertilizer subsidy. but the momentum has slowed down on this front after the first
vear of reforms. Even more generally, there is need for sircamlining government oxpenditures so
as to cut wasteful expenditures and consenve the resources for socially more useful purposes such
as direct poventy alleviation programmes and programmes in the social sector.

The process of tax reforms initiated by the Government needs to be pursued further.
Simplification ¢f indirect taxes and further reduction in the levels of protection from imports must
also havez high priority in the next two years. 1t is also important (o push ahead with public scctor
reforms including closure of unviable public sector units and a bolder approach to privatization.
In due course it will also be essential to address the issue of reforming the labour laws which at
present are too rigid snd do aot allow flexibility in downsizing when needed. This would also
require the development of effective social secunity mechanism so that the process of adjusiment
is soctally and cconomically cffective.

The National Rencwal Fund is a good beginning but 1t needs 1o be strengthened both financialiy
and conceptually. It should become a positive instrument for fucilitating setraiming and
redeplovment rather than a negatise instrument for merels compensating those who are adversely
affected by the process of structural adjusiment. More gencrally, the legal institutional framework
aceds 1o be reformed so as o ensure the enforceability of contracts between individuals and
organizations without losing time. The institutiona! framework covering Laws such as the Industrial
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Disputes Act. the Companies Act and the Urban Land Ceiling Act nceds to be overhauled to
facilit:ate the movement of resources out of the sick and uncompetitive sectors into the more
dynamic and competitive arcas.

An important positive feature of the economic outlook is the attitude of foreign investors. Because
of its reputation of being a difficult country for foreign investors, India attracted direct foreign
investments of less than $100 million per vear in the 1980s. The new policies have evoked
considerable interest among foreign investors so that approvals for foreign investment proposals
totalled arosnd $6 billion between July 1991 and September 1994, Actual inflows were of course
much lower and were projected at around $1 billion in 1994/95. This is a several fold increase
compared to the lewels prevailing carlicr.  As the approved projects begin to be implemented.
dircct foreign investment inflows are well set o exceed $1 billion in 1995/96 and more thereafter.
This will bring much needed injection of new technology and product upgradation in many
segments of Indian wdustry.

In any projections of exports in the vears ahead, the real effective exchange rate wall have to be
walched carcfully. Appreciation in the real effective exchange rate, arising cither out of domestic
inflation rates cxceeding internasional inflation rates, or nominal exchange rate appreciation duc
to capital inflows, will have to be avoided to protect export competitiveness.

Compcetitiveness is the key to the success of the cconomic reforms.  Accelerated growth is only
possible if the econemy opens up successfully. This means that exports and imports will grow at
a faster pace than the rest of the cconomy. This wall require 3 marked improvement in the quality
of the nfrastructure services. quite apart from the sheer increase in their quantity. The most
wcrious potential constraint to the sustainability of the high growth scenario in India could be the
availability of infrastructure.

The Government is takine steps to increase the involvement of the private sector - domestic as
well as foreign - 1n power gencration.  However, success in this pursuit will depend on the
goverament’s willingness to evolve a rational pricing policy for power and cnsuning betier
performance of the State Electricity Boards (SEBs) so that they can pay for the power purchased
from the private generators. Even if power distribution is privatized at the margin, the SEBs will
continuc to plav a major role in distribution.

Telecommunication is another important infrastructure arca which is being opened up to the
private sector, although policy reforms have been slower than cithe: desirable or expected. Some
imtiatives have been taken to open up certain port services to the private sector and also some
scetions of roads. These initiatives will have 1o be pursued vigorously.

The public sector, however. will continue 1o be a major player in infrastructure for the foresceable
future. The public scctor performance in this arca will therefore need to be significantly improsed
by making this sector strong and lean. Privatization wiil help, but a more competitive cconomic
cnvironment, better pricing policics and an cffective regulatory framework are necessary lor the
detivery of infrastructure services from the public sector as well as private.

Indian cconomic rcforms have arrived at a stage where state level participation in the reform
process is extremely important. Not only do the states nced to undertake fiscal reforms, but they
also need to work on creating an cconomic environment which is welcoming to private investment.
To some extent, this is alrcady happening as states are competing with cach other to attract
investment. But much more is needed to fulfil the rising cconomic aspirations in the country.
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NOTES TO CHAPTER I

1/ National data on GDP at factor cost at 1989/81 prices shows a growth rate of 5.6 per cent
per annum between 1980/81 and 1989/90. The data reported in Table 1.2 on
interaaiional comparison is from the World Development Report 1993. It shows a lower
growth rate of 5.4 per cent for India as it refers to the period from 1980 to 1991.
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II. THE MANUFACTURING SECTOR

India has the fifth largest industrial sector in the developing world and the cleventh largest
including also developed countries. The manufacturing sector accounts for over 80 per cent of the
value added in industry, the rest being contributed by mining and electriGty. Unlike many
developing countries, India’s manufacturing sector is highly diversified spanning the entire range
from light consumer goods through intermediates in the metals, chemicals and petrochemicals
categories to sophisticated machinery and other capital goods. The organized manufacturing
sector is measured to have increased at a faster pace than the unorganired or the unregistered
sector, although statistics on the latter are less reliable. By 1990/91, the former accounted for 11.5
per cent of GDP and the latter for 7.1 per cent (see Fig. ILA). The focus of analysis in this
Chaplelr/ is the organized manufacturing sector due to the availability of reliable data on this
sector.

Fig. ILA. Contribution of organized
and unorganized manufacturing to GDP,
1950/51 and 1990/91 (Percentage)
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A. GROWTH AND STRUCTURAL CHANGE

India’s industrial growth was reasonably satisfactory during the 1980s recording an average of 8
per cent per vear. This was interrupted in 1991/92 when the country faced a serious economic
crisis. The economic reforms which were launched in the summer of 1991 are beginning to have
some impact. Industrial growth remained slow up to 1993/94, but there are clear signs of an
industrial revival beginning in 1994; the growth rate in the first four months of 1994/95 was 7.9
per cent.

Long-term trends in industrial growth

After a long phase of stagnation from the mid-1960s to the late 1970s. India’s industrial growth
performance showed distinct improvement in the 1930s. An overview of actual growth relatve o
the targets st in the different Five-Year Plans is presented in Table 111, After the Third Plan
(1961/62-1965/66). Indian industry cntered a phase of stagnation which lasted unul the late 1970s.
Industrial growth during this period was not only far short of the targets which were themsclves
lowered after the Fourth Plan, but was also much slower than in the preceding 15 vear period.
The Sixth Plan (1980/81-1984/85) witncssed clear industnial recovery. but it was only in the
Seventh Plan (1985/86-1990/91) that industrial growth at a rate of 8.5 per cent per vear came
close 1o achieving the target of 8.7 per cent per vear.

Table 1L.1. Growth of industrial procuction, plan targets and actu: ls, 1951,7°-1995/96
(Percentage per vear)

Period Target Actual
First Plan, 1951/52 to 1955/56 7.0 7.3
Second Plan, 1956/57 to 1960/61 10.5 6.6
Third Plan, 1961/62 to 1965/66 11.0 9.0
Annual Plans, 1966/67 to 1968/69 - 2.0
Fourth Plan, 1969/70 to 1973/74 12.9 8.7
Fifth Plan, 1974/75 to 1978/79 8.¢ 5.9
Annual Plan, 1979/80 - -1.4
Sixth Plan, 1980/81 to 1984/85 8.0 5.9
Seventh Plan, 1985/86 to 1989/90 8.7 8.5 /
Eighth Plan, 1991/92 to 1995/96 8./ :.2°
Memc : 1990/91 1991/97 1992/93 1993/94
Industrial growth rate 8.2 1.1 2.3 3.3

Sowrcr Government of India, Planning Commisson

a Average of fint three vears

Starting in 1991 92, India’s industrial sector expericnced very low growth rates as Indian industry
began to adjust. restructure, and prepare for sustainable growth after the erisis of 1991 while facing
morc internal and external competition. There were signs of industrial recovery towards the end
of 1993/94 and an cxpectation that industrial growth in 1994795 would rebound strongly,
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Growth in valuc added in the industrial sector experienced a significant slowdown after the mid-
1960s and the slowdown was even more marked in manufacturing (see Table 11.2). The slowdown
cvoked a livelv debate in the sccond half of the 197k on the possible causes of this
phenomenon.”®  Explanations ranged from agricultural drag on industry and worscning incomc
distribution to a slowing down of the process of impert substitution and in the growth of public
investment. A close fook at the disaggresated picture of indusirial growth and stagnation and an
analysis of these explanations against the empirical evidence. however. shows that a major
slowdown in infrastructure investment and the restrictive and regulatory policy regime were the
two principal factors contributing 1o the stagnation

Tabie 11.2. Sectoral growth trends in production and value added. 1950/51-1993/94
(Percentage per vear, compound)

Perind Industry Manufacturing Mining Electricity
A. Growth of industrial production

1951 to 1965 1.7 5.1 7.8 12.7
1966 to 1980 4.0 3.4 3.6 8.7
1981 to 1990 8.0 7.9 7.0 9.2
1990/91 8.3 8.9 4.5 7.8
1991/92 1.1 -1.5 0.1 8.5
1992/93 2.3 2.1 0.6 5.0
1953794 1.3 2.8 7.1 7.4
B. Growth of value added

1950/51 to 1964/65 6.3 6.7 5.6 11.4
1965/66 to 1979/80 4.7 1.6 3.3 1.7
1980/81 to 1989/90 1.3 7.2 .3 8.9
1990/91 6.6 6.2 1.9 6.8
1991/92 -1.7 -3.2 1.0 7.5
1992/93 2.6 2.0 3.8 6.5

Sourcee Nanonal Accounts. CS O Muustn of Industny

The resurgence of the growth of value added i the manufacturing scctor in the 19308 was
widespread as can be seen from Table 1.3, The most rapidly growing industries were petroleum
products, food and beverages, footwear, furniture, non-metallic mincrals and rubber products.
Apart from machinery and transport equipment, two other sectors were conspicuous by the
absence of higher growth in the 19800 Testiles, a major traditional industry, which had been
growing at a slow rate of 3.3 per cont per vear during 1960-19810, slowed down further to grow by
28 per cent per vear in the 19805 Much of the growth in the textile industry in the 19808 was in
powerlooms which are not part of the organized manufacturing sector. Basic metals also grew
afow rate of 2.5 per cent per sear. Chemicals remained o fast growing group even though their
pace stowed down from 2.5 per cent 1o 79 per cent per vear,

The growth revival of the 1980« was o response (o the slow and gradual shift of the policy
framework away from regulation and towards market orientation. The Latter process had begun
in the late 1970« and continuced throughout the §9%0~. Expansionary fiscal policies provided the
necessary demand stimulus, while the suppls side response was generated by o svatem which was
recogmzing the importance of marhet incentives. Domestic derceabation was the focus of policy
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review. while the trade policy regime remained restrictive. After a decade or more of policy
neglect, infrastructure was once again attracting the attention of policy makers. The rapid growth
of petroleum products during this period was a reflection of the discovery of offshore oil and
major investment in refineries.

Table 113. Growth of value added by end-use and industry group, 1960-1989
(Percentage per year, compound)

1960-1980 1981-1989

Manufacturing
End-use products
Intermediate goods
Capital goods
Consumer durables
Consumer non-durables

LY -Ne -NE N
DR OOWL;

Two-digit industry group of the
National Industrial Classification 1960-1980 1981-1989

Food

Beverages

Tobacco

Textiles

Footwear

Wood and cork

Furniture

Paper and products
Printing and publishing
Leather products

Rubber products
Chemicals and products
Petroleum products
Non-metallic minerals
Basic metals

Metal products
Hon-electrical machinery
Electrical machinery
Transport equipment
Miscel laneous
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Sources:  Annual Survey of Industries. (5.0.. Planming Commission.

The capital goods scctor did not participate fully in the growth revival of the 1980s for scveral
rcasons. First, important uscr industries like electronics and automobiles modernized quickly and
met their demand for capital goods through imports.  Sccond, in industries like fertilizer and
power, special import windows were allowed to uscrs at concessional rates of duty. A gencral
trend towards technological modcrnization in the user industrics crcated demand for modern
technology and imported capital goods, while the domestic industry took time to respond. One
of the rcasons why the capital goods industry was slow to respond was that the structure of
protection moved against enginccring industrics which became less attractive wis-3-vis other
industrics such as clectronics and chemicals.

¢ United Nations Industnal Development Organization




The Manufacturing Sector 33

More generally, the sustainability of the better growth performance in industry was challenged by
the balance of payments crisis at the turn of the decade into the 1990s. Macroeconomic
mismanagement during the 1980s was an important factor in precipitating the crisis. Structural
ngidities rooted in the inward orientation of the policy regime had slowly eroded the
competitiveness of Indian industry as India persisted with the policies of import substitution in the
1970s and 1980s when most other developing economies had embarked on an aggressive export-led
growth. Competitiveness needed to be restored in order to carve out a path of sustainable growth
with truc self reliance. This formed the basis of *he economic reforms of 1991 aimed at achieving
fiscal stabilization with structural adjustm at.

Information on industrial growth aftcr 1991/92 is available only through the indices of industrial
production (1980/81=100) and not through national accounts or the Annual Survey of
Industries.* Although these indices suffer from problems of the base vear being out of date,
limited coverage, and poor response, they are the only sources for up-to-date information on
industrial production. It is worth noting. for example, that somc of the fastest growing sectors in
the economy, such as automobiles (0.14 per cent), leather goods (0.2 per cent), televisions (0.08
per cent), and computers (0.35 per cent) have very low weight in the total.

The indices of industrial production show that industrial growth of 8.3 per cent in 1990/91 was
followed by a collapse in 1991/92 when industrial production grew by only 1.1 per cent. There was
a gradual recovery thereafter with growth rates of 2.3 per cent and 3.3 per cent in 1992/93 and
1993 /94, respectively. This was the period following the crisis of 1991/92 when a programme of
structural adjustment and stabilization was under way. While industrial growth was very low
during this period, India avoided negative growth rates of industry which were the fate of many
a developing country in the early phases of the process of restructuring and adjustment. More
recently, the industrial sector has recorded much higher growth rates as discussed below.

The industrial production indices for the two-digit industry groups of the national industrial
classification over a ten-year period ending 1993/94 are presented in Fig. 11LB.  Detailed
information on industrial production trends for individual industries is presented in Chapter 111
Given the degree of aggregation at the two-digit level and the other limitations of the indices
particularly with respect to covering the new and emerging industrics, these indices need to be
interpreted with caution.  For most of the industry groups shown in Fig. I1.B, industrial growth
during the 1980s was robust. The macroeconomic crisis at the iurn of the decade into the 1990s
together with the pressures arising from structural factors interrupted the growth process, although
the incidence varied from industry to industry,

In food products, large declines in the growth of production in the post-reform period, particularly
in 1993/94, arc basically reflective of the trends in sugar production, while the newly emerging
food processing industry has not vet received adequate representation in the index.  If sugar is
excluded. food products show a marginal decline of -0.8 per cent in cach of the years 1992/93 and
14M3.03,

For cotton textiles, the stagnation of the 1980s was followed by robust growth performance in the
I8 except for 1993/94, when the growth process received a setback because of the sharp
increase in cotton prices which was due in turn to a large decline in cotton production. Also, a
lot of the buoyancy in this sector s in powerlooms in the unorganized sector which s not
adequatels covered by the index of industrial production,

The index for textile praducts is a good example of an index which is not representative of ground
level activity in the sector, Garments (which form part of this group) are reserved for production
in the small-scale sector. Since the ndex does mot cover the small-scale seetor well, the dvnamism
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of the garment industry (as for example shown by the export performance of this sector) is not
reflected in the production index of textile products. The same is true of leather and leather
products.

Chemicals and chemical products showed strong growth in production more or less throughout
the ten-year period. The index of industrial production for this group recorded an average growth
of 6.5 per cent in the post-reform period.

Figs. ILB. Indices of industrial production, 1983/84-1993/94
(1980/81 = 100)
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Cotton textiles

1980/81 - 100

180 ,

i i §

' ] '

140 4 - m ['; 'I:

“ df Jilile

120 i i: \ :

it

100 1 e i N L

4 : ! {

so i ‘ i

| |

8o {1 |

I ‘ ’

40 I : {
, ! i

j ‘

20 4 l | !

0 Fiy l L | | )

WEI/8484/85 BS/2S B4/87 07788 BB/8D BH/B0 90191 BUEZ 92783 $3/94

Fiscal year

Textile products

1980/8% » 00
180
o ‘
140 ;'1'!' f
J i .
120 M T
i b
E. M
100 s; [! l “l
: ity RS
4 H 1l o
5 M!! it i
itk Wi ’lh’
R
il s
40 1 ml | it I
‘ |l;; il
FLE G iy i
: Lot e L Si'gj‘ lni!?
o Al Yt e ST Ll G
ME3/0484/85 85/08 04/87 87/88 88/88 89/90 $0/97 PUB2 92/9) 81/94
Fiscal year
Jute
1980/81 » 100
120 » - T T Tm e — - T e -
[
1
i
100 !
]
80 ¢

103/0404/85 05/88 06/07 87/88 00/89 89/00 90/91 SVE2 92/93 91/94
Frace! yesr

¢ United Nations Indusinal Development Organization




36 The Manufacturing Sector

300 ]

100

50 i

ok
WAN/B404/08 55700 DO/87 O7/05 B8/00 80/00 $0/0 SVEL 92703 /84
Flocal yoor

ml

Leather and lesther producis

250 1980781 » %00
200 o
7 | i
150 ! I%M! !I! H' !
i LR
“t il | il
o R 0 0 W B s Bt B

pe—
Rubber

200 weoserow0 - )
| - e
" fmma
S D bt et
100 i‘;!lL ” i gl .5 b il §
I s e | i
A A O e i 31 fii 3
ke ) it B i b Jl;
=W
Sl e b

W83/0484/08 56/00 58/87 01/86 $8/80 0U/0 $0/01 SVET $9/93 03/04
Fiecsl yoor

4__:4

£ United.Nations Industnal Development Organmizaton

ey



The Manufacturing Sector

37

Paper and paper products
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Transport equipment
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The capital goods sectors such as electrical machinery, non-electrical machinery and transport
equipment were the worst affected during the post-reform period. Capital goods production
declined at the rate of 8.6 per cent, 0.1 per cent and 5.1 per cent in the years 1951/92, 1992/93
and 1993/94, respectively (sec Table 11.4). Recovery of these industries was slow because of a
slowdown in industrial investment, particularly in the public sector. For many of these industries,
1992/93 and 1993794 continued (o be years of declining production, while transport equipment
industry showed better performance with growth rates of production of 5 per cent and 5.8 per cent
in the two years, respectively. Electrical machinery, on the other hand, showed a decline in
production of 6.8 per cent in 1993/94.

Table IL4. Growth of industrial production by end-use industry groups, 1991/92-1993 /94

(Pcrceatage)
April-July
Products 1991/92 1992/93 1993/94 1993 1994
Total industry 1.1 2.3 3.3 2.2 7.9
Basic goods 6.4 2.7 4.1 4.6 6.6
Intermediate goods -2.1 5.3 11.2 10.3 4.9
Capital goods -8.6 -0.1 -5.1 -9.2 18.8
Excluding electrical machinery -1.3 1.9 4.4 .o 2.7
Consumer durables -10.9 -0.9 15.2 11.1 10.6
Consumer non-durables 4.0 2.5 -0.9 -1.2 3.1
Consumer non-durables excluding sugar 3.5 3.0 2.7 4.4

Source:  Central Statistical Organization.

Intermediatc goods and consumer durables showed strong recovery of 11.2 per cent and 15.2 per
cent in 1993/94. Even in consumer non-durables, if sugar is excluded, the decline was arrested
as the index of industrial production grew by 2.9 per cent in 1993/94, only a little slower than in
1992/93 when its growth was 3.2 per cent.
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There is evidence of strong turnaround in the capital goods sector in the first four months of
1994/95. The latest data for April-July 1994 shows an increase in capital goods production at the
rate of 18.8 per cent per year. while the index of industrial production for electrical machinery
grew at an annual rate of 28.9 per cent over the same period. As in the case of capital goods,
consumer non-durables other than sugar showed a continuing recovery (growth raie of 44 per
cent) in April-July 1994, while sugar continued its downslide with a decline in production of 29 per
cent per vear.

Growth in the basic infrastructure sector also picked up beginning with 1993/94 (see Table I1.5).
In the first two quarters of 1994/95, production of infrastructure sectors increased at the rate of
6.2 per cent compared with 5.9 per cent in the same period of the preceding vear.

Table I15. Growth of industrial production, infrastructure sectors, 1991/92-1993/94
(Percentage)

April - September

Sector 1991/92 1992/93 1993/94 1993 1994
Total infrastructure 6.4 3. 4.4 5.9 6.2
Electricity 8.6 5.0 7.4 7.5 7.6
Cozl 8.3 3.9 3.2 5.3 2.1
Steel 8.1 3.9 5.7 5.4 1.6
Petroleum -7.9 -11.2 0.2 -3.6 17.5
Petroleum products -0.8 4.1 1.6 1.2 4.6
Cement 5.9 5.0 6.8 5.1 7.3

Source: Ministry of Indusiry. Government ot India.

The pattern of industrial diversification

Industrial and 1radc policies within the framework of Indian planning cncouraged diversification
of the industrial sector. This is evident in the structural change that has taken place in the past
four decades. At independence in 1947 India had nherited an industnal structure which was
dominated by hight consumer gouds industries such as textiles and sugar. Although the first steel
plant had been set up and there was some limited devclopment of cngincering in railways
workshops and assembly plants, these industrics had only an insignificant share in industrial
production. Successive Five-Year Plans after independence followed policies of self-reliance in
the form of import-substitution oriented industrialization behind protective tariffs and restrictive
import controls. These policies were combined with public investment policies aimed at sctting
up new industrics. The result was substantial diversification.

Structural change within the industrial scctor has meant that traditional industries such as textiles
and sugar (part of food products) are less important in terms of their contzibution to
manufacturing valuc added today than in 1960/61. while machinery and cquipment industry has
emerged as an important segment of manufacturing (sce Fig. 11.C). Textiles, the Jargest traditional
industry with a sharc in MVA of 29 per cent in 1960761, has lost its relstive importance and
accounted for only 11 per cent in 1988/89. Similarly. the share of food products declined from
14 per cent 1o 2.6 per cent. By contrast, the increased importance of basic metal industrics reflects
the heavy industry bias in Indian industrialization.  The share of clectrical and non-clectrical
machincry which together accounted for 7.1 per cent in 1960 /61 also increased 1o 16 per cent in
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1988/89. Anothcr important development has been the rising importance of chemicals and
chemical products. This reflects the growth in the fertilizer and pharmaccutical industries on the
one hand, and petrochemicals afier the discovery of offshore oil in India in the 1980s on the other.
The Indian industrial structure is clearly much more diversified than that of most developing
countries.

Fig. Il.C. Structure of manufacturing
vaiue added by industry group,
1960/61 and 1988/89
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The extent of structural chan;c can also be scen from the change in the relative importance of the
different use-based scctors> In 1960/61, consumer goods accounted for 48.5 per cent of the
total value added in the manufacturing sector, while capital goods constituted 12 per cent (sce
Table 11.6). By 1980, the share of consumer goods had declined (0 41.3 per cent, while that of
capital goods had incrcascd to 20.5 per cent. As a result of the rapid growth in the consumer
goods scctor in the 1980s, the declining trend in the share of consumer goods was reversed after
1980/81.

Table 11.6 Structure of manufacturing value added by end-use, 1960/61-1988/89, selected
years
(Pcrcentage sharc)

1960/61 1970/71 1980/81 1988/89

Intermediate goods 36.3 38.3 36.5 3’.0
Consumer goods 48.5 40.1 39.3 41.3
Non-durables 46.3 37.1 35.4 36.3
Durables 2.2 3.0 3.9 5.0
Capital goods 12.1 16.7 21.6 20.5
Unclassified 3.1 4.9 2.6 1.2

Source: €5 O, Minsstry of Planmng. Annual Survey of Industries

‘
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The onset of economic liberalization in the 1990s s expected to generate further structural changes
within the manufacturing sector. For example, food processing is emerging as an important
industry attracting investment. Data on value added for the manufacturing sector and its
components, however, are not available beyond 1988/89 to ascertain the extent of the structural
change. The Industrial Entreprencurs’ Memoranda (IEMs) filed by investors after July 1991 under
the Industrial Development and Regulation Act (IDRA) of 1951 reflect only the intentions with
respect o investment. A comparison of such intentions during the three vears after the onset of
cconomic reforms (ie.. August 1991-July 1994) with the preceding three year period, ic., 1988-
199, shows that investment intentions rose from 3,009 during 1988-1990 to 16.598 in the post-
reform period. Food processing ard vegetable oil including vanaspati, (hvdrogenated vegetable
oil) industrics emerged as major new attractions after the reforms with investment intentions
numbcring 1,107 compared with less than 200 in the pre-reform three-vear period. By contrast,
interest in sugar and rubber goods declined sharply in the liberalized licensing regime. Emerging
changes in the structure are less discernible when the analysis focuses on the value of investment.
High investment sectors such as basic metals and chemicals are sull atiracting the maximum
investment, accounting for 17 per cent and 22 per cent, respectively, out of the total value of the
IEMs. Textiles and cement also remain important arcas for investment.

The story of Indian industrialization since August 1991 can best be described as one of adjusting
to stabilization and moving to a path of recovery. It is too early to discern structural change in
valuce added within the industnial sector. even more so because the newly emerging industries are
under-represented in the statistical indices.

B. INDUSTRIAL EMPLOYMENT

Growth of manufacturing employment

The manufacturing sector accounts for less than a quarter of total employment in the organized
sector of the economy. Empioyment in the organized sector of manufacturing doubled from 3.6
million in 1960/61 to 7.1 million in 1980/81, but declined in the 198(s. Compared with a growth
rate of 3.3 per cent per year in 1960/61-1980/81, employment declined at 2 rate of 0.5 per cent
per vear during 1980/81-1988/89 (see Table 11.7). Estimates of emplovment in the maaufacturing
scctor in 1991 place the number at 6.33 million. There is evidence, however, to suggest that
regular wa'gc-cmplt)ymcn( outside of the formal (organized) sector grew rapidly in urban arcas in
the 1980s.”

The decline in measured employment during a period when growth in output accelerated has been
a major causc for concern. The acceleration in the growth of value added and a slowdown in
emplovment in the 1980s. however, has to be secn against the evidence for the carlier period when
a significant slowdown in the growth of value added in 1965/69-1979/80 was associated with only
a modest slowdown in the growth of employment (sce Table 11.5). In the consumer non-durable
industrics, there was actually a sharp acceleration in emplovment during 1965/66-1979/80 when
growth in value added suffered a slowdown. The roots of the problem can be traced to the
developments in a period which was characterized by the creation of additional employment and
the slowing down of production,

The overmanning of the zarlicr period provided the slack which could be utilized in the 19805 1o
boost growth without adding to employment. There was also the fact of a sharp increasce in the
real wage rate during the 1980s, afier a prolonged phase of wage slahilily.7/ The bias against
adding to cmployment may also have arisen from the resistance of managements (o handling a
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large workforce in an =nvironment dominated by a multiplicity of trade unions and inter-union
rivalry. Also, there is reason to believe that firms are increasingly using contract labour rather
than payroll labour to meet their labour requirements so as to bypass the rigid labour laws with
respect to the hiring and firing of labour.

Table I1.7. Industrial employment by end-use industry groups, 1960/61-1988/89, selected

years
Employment Growth in employment
(Millions) {Percentage per year, compound)

1960/61 1980/81 1988/89 1960/61-1980/81 1980/81-1988/89

Manufactured goods 3.6 7.1 7.0 3.3 -0.5
Intermediate goods 1.0 2.1 2.1 3.2 -0.1
Capital goods 0.4 1.0 1.1 4.3 0.1
Consumer durabies 0.1 0.2 0.3 5.5 2.6
Consumer non-durables 1.9 3.3 3.1 3.0 -1.8
Unclassified 0.2 0.5 0.4 .. ..

Source:  Annual Survey of Industnes. C.S.0.. Planmng Commussion.

Table I11.8. Growth of value added and employment by end-use industry groups, 1959/60-
1988/89, selected years
(Pcrcentage per vear, compound)

Value added Employment
1959/60 1965/66 1980/81 1959/60 1965/66 1980/81
to to to to to to
1965/66 1979/80 1988/89 .965/66 1979/80 1988/89
Manufacturing 9.1 5.0 6.8 4.0 3.5 -0.5
Intermediate 10.9 4.4 7.0 6.2 2.9 -0.1
Consumer non-durables 5.0 4.8 7.1 0.7 4.4 -1.5
Consumer durables 14.0 8.0 10.5 8.8 4.7 2.6
Capital goods 15.9 7.1 5.9 9.1 2.5 0.1

Source. Annual Survey of Industnes, C.S.(), Planning Commussion

Employment in consumer durablics grew the fastest all along, In the 1980s consumer durables was
virtually the only scctor 1o have recorded growth in empioyment, alihough this represented a
slowdown from 4.7 per cent to 2.6 per cent. The decline in employment was particularly marked
in the consumer non-durables sector.

Structure of manufacturing employment

Textiles has all along been the major employer, employing 1.35 million persons in 1988/89
comparcd with 1.31 million persons in 1960/61.  Food products have been the next major
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employer. Transport equipment, basic metals and chemicals have also emerged as industries
employing large nuraber of persons.

The decline in employment in the 1980s was most marked (3.8 per cent per year) in the food
group which includes sugar, an important labour-intensive industry. Textiles was another major
industry which suffered a decline in employment at the rate of 2.6 per cent per year. The growth
of powerlooms in the unorganized sector was at the cost of the organized mill sector. The
prolonged labour unrcst in the mill sector during the decade also took its toll on employment.

Fig. I1.D. Employment by major
industry groups, 1960/61 and 1988/89
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The decline was more marked (3.9 per cent per year) in cotton iextiles. There were other
industrics such as wood and cork, and paper and products which also suffered decline in
cmployment partly reflecting the slowdown in growth in these sectors because of environmental
consciousness. Leather products was the only two-digit industry group to have experienced a faster
growth of employment in the 19805 than in the earlicr period.

C. PRODUCTIVITY TRENDS

Total factor productivity growth

Productivity trends in the organized manufacturing scctor in India show a clear turn for the better
in the 1930s. Total Factor Productivity Growth (TFPG) recorded a significant improvement after
a long period of stagnation during 1960-1980 (scc Table 11.9)*  Unlike partial mcasures of
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productivity such as labour productivity and capital productivity, TFPG measures the change in the
overall efficiency with which labour and capital are combined to generate value added.

The partial productivity changes tend to overstate the increase in labour productivity and
understate the increase in capital productivity if the capital-labour ratio is increasing sharply over
time. A significant feature of the Indian industrial experience has been a sharply rising capital-
labour ratio. This may partly reflect the industry’s response to an economic environment in which
the inflexibility of labour laws with respect to hiring and firing make labour effectively much more
costly than shown by the real wage rate. This may also reflect the bias towards capital-intensity
which is inherent in a highly protective trade policy regime. This means that the analysis of TFPG
assumes greater significance in the Indian context.

Table I1.9. Productivity growth in manufacturing by end-use, 1960-1989
(Percentage per vear, compound)

Total factor Labour Capital
roductivit productivity _productivity
1960-1980 1981-1989 1960-1980 1981-1989 1960-1980 1981-1989

Manufacturing -0.5 2.7 2.1 7.3 -2.8 -0.7
Intermediate -1.4 2.4 1.8 7.1 -4.0 -0.3
Capital goods 1.5 2.0 4.4 5.7 -1.6 -0.9
Consumer durables 1.0 2.6 3.5 7.6 -2.2 -1.2
Consumer non-durables -0.5 3.8 1.4 8.8 -2.1 -0.1

Source.  Based on data from Annual Survey of Industnies (vanous issues). C.S.0.. Planming Commussion

It is worth noting that TFPG includes the effect on value added of all causes other than increases
in labour and capital. This would include the effect of technical progress, improved machines or
better maintenance procedures, improved training and/or expericnce of labour (learning by doing
effect), better organizational skills and indecd better utilization of existing capacities.

After a trend decline of 0.5 per cent per year during 1960-1980, TFPG in the organized
manufacturing scctor amounted to 2.7 per cent per vear during 1981-1989.  Both labour
productivity and capital productivity showzd clear improvement over this period. The growth of
labour productivity increascd from 2.1 per cent to 7.3 per cent per year, while the decline in capital
productivity slowed down from 2.8 per cent per year in the carlier two decades to 0.7 per cent per
vear in the 1980s.
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Table I1.10. Productivity trends in manufacturing by major industry groups, 1960-1989
(Percentage per year, compound)

Total factor Labour Capital
productivity productivity productivity
1960-1980 1981-1989 1960-1580 1981-1989 1960-1980 198]-1989

Food -33 7.6 -2.3 4.5 -3.8 3.7
Beverages -1.0 Ja 0.7 8.2 -1.6 1.2
Tobacco -3.3 2.1 -1.7 7.3 -4.4 -2.1
Textiles 0.3 1.9 2.2 5.5 -2.3 -3.2
Footwear 2.2 3.3 3.3 1.3 0.8 -0.3
Wood and cork -0.9 1.1 1.3 5.7 -3.0 -2.2
Furni ture 2.8 9.4 6.1 14.5 -1.5 4.4
Paper and products 1.4 1.2 3.4 6.1 0.2 -2.2
Printing and publishing 0.9 2.6 2.7 6.2 -2.1 -1.8
Leather and products -0.4 2.2 2.6 3.7 -3.2 0.8
Rubber products -3.1 4.0 0.6 11.5 -5.5 1.1
Chemicals -5.8 2.1 2.8 6.0 -3.8 0.5
Petrcleum products -3.8 12.1 -2.2 19.5 -4.2 9.6
Non-metallic minerals -0.7 1.4 1.1 8.3 -2.2 -1.9
Basic metals -2.4 -1.3 0.0 1.8 -4.1 -3.6
Hetal products -1.7 0.8 1.1 4.3 -4.0 -1.8
Non-electrical machinery 0.7 0.0 4.3 4.0 -2.9 -2.8
Electrical machinery 1.3 3.2 4.1 6.6 -1.1 0.0
Transport equipment 1.1 1.4 3.2 4.3 -2.3 -2.3
Miscellaneous 1.7 7.7 3.6 11.9 -0.2 5.0

Source:  Based on data from Annual Survey of industries (various issucs). C.S.O., Pianning Commission.

Fig. ILE. Index of total factor
productivity in manufacturing,
1959/60-1988/89 (1959/60 = 100)
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Fig. ILF. Indices of industrial labour
productivity, capital productivity and
capital labour ratio, 1959/60-1988/89
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D. PUBLIC SECTOR PERFORMANCE AND PRIVATIZATION

The public sector has been central to India’s industrialization within a mixed economy framework.
To ensure the strategic control of the State over the commanding heights of the cconomy, certain
arcas of industrial production such as tzansport and communications, power, hydrocarbons, atomic
cnergy, arms and ammunition, and allied items of defence cquipment, were reserved for
production in the public scctor.  The industrial strategy also Jay central emphasis on the
development of heavy industries in the public sector such that capacitics in these industrics were
created in anticipation of demand. But all along, the private sector had an important role in the
industrialization of the cconemy. By the end of the 1980s the public sector accounted for 55.7 per
cent of total investment in manufacturing but only 15 per cent of the value added.

A major feature of the new cconomic policies introduced after 1991 has been to give the private
seetor more scope for participation in the growth process. The number of arcas exclusively
“reserved” fer the public sector is reduced to just six, covering defence, atomic energy, minerals
for atomic cnergy, coal. mincral oils and railway transport. Virtually all other arzas have been
opened 1o private domestic and {orcign investment. Even in the sectors which are still reserved
for the public sector private investment is permitted on a case by case basis,

Over the years, the central and state goveraments have together established close to one thousand
enterprises in a wide range of activitics. From the original concept of core, strategic and heavy
industrics, the public scctor in India has come a long way in acquiring numerous private units,
Many of these were sick units which were not allowed to close down and were taken over by the
public scctor ostensibly 1o protect emplovment, mainly in the textile and the engincering industrics.
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But public enterprises were also sct up in a number of non-core non-strategic arcas. By 1993, only
about 60 per cent of the total investment in public enterprises was in the areas originally envisaged
as the "commanding heights™.

By far the most critical of the public enterprises are the 237 enterprises owned and operated by
the central Government in manufacturing, mining, infrastructure including energy, and services.
As of 31 March 1993, total investment in these enterprises was close to Rs 1,470 billion, of which
more than half was concentrated in just 10 eaterprises in the fields of power, oil, stecl, railways
and telecommunications.

Poor financial performance

An overall profitability profile of the public enterprises over the period from 1980/81 to 1992/93
as presented in Table I1.11 shows poor returns (mostly between 2 and 4.5 per cent) on the
investments made in the public sector. The higher rate of return in the public enterprises in the
hydrocarbon sector (9.1 per ceat in 1992/93) is morc in the nature of rent on natural reserves of
oil. If enterprises in the petroleum and power sector are excluded, the net profitability 1s negative
in virtually all the years from 1980/81 onwards.

Table 11.11. Profitability profile of central public enterprises, 1980/81-1992/93

Operating enterprises Net profits to capitail lo {perzentage
Profit- Loss-
Total making making Total Petroleum Power Others
1980/81 168 .. .. -1.1 5.9 - -2.3
1981/82 168 .. .. 2.0 18.6 - -0.8
1982/83 193 .. . 2.3 23.3 2.9 -1.5
1983/84 201 109 91 0.8 20.0 3.1 -3.4
1984/85 207 115 90 z.5 17.6 5.6 -1.1
1985/86 211 119 90 2.7 17.2 8.4 -2.2
1986/87 214 109 100 3.4 20.2 5.8 -1.6
1987/88 220 114 103 3.6 20.8 7.9 -1.2
1988/89 226 117 106 4.4 20.6 6.4 0.1
1989/90 233 131 98 4.5 18.7 6.1 0.4
1990/91 236 123 111 2.2 12.0 6.1 -1.1
1991/92 237 134 102 2.1 .. .. ..
1992/93 237 131 104 2.4 9.1 - -
Memo: 1982/83 1992/93
{Rs billion) (Rs billion)
Profits of profit-making enterprises 16.0 73.%
Losses of loss-meking enterprises 9.8 39.5
Capital employed 265.0 1,400.0
Gross profit to capital employed (percentage) 13.1 11.4

Source Government of India. Bureau of Pubhic Enterprises

A comparison of the financial performance of public sector enterprises with selected private sector
companies during the 1980s shows that profiiability was much lower in the public sector than in
the private sector (see Table 11.12), This analysis uses a definition of “capital employed” for the
public scctor which is comparable to that used in company finisnce statistics, rather than the one
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uscd by the Bureau of Public Enterpriscs (BPE).” More recently, in the updating of this
exercise, the estimates for the year 1990/91 and afterwards are not comparable with the estimates
of the earlier years.!” The higher profitability of the private sector still comes through,
although in the recession of 1992/93 private profitability was affected more adversely. It is worth
noting that the losses of the 47 sick enterprises taken over by the Government accounted for only
22 per cent of the total losses of the 237 enterprises in 1992. This is clearly only part of the
problem.

By all accounts the profitability picture is much worse in the public enterprises run by state
governments. The heavy losses incurred by most (about 18) of the State Electricity Boards (SEBs)
alone are estimated to be of the order of Rs 47 billion in 1992/93 which amount to 14 per cent
of the total plan outlays of all states and union territories while power is priced by the state
governments at rates which did not even cover the average cost of production excluding
deprecaiation.

Table 11.12. Comparison of profitability, public and private sectors, 1980/81-1992/93

Gruss profit to capital lo al Gross profits to sales
Public
Private Public Privale Public non-petrcleum
total marufacturing

1980/81 12.3 4.3 8.5 5.0 5.1

1981/82 11.2 6.5 8.1 1.3 6.1

1982/83 9.8 6.9 1.7 8.3 6.2

1983/84 9.4 6.0 1.5 1.5 2.6

1984/85 9.6 6.6 8.2 8.4 5.6

1985/86 9.5 6.6 8.9 8.5 4.8

1986/87 8.2 6.6 7.6 9.4 5.5

1587/88 8.1 6.2 1.3 8.5 6.6

1988/89 9.4 6.5 8.3 9.2 8.0

1989/90 11.3 6.5 9.6 10.0 9.2

1980/81 to 1984/85 10.5 6.1 8.0 7.3 5.1

1985/86 to 1989/90 9.3 6.5 8.3 9.1 6.8

1980/81 to 1989/90 9.9 6.3 8.1 8.2 6.0

Memo :

1990/91 22.2 11.6 14.4 14.5

1991/92 21.7 13.2 14.6 15.8

1992/93 19.8 13.5 14.7 16.2

Source Centre for Momitonng Indian Fconomy

a, For the defimtion or capital employed. see endnote 9/ 1o Chaprer 1

Factors contributing to the lacklustre performance

Reports by a number of official commitices on the functioning of the public seztor have
highlighted the factors that have contributed to the poor returns on the investments in this
sector.V Lack of autonomy, cxcessive control of the administrative machincry, non-
commercial /non-cconomic constraints such as forced indigenization schedules, location in arcas
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with weak infrastructure, procurement tied to sources of aid. requirement of quotas on
employment, use of particular raw materials and technologics, etc. have been identified as factors
which have contributed to the inability of public enterprises to function with commercial
oricntation. Pric.ag policies in <ertain areas were characterized by controlled prices to consumers
with plant specific retention prices paid to producers on the basis of individual plant costs, as in
the case of fertilizer and cement. This discouraged economizing on costs. Whilc cement prices
were decontrolled gradually during the 1980s, it was only in August 1992 under the new economic
policy regime that the Government decontrolled the prices of phosphatic fertilizers though the
price of nitrogenous fertilizer (urea) continued to be controlled.

Fig. Il.G. Share of public sector in
manufacturing investment and value added
1960/61-1987/88, selected years
Percentage
60 . e i mee e - P e mm et e e e e o e e
| so0
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Delavs at all stages from investment approval to technology selection to location decision and also
1o the sclection of chief exceutives have had an adverse effect on costs. More generally, the
covironment for the functioning of the public sector enterprises does not encourage risk-taking in
corporate decision-making, an attribute so critical oven for survival let slone success in today's
complex corporate world.

In pursuit of efficiency
An attempt was made in the 1980s to set up some holding companics in sectors such as steel,

engincering, textiles, coal and trading. The objective was to centralize corporate decision making
and decentralize the operational functioning of the various units of the company concerned, but
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the experiment has not worked. Efforts have also been made since the mid-1980s to distance
Government from the operational functioning of the enterprises through the use of Memoranda
of Understanding (MOU) between a public sector undertaking and the administrative ministry
concerned. Even though 102 public enterprises have signed MOU, the latter are scen, at best. as
another tool of performance evaluation and a far cry from an instrument which provides effective
autonomy to the public enterpnise.

A compelling situation has been crcated by the inability of the state to continue to subsidize the
public sector through budgetary support. As the share of budgetary support in financing the
investment of ¢ hlic sector enterprises declined from 40 per cent in 1985-199%0 to 14 per cent in
1993/94. the enterprises faced a tighter budget constraint. . ring the 1980s taxable aind tax free
bonds and debentures had emerged as the mainstay of financing for the public sector. Compared
with 7 per cent in 1984/85, the share of such market borrowings in financing the cavital invesiment
projects of public enterprises increased to 45 per cent in 1993/94.

Fig. Il.LH. Number of profit-making and
loss-making central public enterprises,
1983/84 and 1992/93

Year

1983/84

1992/93

0 50 100 150 200 250 300
Number of enterprises

oo i Profit-making ~ Loss-making Total

Towards commercial orientation and privatization

Some measures have been taken to "marketize” public enterprises by bringing in more commercial
oricntation in their functioning.  Corporatization of government departments and statutory
corporations is also being attempted, c.g., the Mahanagar Telephon: Nigam Ltd (MTNL) and Oil
and Natural Gas Corporation Limited (ONGC). Some State Transport Departments have been
corporatized and there has also been some corporatization in the power gencration sector in the
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states. Fifty chronic loss-making public enterprises have also been brought under the ambit of the
Board for Industrial and Financial Recoestruction (BIFR) as of 1993 to ascertain their viability
and revivability and recommend a course uf action. In three cases, winding up orders have been
issued by the BIFR.

Public enterprises are being encouraged to tap the capital market on the strength of their own
performance. Some enterprises are also being permitted to access the international capital
markets. Thus, the Indian Petrochemicals Corporation Limited (IPCL), with a strong performance
record, was permitted to go for a fresh issue of equity in the capital market to the tune of $50
million in order to finance its expansion. It is extremely important to generate the rate of return
on these investments which wii” make the operations economically viable. With the pressure on
perforinance orientation mounting, the reform of public sector enterprises assumes urgency.

Greenfield privatization is an important component of the new cconomic policics. Most areas
carlier reserved for the public sector are now opencd up to the private sector. In particular,
special emphasis is being placed on attracting foreign investment in power. TLe hydrocarbon
sector is another area where private investment is being sought. Air iransport, which until recently
was a public sector monopoly, has been opened up to the private sector and some new entrants
have begun operations. Private sector investment in airports i< also being allowed in some areas.
The telecommunication sector has been opened up witn the announcement of a new telecom
policy in May 1994. Apart from providing for private investment in value added services, the new
policy also encourages private investment in the provision of basic telephone services. The
Government has announced a list of road links where private toll roads can be constructed.

Privatization of existing public enterprises with an actual change of management control has not
formed part of the liberalization strategy in India so far. However, some significant steps have
been taken. The legal status of the public sector automobile company, Maruti Udyog Ltd.,
changed with effect from 20 June 1992 to a company without direct government responsibility for
management. This demonstrated the willingness of the central Government to form a strategic
alliance with a joint venture company, the forcign partner in the venture being the Suzuki Motor
Corporation of Japan. The Government of India now has 49.7 per cent equity share and the
Suzuki Motor Corporation, the joint venture partner 50 per cent. On the other hand the question
of the transfer of ownership of the public sector enterprisc, Indian Iron and Steel Company
(IISCO), rcmains unresolved. In 1993, the central Government was actively and openly
considering the transfer of 1ISCO to one of three private parties, but there has been no decision.
Earlicr in 1988 the intended sale of Scooters India Limited, a loss making enterprise, to Bajaj
Auto Limited, a market leadcr in the industry, was successfully resisted by the trade unions.

The central Government has begun a programme of divestment of governmenrt shareholding in
a wide range of public enterprises since 1991/92. Equity varying between 5 per -ent and 20 per
cent of the total capital in 33 public enterprises was first divested between December 1991 and
February 1992 to public sector financial institutions, yielding Rs 30.4 billion. In the seccnd phase
of divestment in October-Decembcer 1992, another Rs 19.1 billion was raised by divesting around
5 per cent equity in 16 cnterprises. In the third phase which took place in March 1994, the
Government has mobilized Rs 22 billion by divesting in seven enterprises. Forcign institutional
investors were allowed to buy shares for the first time subject to a ceiling of 5 per cent.
Subsequent to divestment, government holdings in the enterprises in which divestment nas taken
place is still typically higher than 70 per cent, and in more than half the cases higher than 80 pur
cent (see Table 11.13). The divestment programme is continuing in 1994/95 when the Government
pians to mobilize Rs 40 billion from divestment in companies including, for the first time, two
major oil companies, the Oil and Natural Gas Corporation and tae Indian Qil Corporation.
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Dwvestment will take place either through direct auction subject to a reserve price as in previous
years, or whi-re the companies are also raising new capital from the public, the divestment of
government equity may also be considercd in parallel at the same price. It is expected that with
this divestment, government sharcholding in many of the companies will be reduced below 60 per
cent. The two premier oil companies, i.c. the Oil and Natural Gas Corporatio. and the Indian
Onl Corporation as well as the Steel Authority of India have also been allowed to access the capital
market directly. The strategy is to follow an incremental approach for divestment without making
an open commitment to bring the government sharcholding below 51 per cent.

The Rangarajan Committee (1993) which was set up to look into the question of divestment of
shares in public sector enterprises has recommended a bolder approach to privatization by
divesting up to 74 per cent of the cquity of the public enterprises which are not in the sectors
reserved (now only six) for public sector, and even 26 per cent of the cquity in those public sector
enterprises which are reserved for the public sector. A part of the proceeds (Rs 3 billion) of
public scctor divestment has been used for the National Renewal Fund (NRF) which has been
established to provide resources fo. voluntary retirement, job training and skill development
schemes for workers who may be displaced through industrial restructuring and enterprise closures
in the public sector.

Table 1113, Share of government holding in central public sector undertakings after
divestment, as of 1 May 1994

Cochin kefineries 55.0
Andrew Yule & (o. 62.8
Madras Refineries 67.7
Hindustan Petroleum 62.9
Bharat Petroleum 70.0
Bongaigaon Refineries 74.6
Hindustan Zinc 74.9
Indian felephone Industries 78.2
Bharat Heavy Electricals v
Bharat tarthmovers 4.0
Bharat flectronics 75.9
Mahanagar Telephone Nigam Limited 67.1
Shipping Corporation of India 81.5
Computer Maintenance Corporation 83.5
Videsh Sanchar Nigam Limited 85.0
Hindustan Photofilms 87.5
Nat:onal! Aluminium Company 87.1
Steel Authority of India Limited 89.5
Hindustan Machines Tools 90.3
Rashtriya Chemical fertilizers 92.5
Neyvelli {ignite Corporaticn 91.3
State Trading Corporations 91.0
Hindustan Cables 96.3
Indian Petrochemicals Corporation Limited R0.0
National fertilizers 97,7
Naturai Minerz] Development Corporation 98.4
Hindustan Copper 98.9
Dredging Corporation of India 98.6
Fertilizers and Chemicals Travancore [imited 98.13
Hindustan Organic Chemicals /9.9
Minerals and Metals Trading Corporation 99.4

Source Mimistry of Industry, Department of Pubhic Enteiprises
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There has been some action on privatization of the statc-owned enterprises. In the first case in
India of privatization through divestiture, ownership of Aliwyn Nissan, an Andhra State joint
venture producing light commeraal vehicles, was transferred to Mahindra and Mahindra, an
automobile manufacturing company in the private sector. The state of Uttar Pradesh is also
altempting privatization of a number of state-owned enterprises.

E. INTERNATIONAL TRADE

The share of foreign trade in India’s GNP has been increasing steadily. although it is stll much
lower than in the countrics of East As'-. and many in Latin America. Even though the sharc of
merchandisc trade in GNP in India increased from 14.5 per cent in 1990 to almost 17 per cent in
1992 and further to 19 per cent in 1993, it was still much lower than the 54 per cent in the
Republic of Korea, 36 per cent in China, and 23 per cent in Mexico in 1992.

The crucial nature of India’s dependence on imports can be gauged from the fact that most
imports into the Indian ecconomv are either crucial for the functioning of the economy. e.g.,
petroleum and petrolcum products, fertilizers and intermediate inputs for production and capital
goods for technological upgrading, or critical for meeting the nation's basic consumption needs,
i.e.. sugar, edible oils, pulses, etc. (see Table 11.14). The role of strong export performance in
bringing about true sclf-reliance is therefore indisputable. The new trade policies. however, arc
based on the broader recognition that expori-orientation in the economy would impose an external
cost audit on the industrial sector and bring about efficiency gains in the economy,

Oper.ing up to foreign trade

Opening up to foreign trade was a major plank of the new cconomic policies launched in 1991
A major import liberalization programmec has been initiated in the 1990s in recognition of the fact
that India’s industrial sector has been overprotected for too long and must now be opened up to
international competition if it is to develop the competitive strength needed for strong performance
in future. The opening up consists of a gradual process of reducing the high level of tarifis and
climinating quantitative restrictions.

Major reductions in tariffs have been introduced over the past three years although tariff levels
are sull high. The import-weighted average taniff for the whole economy has fallen from 76.7 per
cent ia 1990/91 to 40 per cent in 1993/94 and further in 1994/95. The peak rate of tariff which
was as hign as 220 per cent in 1991 has now been reduced to 65 per cent.

Import licensing has been virtually climinated for raw materials, intermediate components and
capital goods. These can now be freely imported subject to a negative list which is under constant
review and has been substantially pruned recently.  The negative list as it curreatly exists for
imports and exports is shown in Annex B,

Two windows arc available for the import of capital goods at concessional rates of import duty.
First, there is a project imports window for projects in the fertilizer, power, coal, and petroleum
refining . cctors. Capital goods are permitted duty-free for fertilizer projects, while in the other
three industries they are permitted with 20 per cent duty. [n 1993/94, about 20 per, cent of the
imports of capital goods were project imports.  This will be a growing segment since major
investments are planned in these sectors. Second, under the Export Promotion Capital Goods
Scheme, capital goods may be imported at 15 per cent duty subject to an export obligation of four
tmes the cidf. value of imports to be fulfilled within a period of five years. Under this scheme,
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capital goods imports of Rs 46 billion were cleared during the two-year period ending in 1993/94
with export obligation amounting to over Rs 200 billion.

Table 11.14. Structure of exports and imports, 1960/61-1993/94, selected years

1660/61 1970/71 1980/81 1989/90 1990/91 1991/92 1992/93 1993/94

A. Exports
Agricultural products 44,2 31.7 30.6 17.6 19.4 18.7 17.6 18.0
Iron ore 2.6 1.6 4.5 3.3 3.2 3.2 2.0 1.9
Petroleum products 0.6 0.3 0.1 2.5 2.9 2.4 2.8 1.8
Manufactured goods 45.3 50.3 55.8 74.6 12.9 74.2 76.0 75.7
Gems and jewellery 0.1 2.8 9.6 19.1 16.1 15.3 16.6 17.6
Ready-made garments 0.1 1.9 8.4 11.6 12.3 12.3 12.9 11.3
Engineering goods 2.0 12.0 13.0 8.5 11.9 12.5 13.2 11.7
Chemicals and products 1.1 2.3 3.5 7.8 6.5 8.9 7.4 11.0
Leather and products 3.9 4.7 5.0 1.0 8.0 7.1 6.9 5.8
Jute manufactures 21.0 12.3 4.9 1.1 0.9 0.9 0.7 0.5
Other manufactures 17.0 14.2 11.3 19.4 17.2 17.2 18.3 17.8
Other 7.2 10.0 8.9 1.9 1.6 1.5 1.6 2.6
Total exports 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
B. Imports
Petroleum 6.1 8.3 41.9 17.8 25.0 27.6 27.9 24.8
Fertilizers 1.1 5.1 5.2 5.0 4.1 4.9 4.5 3.6
Cereal 16.1 13.0 0.8 1.1 0.4 0.4 1.5 0.4
Edible oils 0.3 1.4 5.4 0.6 0.7 0.5 0.3 0.2
Capital goods 31.7 24.7 15.2 24.9 24.2 21.8 20.7 26.0
Other 44.6 47.4 31.4 50.5 45.6 44.8 45.1 45.0
(mostly intermediate)
Total imports 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Source. Minstry of Finance, Economic Survey (vanous issues).

Imports of consumer goods remain restricted even under the new trade policy regime. A small
start has becen made by allowing the import of consumer goods (from a defined list) against
Special Import Licences which are given 1o exporters as an incentive for exports. These licences,
amounting to 5 per cent of the Lo.b. value of exports, can be used to import items on a defined
list of consumer goods most of which attract the peak level of duty of 65 per cent. Since the
licenses trade at a premium of around & per cent, the total effective import protection is around
73 per cent.

The most dominant feature for the Indian export performance over the period 1960- 19900 was a
morc or less continuous shide in India’s share of world exports 1o reach a level of 0.5 per cent in
1989/%). Only in three arcas is India’s share of world exports <ubstantial. These are tea. leather
manufacturcs and jewellery. In 1990, India's share in world exports was 22 per cent for tca, 12
per cent for leather manufactures, and 9 per cent for gems and jewellery. Other commadity
groups where India’s share is not negligible include spices (% per cent), rice (7 per cent), iron ore
(7 per cent), and woven fabrics (7 per cent),
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The reoricntation of the industrial and trade policv regime in the 1980s to release the supply side
constraints was combined later in the decade with a more activist policy on the exchange rate so
as 10 attain a steady depreciation in the real effective exchange rate. The improvement in the
productivity performance and the loosening of the tight import control regime created a better
environment for exports. New incent:ves for exports. most notably the exemption from tax of
profits on export operations, also helped. Consequently. the period 1985/86-1989/90 witnessed
growth in exports in US dollars of 16 per cent per vear (see Table I1.15), while the volume index
also increased by 11.5 per cent per vear.

A positive devclopment on the cxport front in the 1980s was a steady nise in the share of
manufactured goods . India’s to.al exports from 55.8 per cent in 1980/81 to 74.6 per cent in
1989/90. There was a fast rise in the share of gems and jeweliery and ready-made garments
during the 1970s and the 1980s, while exports of engincering goods stagnated during the 1970s and
declined further in importance in the 1980s. The large increase in the export of petroleum
products in the first half of the 1980s. however, was a transitory phenomenon which passed with
the development of the refinery capacities in the economy in the second half of the 1980s.

Within the manufactured goods segment, the major ¢xport industrics are gems and jewellery,
garments, lcather manufactures, cngineering and chemicals.  Manufactured goods exports
accounted for 92 per cent of the export growth between 1980/81-1985/86 and 1986/87-
1991/92.'%/ " Of this, the contribution of gems and jewellery was 25 per cent, garments 15 per
cent, engincering goods 12 per cent. icather 10 per cent, textiles 10 per cent, and chemicals 10 per
cent. Chemicals and leather manufactures emerged as new dynamic export sectors in the 1980s.

Fig. Ill. Financing of central public
enterprises’ plan projects, 1985-1990
and 1993/94 (Percentage)
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Growth of exports and imports, 1960/61-1994/95
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The United States is India’s largest market, accounting for 18 per cent of India’s total exports.
Some decline in this share during the 1960s and the 1970s reflected the rising importance of the
former USSR in India’s exports duning that period. This trend was reversed subsequently. There
has been a more or less steady increase in the share of the United States in ladia’s exports since
1980/81 rcaching over 18 per cent in 1993/94 (sec Table I1.16).

India’s trade with the former USSR was based on bilateral arrangements in which payments for
imports from the former USSR were made in rupees as were the repayments of credits extended
by the former USSR to India for defence and civilian purposes. The rupees were used by the
former USSR to purchase Indian goods. The volume of trade between the two countries in the
1960s and the 1970s was therefore significantly determined by the magnitude of the repayments
due on past credit. The share of the former USSR in India’s exports increased from 4.5 per cent
in 1960/61 to 18.3 per cent in 1980/81. By 1920/81, the former USSR bad become India’s largest
trading partner. However, a decline in its share of India’s exports began in the 1980s. The
collapse of the former USSR in 1991 caused Indian exports (in US dollars) to this market to
decline by 44 per cent in 1991/92 and 66 per cent in 1992/93. The Russian Federation accounted
for 2.9 per cent of India’s exports in 1993/94.

The direction of India’s exports in the 1980s was more towards the OECD economies and away
from the economics of castern Europe. This trend continued in the 1990s so that by 1993/94 the
OECD cconomices received 57 per cent of India’s exports, while the share of the castern European
economies declined to 3.8 per cent.

Table 11.16. Direction of India’s trade, 1960/61-1993/94, selected years
{ Percentage sharce)

Destination 1960/61 1970/71 1980/81 1990/91 i991/92 1992/93 1993/94
A. Exports
0ECD 66.1 50.1 46.6 53.% 57.9 60.3 57.0
£C 36.2 18.4 21.6 27.5 27.0 28.2 26.1
Belgium 0.3 1.3 2.2 3.9 3.7 3.7 3.8
france 1.4 1.2 2.2 2.4 2.4 2.5 2.3
Germany 3.1 2.1 5.7 7.8 7.1 7.2 6.9
Netherlands 1.3 ¢.9 2.3 2.0 2.1 2.2 2.3
United Kingdom 26.9 i1 5.9 6.5 6.4 6.5 6.2
North America 18.7 15.2 12.0 15.6 17.4 19.9 19.1
Canada 2.7 1.8 0.9 0.9 1.1 1.0 1.0
United States 16.0 13.5 1.1 14,7 16.4 18.8 18.1
Other OECD 10.1 15.2 10.6 10.4 10.5 9,2 9.1
Australia 3.5 1.6 1.4 1.0 1.1 1.3 i.1
Japan 5.5 13.3 8.9 9.3 9,2 1.7 .8
1428 1.0 6.4 1.1 5.6 8.7 9.6 10.7
fastern furope / 7.0 21.0 ?2.1 7.9 10.9 4.7 3.8
Russian Federation® 4.5 13.7 18.3 16.1 9.2 1.7 2.9
Developing countries 14.8 19.9 19.? 16.8 18.1 20.3
other than 0PEC
Ntners ;.9 2.6 1.0 6.2 4.3 5.0 1.4
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Table IL.16. Continued.

Origin 1960/61 1970/71 1980/81 1990/91 1991/92 1992/93 1993/94
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Sourcr:  Ministry of Commerce

a’ Refers to former USSR before 1992/93.

India’s export performance in the first two years of the reforms was severely and adversely affected
by the collapse of the former USSR, Taial exports from India declined by 1.6 per cent in 1991/92
ana increased by only 3.3 per cent in 1992/93. However, the underlying structural transformation
is now coming 1o the surface. The aumber of companics achieving international quality standards
by obtaining certification from the 150 9000 series stands at over 220 comparcd with leas than five
in 1991. There was a significant slowdown in cxport growth in the first quarter of 1994/95 when
exports (measurcd in $) grew at a ratc which was little over 9 per cent per vear. It is difficult 1o
explain this slowdown without information on the detailed export performance during the quarter,
but the siowdown may partly have been the result of an appreciation in the real effective exchange
rate in recent months. However, the latest data for August 1994 show a strong growth in exports
of over 20 per cent per vear. Exports are beginning to respond to the new policics, growing in
dollar terms by 20.2 per cent in 1993/94. Expori growth has been particularly impressive in
plastic, linoleum and metal products. Gems and jewellery and ready-made garments have also
maintaincd their export dynamism. There was some slow down in export growth in the first half
of 1994/95 such that cxports in dollar term< grew by 13.9 per cent in April-October 1994

Import growth in the 1990s has been very sluggish notwithstanding the major drive towards trade
liberalization. This is largely duce to the sharp decline in industrial growth after 1990/91 although
the depreciation of the real exchange rate of the rupee has also contributed to the slowing down
of imports.  In the very first year of stabilization when there was little growth in industrial
production in the cconomy, the severe import squeeze rought about a decline of 19 per cent in
imports (in US dollars). The slow process of industrial recovery in the subsequent two years
mcan! sluggish growth of imports. After increasing in 1992/95 by 12.7 per cent in dollar terms
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from their low level in 1991/92, imports in 1993/94 increased by 6 per cent in 1993/94. More
recently, in the first two quarters of 1994/95, imports increased by 19.8 per cent as industrial
growth recovered from the recession of the preceding three years. Non-oil imports increased by
9.3 per cent and 18.1 per cent, respectively, while imports of petroleum declined.

The OECD countries continue to be the dominant source of imports into India, accounting for
56 per cent of total imports in 1993/94. Imports from the eastern European economies declincd
from 7.8 per cent of the total in 1990/91 to 1.7 per cent in 1993/94, while the share of the
Organization of Petroleum Exporting Countries (OPEC) increased from 20 per cent to 22.5 per
cent over the same period.

Fig. I.J. Share of manufactured goods
in total expotts, 1970/71 and 1992/393
(Percentage)

India’s current account deficit had reached a high of 3.5 per cent of GDP in 1990/91, which was
clearly not sustainable with the "normal” capital flows into the cconomy. The decline in the deficit
100.5 per cent of GDP in 1993/94, however, was a reflection of the strong performance of exports
combincd with sluggish growth of imports in the year as industrial recovery was delayed. Over
the medium run, the Eighth Plan (1992-1997) envisages that the current account deficit will be
around 1 per cent of GDP,

|
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Fig. IlLK. Growth of selected
manufactured exports,
1992/93 and 1993/94
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The Uruguay Round and India

India, onc of the 23 founder members of the General Agreement on Tariffs and Trade (GATT),
has always stood {or a strong and effective multilateral trading system. In April 1994, India signed
the Uruguay Round Agreement in Morocco. The Agreement represents both a challenge and an
opportunity. For example, while new opportunitics open up in textiles, the Agreement provides
sufficient time for the Indian textile industry to restructure itself 1o exploit these opportunitics.
Agriculture and agro-processing is another arca opening up for cxport opportunitics from India.
In the arcas of patents and plant variety protection legislation, the Agreement calls for certain
changes within a specified time-frame. The Trade Related Investment Mceasures (TRIMS) which
refer to discriminatory import restrictions inconsistent with existing GATT rules are not applicable
to India’s current trade policy.

Given the importance of the textile industry in India, the phasing out of the Multi-Fibre
Arrangement (MFA) and abolition of import quotas by the United States will have a positive
impact on exports of Indian textiles. While the ten-year period for the phasing out of the import
quotas is not satisfactory from the perspective of developing countries as a group, ot provides the
Indian textile industry with time to restructure and modernize itself to regain the international
computitiveness which it lost slowly over a long period.
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The Uruguay Round also contain provisions for Tariffs and Multilateral Trade Rules. For
industrial products further reductions in the tariffs of the developed countries coupled with more
transparent rules for the applicatior of non-tariff measures will facilitate the expansion of
manufactured exports.

The overall target for tanff reductions under the Uruguay Round was an average of 50 per cent
with the aim of reducing "especially high tariffs™ and "tarifl escalation™. In the developed countries
the weighted average level of tariffs has already been reduced to around 5 per cent and among
many developing countries tariff levels, especially on capital goods, components and industrial raw
materials, are relatively low. Because of its high tariff level and import restrictions due to balance
of payments rcasons India thus stands to bencfit substantially from the Uruguay Round
Agrecmenl.

India has offered to reduce its tariffs on capital goods, components. intermediates and industrial
raw materials, except non-ferrous metals, fertilizers and petrochemical products, and consumer
goods, to 40 per cent for products where current tariffs are above the percentage, to 25 per cent
for products where current tariffs are between 25 and 40 per cent and to bind the tariff ceiling at
25 per cent for products where current tariffs are below that percentage. These changes are to
be implemented in equal rates over a six-year period ending in the year 2000. Even after these
tariff reductions Indian tariffs will rcmain among the highest in the world.

Agriculture in india is subject to nct tax to the tune of about 20 per cent of the value of
agricultural production, unlike most developed economics where agriculture is heavily subsidized.
The reduction in farm subsidics in the developed cconomies between 1995 and the year 2001
under the Agreement should help boost the prospects of agricultural exports from India.
However, India will be called upon 1o introduce new legislation in regard to the protection of plant
varieties.

The main impact of the Uruguay Round on Indian industry will be on Intellectual Property Rights
{ TRIPS), in particular the patent system. The Indian Patents Act of 1970 will have to be amended
in a major way to allow for product patents in the pharmareutical (biotechnology), food processing
and chemical industries. The period of protection will atso have to undergo a change from the
seven years currently allowed for pharmaccutical and food processing and 14 years for others to
20 years for all. The scope for compulsory licensing will have to be clearly defined and delimited.

India is alrcady a member of the Berne Convention for the protection of literary and artistic
works. India’s copyright laws arc well ahcad of provisions laid out in the Uruguay Round.
Computer software has been protected as a literary work under the copyright laws since 1983,
India is alrcady a signatory to the Washington Treaty of 1989 on Intellectual Property with respect
to integrated circuits. The process of cnacting a law in accordance with this treaty has alrcady
been initiated. Recently the Indian Parliament amended the Copyright Act which provides, inter
alia, for the protection of performers, sound recorders and broadcasting organizations. India's
laws rclating to trade marks, trade scerets and industrial designs are on par with gencrally
accepled international standards and ans improsements that may be required are only incremental
in nature, although there is need for better enforcement.
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Fig. ILL. Growth of selected
manufactured imports,
1992/93 and 1993/94
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F. FOREIGN INVESTMENT

A new approach

Policy towards foreign investment has been radically restructured as an essential element in the
opening up of the Indian economy. Prior to the cconomic reforms of the 1990s, India’s policy
towards foreign investment was highly selective. Important areas of the economy were closed to
private investment and therefore to foreign investment. Even in the areas open to private
investment, forcign investment was allowed only in the so-called "priority areas” and that too with
less than 40 per cent cquity.

The Foreign Exchange Regulation Act (FERA) has been substantially amended to remove its
restrictive provisions which applicd to the operation of companics with foreign cquity of 20 per
cent or more (commonly known as FERA companies). All compani~s incorporated in India arc
now treated alike irrespective of the level of forcign equity. Some of the important changes arc
that FERA companies can now acquirc and scll immovable property. They can also borrow and
accept deposits from the public. Raising equity ug to 51 per cent for these companies is permitted
through the “automatic approval” route if the insestments are in any of the 35 listed priority
industrics. Even in other cases, the Government's approval has been fiberal.

In keeping with the policy of progressive liberalization of the foreign exchange regime, India took
the final steps for moving (o full convertibility on current account and accepted the obligations
contained under Article VIIT of the International Monctary Fund in August 1994, Following the
liberalization of restrictions on current payments, the Government is considering a complete
restructuring of the Foreign Exchange Regulation Act.
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India bas joined the Multilateral Investment Guarantee Agency (MIGA) for protecting foreign
investment against risks such as war, civil disturbance and expropriation. A bilateral Investment
Protection Agreement has been concluded with the United Kingdom and similar agrecments are
being negotiated with a dozen other major investing countries.

Foreign companies in India are taxed on all Indian-scurced income and on foreign income if
reccived in India. The tax rates are 30 per cent on rovalty and technical service fees, 25 per cent
on divi'end and interest, and 50 per cent on other income. Corporate tax rate on Indian
companies is 40 per cent, with a temporary surcharge of 15 per cent on companies whose income
exceeds Rs 75,000. India has signed tax treatics with 40 countries including Canada, France,
Germany, Japan, the United Kingdom and United States.

In the new liberalized regime, direct foreign investment is permitted in virtually every sector of
the economy. Majority foreign investment (up to 51 per cent) is not only frecly allowed for new
ventures, but existing companies can also raise their stake. Foreign equity proposals need not be
accompanicd by foreizn technology transfers as required earlier. Royalty payments have been
considerably liberalized. Technology imports arc automatically approved for royalty payment up
to 5 per cent of domestic sales and 8 per cent of export sales (both net of tax) with or without a
lump sum payment up to Rs 10 million. In industrics rescrved for the small-scale sector foreign
equity up to 24 per cent is permitted. Foreign cquity up to 100 per cent is encouraged in export-
oricnted units, the power sector, clectronics and software technology parks. In other industries
also, forcign equity up to 100 per cent is permitted on merit. There is no restriction on the use
of forcign brand names/trade marks for internal sale.

A foreign investor has to seck "government approval” in onc of two ways. A simple fast track
mechanism or "automatic approval” from the Reserve Bank of India is available for projects of
certain kinds, c.g.. up to 51 per cent cquity in high priority industries, up to 100 per cent equity
in wholly export-oriented units and all forcign tcchnology agreements which meet certain economic
paramcters. About 20 per cetit of the proposals have gone through the automatic route. For all
other propusals including individual cases involving foreign equity participation of over 51 per cent,
applications are increasingly processed by a high level Foreign Investment Promotion Board
(FIPB). During April-September 1994, 9% percent of the foreign investment approved came
through this route. The Board approved a total volume of foreign equity of $6 billion between
August 1991 and Scptember 1994, In contrast, direct foreign investment approvals during 1986-
1990 averaged just Rs 1.8 billion per year. It is not surprising then that while it took the
Government five vears to give approval to Pepsi-Cola for entering the Indian market in 1990, only
two years later the Government took only three months to grant approval to Coca-Cola. The
administrative procedures arc much simpler today.

A list of major foreign investment projects in the power sector approved under the new policy
regime is provided in Table H.17. In particular, the Government is specially encouraging forcign
investment in infrastructure.  Joint ventures are now permitted in both exploration and
development of oilficlds and refinerics. In the power sector the Government has gone out of its
way o attract foreign investment so as to break critical infrastructure bottlenecks. A forcign
ivestor can hold up to 100 per cent equity. Tax holidays are also offered for five years for new
power projects. As a special measure to attract forcign investment in the power sector the central
Government has agreed to provide counter-guarantecs to ensure performance on power purchase
agreements entered into by State Eleetricity Boards.  These initiatives have clicited a positive
response. Several state governments are actively negotiating with various foreign investors for
setting up private scetor power plants. Nine projects involving total forcign cquity investment of
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over $1.5 bilion were in the pipeline in September 1994. Some states are also taking first steps
to privatize the distribution process.

Actual inflows of direct foreign investment are less than the volume of new approvals but they are
incrcasing significantly.  The policy guidelines for the infrastructure sectors (power,
telecommunications and mining) are in the process of being better defined ard better
communicated. This should result in the approvals being translated into actual flows at a much
faster pace. By June 1994 India had attracted $1.3 billion of actual direct foreign investment.
Tavestors in the United States are by far the largest direct foreign investors in India.

Increasingly, Indian companies and service enterprises are internationalizing their operations. This
is reflected not just in the increased share of exports in GDP but also in investments overseas.
Of the total number of 167 joint ventures in operation, almost 60 per cent are in the
manufacturing sector, others being involved in hotels, restaurants, trading, marketing, consultancy,
engineering and construction. Indian equity in these ventures is about Rs 1.5 billion. In addition,
there are 263 projects under implementation which involve Indian equity of close to Rs 10.5
billion. More than one-third of the joint ventures are in the East Asia region.

Indian companies are also setting up wholly-owned subsidiaries abroad. These companies,
numbering 170, are mainly in the areas of trading, marketing, consultancy, hotels, software and
shipping and are located for the most part in Singapore, the United Kingdom and United States.
The equity participation amounts to approximately Rs 3.6 billion.

The Government has significantly liberalized the guidelines governing ihe establishment of Indian
joint ventures/wholly-owned subsidiaries abroad. Investments of up to $2 million come under a
ncw "automatic approval” scheme. Greater operational flexibility has also been granted to the
Indian overscas ventures in respect of altering its share capital structure and expanding into new
lincs of businesscs.

Fig. Il.M. Foreign investment inflows T
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Table 11.17. Major foreign investment projects approved, August 1991-May 1994
Foreign equity
Amount Share

Foreign co!laborator Indian rompany (Rs million) (Percentage)

Power

1 Enron Power Development Corporation, 19,200 75
United States

2 Mational Power, United Kingdom Ashok Leyland 3,060 51

3 Cogentrix Development Company, 5,120 100
United States

4 Siemens AG, Germany Gujarat Torrent Energy 2,170 33

Corporation

5 AES Transpower United States 2,976 73

6 MNon-resident Indian GVK Industries 2,112 80

7 ST Poaer System, CMS Emergy, Neyveli Lignite 2,736 95
United States Corporation

8 Mon-resident Ind.an Spectrum Power Generation 1,257 60

9 General tlectric Company United Nippon Denro [spat 8,640 66
Kingdom
Electricité de France, France Limited, Ispat Alloys

Total 47,211

Source  Government of India. Ministry of Industry.

Mecmo.

$6 billion covenng over 5,000 proposals.

‘Total foreign investment in the cconomy approved by FIPB dunng August 1991 - Septesaber 1794 was

_

Fig. ILN. Direct foreign investment by
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G. SMALL-SCALE INDUSTRY

The small-scale scctor was expected to plav a critical balancing role within India’s overall heavy
industries oriented strategy of industrialization by producing consumer goods using labour-intensive
mcthods of production and bringing about industnal dispersal. A small-scale unit is defined in
India as an enterprise with investment in plant and machinery of less than Rs 6 million. For
ancillary industrics and for industrial units undertaking to export 30 per cent of their 2nnual
production. the ceiling is higher at Rs 7.5 million. In practice, over two-thirds of registered small-
scale units have invesied capital of less than R< 0.2 million and 85 per cent of less than Rs 0.5
million.

The small-scale sector accounts for 35 per cent of the nct value added in manufacturing (see Table
IL1%)."% There are tw distinct componznts to the small-scale sector in India - the modern
and the traditional. The modern small-scale units use power-operated machinery and are located
close to urban arcas. Over the yvears these units have bencfitted from a policy which restricts
competition from the large-scale units. The traditional units, on the other hand. are generally
artisan-based and are located mostiy in rural and semi-urban areas. their emplovment being largely
part-time and/or family labour. These units are more in need of an institutional infrastructure
which can help with credit, designing, and marketing. The share of the modern sector (including
powcrlooms) in the output of the small-scale sector increased from 67.5 per cent in 1973/74 10
X9 per cent in 1991/92, while the share of traditional industry declined from 16 per cent to 11 per
cent (see Table 1119).

Table 11.18. Share of small-scale sector in manufacturing, 1987/88

Share Net value added)
{Percentage) (Rs biflion}
Manufacturing 100.0 454.2
Factory sector 59.4 269.8
Non-factory sector 40.6 184.4
Share of small-scale sector 348 158.1

Sewarce National Coundil for Apphied Feonomic Rescarch

The Small Indusries Development Organization (SID()), the apex agenes of the central
Goverament. has o sprawling network of institutes for servicing and rendering technical,
manaecrial. cconomic, and entreprencuriai consultaney to small-scale industry. There has been
some strenagthening of ihe institutional infrastructure in recemt years through the setting up of the
sSmall Industrics Development Bank of India (SIDBI), & National Small Industsies Corporation
{NSIC), and a numbcer of entreprencurship desclopment institutes. However, the effectivencss of
the insituttonal infrastructure has been relativedy fow. A suney conducted by the National
Council of Applicd Economic Rescarch (NCAER) ¢ 1993) shows that less than 20 per cent of the
units had availed themselves oF any service from goserament-run exiension and promotional
organications. The survey revealed that more and more, small units are turning to the privale
sector for technical and other forms of assistance,
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Table 11.19. Share of traditional and modera industry in the output of small-scale sector,

1973/74-1991/92, ‘selected years
(Percentage)
1973/74 1984/85 1991/92
Traditional industry 16.1 11.4 10.7
Khadi 0.4 0.3 0.1
Village industries 0.9 1.2 1.1
Handlooms 6.2 48 2.1
Sericulture 0.5 0.5 0.5
Handicrafts 7.8 5.4 6.8
Coir 0.4 0.2 0.1
Modern industry 67.5 88.1 89.3
Power1ooms 14.6 8.6 7.4
Other 52.9 78.1 81.9
Other 16.4 0.5 -

Source.  Planning Commission.

As the modern small-scale sector grew in importance, the period from 1969 to 1979 saw the
devclopment of a number of incentive policies helping small-scale industries and also some
restrictive policics limiting competition from large-scale units in certain areas.

Incentives to small-scale industries

Excisc duty concessions whereby duties are charged at a lower rate for production up to certain
levels have been used extensively to boost the growth of small industry. However, these
concessions have also acted as a disincentive for small units to grow in course of time, and
graduate to becoming medium and ultimately large-size units. This is because in the present
system cxcise dutics arc completely excmpted up to Rs 3 million of turnover, are charged at a
lower rate from Rs 3 million up to Rs 7.5 million and at normal rates thereafter. If the turnover
is higher than Rs 20 million, the cntire concession is withdrawn.

The state governments also provide incentives such as sales tax exemptions, capital subsidy, subsidy
for the purchasc of captive power generating scts, priority in the grant of power connections,
supply of developed plots /facilitics, ctc., for the development of the small-scale scctor.

The small-scale sector has formed part of the “priority sectos” for the purposc of loans from the
commcrcial banks and the banks arc obliged to cnsurc that at least 40 per cent of their
commercial advances are dirccted towards the priority scctor.  Earlier these loans were at
subsidized rates but the subsidy clement in such lending has been greatly reduced under the new
cconomic policics, though the clement of prefcrential access continues. The share of the small-
scale scetor in bank lending increased marginally from 13 per cent to 13.6 per cent (sec Table
11.20) over the ten-year period from 1983 to 1993, This was the period when the share of the
priority scctor lending in bank credit declined from 35.7 per cent to 33.8 per cent. Nevertheless,
inadcquacy of credit and delays in its availability are cited as major problems by the small-scalc
units in the survey by NCAER (1993). For the small-scale scctor as a whole, the shortage of
working capital has been estimated to be around 30-40 per cent. ‘
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Support of the small-scale sector has also taken the form of protecting it against competition from
large-scale units. Certain products have been reserved for exclusive production in the small-scale
sector. Under this policy the existing capacities of the large-scale industry are frozen and new
production is only allowed in the small-scale sector. Production in the reserved it.ms accounts
for 28 per cent of the value of production in the small-scale sector, but the wider effect of
reservation lies in precluding production in the large-scale units in a wide range of products. In
industries such as garments, leather products and parts of food processing which have high export
potential, reservation policy may have come in the way of an efficiemt exploitation of the
comparative advantage.

Table 11.20. Share of priority in gross bank credit, March 1983 and March 1993

(Percentage)
March 1983 March 1993
Priority sector 35.7 33.8
Agriculture 15.3 13.5
Small-scale industry 13.0 13.6
Gthers 7.4 6.7

Source:  Report on Currency and Finance. Reserve Bank of India.

In recent years, relaxaticns have been made in the reservation policy on a case by case basis and
they have been linked with explicit export commitments on the part of the large and medium units.
For example, reservation would not apply if a company undertakes to export 75 per cent of its
output. For garments, the export commitment is lower at 50 per cent and the investment ceiling
is higher at Rs 30 million. But more generally, reservation continues to thwart competition and
act as a barrier to new investment and new technology in many areas.

Purchasc and price preference in the case of government purchases is a second major tool for
protecting the small-scale sector. The central Government as well as the state governments
provide the purchase incentives. However, such purchases account for only 10 per cent of the total
purchascs.

The abseace of an integrated approach to the development of the small, medium and large sectors
of industry has left its mark on the pattern of industrialization in India. The level of
subcontracting and ancillarization in the Indian cngincering industry is much lower than in Japan.
Similarly, the indian automotive companies arc more vertically integrated than their Japanesc
counterparts.

Employment in small-scaie industry

There has been disillusionment with the small-scale units in respect of their contribution to
emplovment. A comparison of the census results of 1972 and 1987/88 reveals, for cxample, that
the average employment in a small-scale firm declined from 12 to six. While productivity of
capital and labour incrcascd, there was a much sharper increasc in the capital-labour ratio. The
census results for 1987/8% also show that as many as half of the small-scale units had closed within
five vears of the start of production and another 29 per cent within six to ten years. The incidence
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of closure was higher in units producing metal and clectrical products and less in food and textile
industries.

Contribution to industrial dispersal

On industrial dispersal, the available evidence suggests some progress between the two censuses
as the proportion of units located in backward areas increased from 35 to 62 per cent. However,
these figures need to be interpreted with some caution because of differences in coverage. By the
time of the second census, some whole states were declared as being backward, and in the case
of some backward districts the artisan-type small-scalc units in the rural areas of the districts were
also included. The census of 1987/88 also estimated that 204 districts (less than half of the total
number of districts) accounted for more than 80 per cent of the registered small-scalc units. This
would suggest only a moderate degree of dispersal.

A new policy package

A new policy package for small-scale industry was announced in July 199i. This was more in the
nature of a statement of intent rather than a concrete agenda for action. Apart from raising the
investment ceiling for a small-scale unit to Rs 6 million, for the first timc. foreign investment up
10 24 per cent was permitted in the small-scale sector. The new policy also emphasizes adequacy
of credit rather than cheap credit for meeting the finance nceds of the smali-scale scctor. In
September 1992, special legislation was introduced to ensure timely scttlement of dues to small-
scale industries for the supplies made or services rendered by them. The legislation stipulates an
interest rate higher than the lending rate by 5 percentage units for delayed payments.

Some clements of the 1991 policy package had vet to be implemented by September 1994, The
package had identificd the nced for a Limited Partnerships Act to expand the supply of venture
and risk capital to small industry and to help bring about changes in organization and management
in the small-scale scctor. The need to liberate small industry and cntreprencurs from what are
usually called “inspectors” belonging 1o different departments such as excise. income tax, labour,
power, water supply, environment, and health, and to free small entreprencurs from unnecessary
paperwork was also recognized, but problems remain.

H. INDUSTRIAL LOCATION

Regional balance in growth has been an important clement in the development strategy of India.
Policies for industrial dispersal were cxplicitly designed with a view to generating employment in
the different states of India and promoting a more equitable distribution of incomes.

Towards regional balance in industrial development

The Jevelopment of infrastructure in backward arcas and the promotion of small-scale industrics
were the main instruments of industrial dispersal in the 1930s and the 19600, Industrial estates
were planned in such a way that the Government would provide the basic infrastructure including
land and buildings for inducing entreprencurs to locate industry in these estates. Programmes to
promate rural industrics were also seen as an important instrument for industrial dispersal. For
many years the Government also followed policics of freight cqualization for certain major inputs
such as iron and sicel and cement with a view to promoting industrial development in arcas
located further away from major sources of raw materials and production centres.
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In the event, the industrial estates programme was not able to disperse industrial activity as
cxpected. By the mid-1970s, the share of industrial estates in total output and employment was
only 1.7 per cent and 3 per cent, respectively. As many as 30 per cent of the completed sheds in
the industrial estates were not operating, the proportion being een higher (50 per cent) for the
sheds in the rural areas. Wrong choice of location for these estates has been identified as one of
the principal reasons for the incffectiveness in attracting entrepreneurs, since proximity to markets,
availability of raw materials, labour, transport facilities, etc, were not given adequate weight in
planning.

Industrial licences were also used as an instruincat for locating large and medium private sector
plants in backward areas so as to help the developmznt of these areas. In addition, Z..empts were
made to restrict the location of new private industnal units above a certain size within certain
limits of the large metropolitan cities with populations of half a million or more.

Fig. 1LO. Geographic distribution of
industrial net value added by state,
1990/91
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Financial incentives emerged as an important policy instrument for industrial dispersal. In 1971,
the Planping Commission identificd a large aumber of districts (accounting for 60 per cent of the
populat.on and 70 per cent of the arca) as "hackward”™. Investments in these districts qualified for
a capital investment subsidy (initially 10 per cent and subscquently raised to 15 per cent in 1973).
A transport subsidy amounting to 50 per cent of the transport costs of raw matcrials and finished
goods was provided to units located in backward arcas of the specified hilly districts.  Further
incentives in the form of income tax concessions and concessional finance by the term-lending
financial institutic1s were also provided to disperse industrial investment in the "hackward” arcas.
In 1983, the investment subsidy was placed on a sliding cale with higher wubsids to the more
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backwaid districts, the maximum subsidy being given for locating industries in No-Industry
District-.

The effectiveness of the various policy instruments ir bringing about industiial dispersal was
examincd by the National Commitice on the Development of Backward Arcas (1981). The
committee found that of the 247 districts which qualificd for concessions, only 15 »ccounted for
56 per cent of the central Government’s investment subsidy up to 1980. Similarly cnly 22 districts
received almost half of the concessional finance disbursed by the all-India term lending institutions.
Even in the use of industnal licensing, only two or three districts of the state of Uttar Pradesh
accounted for almost 50 per cent of the licences granted to industries to locate in backward areas.

The Committee highlighted the limits of the financial incentives approach. It pointed out the
importance of sctting up and strengthening infrastructure in backward areas before investment
would profitably flow to these areas. It also pointed out the futility of trying 1o push investment
into backward areas if it did not have any downstream cffects on the development of the region,
c.g.. the setting up of a capital-intensive chemical plant which has minimal potential for employing
the loca! population because of the skill-intensity of its cmployment demands. In 1988, the capital
subsidy for investment in backward arcas was withdrawn, and the Government expressed its
intention to promote growth centres.

A recent analysis of the industrial dispersal in India shows that there is clear evidence of the
dispersal of industrial employment in the organized scctor, although dispersal was interrupted
during 1978-1980, and the pace appears to have slowed down subsequently. The evidence for value
added is more mixed. There is some evidence of dispersal in the first half of the 1970s and once
again in the carly 1980s. It appears that in the 1980s the more advanced states were attracting
more industry once azain by strengthening the infrastructure in their backward districts. 'Y

Geographical pattern of financial assistance

The changes in the geographical paitern of financial assistance offered by the all-India financial
institutions show some dispersal in the 1970s and the 1980s (sce Tables 1121 and 11.22). The share
of Maharashtra, Gujarat and Tamil Nadu, the three largest recipicnts, in the sanctions and the
dishursemeats of the all-India financial institutions showed a declining trend in the 1970s indicating
some progress on the dispersal of investible funds. This trend appears to have reversed in the
1980s. But this is mainlv because Maharashira raised its share significantly by strengthening its
industrial, promotional and extension machinery in its backward arcas more cffectively than the
other states.

Infrastructure and growth centres

The New Industrial Policy of 1991 envisages the development of infrastructure as a prerequisite
for locaring industry in "desirable™ ateas. The Government has announced an ambitious scheme
for the development of growth centres along the lines recommended by the National Committee
on the Development of Backward Arcas.  Over the period 1992-1997, 68 growth centres are
proposed to be developed all over the country with assistance from the central Government and
financial institutions. Thesc growth centres have been chosen from among those identified by the
respective state governments.  Each growth centre is expected to have an investment outlay of
Rs 300 million. The number of gromth centres may well have to be reduced if past experience is
to be avoided so that the limited resources may not be thirly spread, thereby nullifying the logic
of growth centres through time and cost overruns.

- i o ¢ e i e PER—— e ———— i e ———————— e

t United Nations Industnal Development (*rgamzation




The Manufecturing Sector IE)

Table I121. Sanctions of all-India fimancial institutions by major states, 1971/72-1991/92,
selected years
(Percentage share)
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Source:  Indusinal Developmen: Bank of India

Flexible location policy

Together with the emphasis on growth centres, the New Industrial Policy has liberalized location
restrictions in a major way. Along with the large scale delicensing of industry that has taken place,
location restrictions have been lifted except in the 25 km zone around large cities with population
greater than 1 million. Tuerc are 23 such cities according to the 1991 census. Even here, if an
industrial unit is located within a pre-designated industrial area, no licence is required. Also, for
citics with a substantial backlog of restructuring where the adverse impact on employment is likely
to be significant, the location policy has been made flexible in order to help the process of
industrial regencration of these cities.

As the National Commission on Urbanization (1988) has argued, there is now a clear rural-urban
continuum in India. The question is not just one of decongesting metropolitan cities on the onc
hand, and crcating village-level jobs on the other. Rural hinterlands have emerged and towns in
the population range of 20,000 to 50,000 have experienced the fastest increase in employment in
thz past two decades. The Eighth Plan has allocated Rs 300 million to be uscd by the Ministry
of Urban Development for a Scheme for the Integraied Development of Small and Medium
Towns. Such 'schemes for urban infrastructure development must go hand-in-hand with the needs
of industry and other cconomic activitics,
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Table 11.22. Disbursements of all-India financial institutions by major states, 1971/72-
1991/92, selected years
(Percentage share)
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I INDUSTRIAL FINANCE

The role of financial institutions

A large number of all-India financial institutions other than commercial banks have been engaged
in industrial finance activities in the cconomy. Institutions which have functioned as indu-1-:a!
development banks include the Industrial Development Bank of India (IDBI), the Industrial
Financ: Corporation of India (IFCI), the Industrial Credit and Investment Corporation of India
(1ICICH), the Industrial Reconstruction Bank of India (IRBI). the Small Industries Dcvelopment
Bank of India (SIDBI), and the Shipping Credit and Investment Corporation of India (SCICI)
whose activitics have now expanded beyond shipping. The Unit Trust of India (UTI), the Life
Insurance Corporation of India (L1C) and the General Insurance Corporation of India (GIC) are
the main investment institutions. Then there arc the specialized financial institutions like the
Ex%pnrt-lmpnrl Bank of India (EXIMBank), thc Export Credit and Guarantce Corporation of India
(ECGC) and the National Bank for Agriculture and Rural Development (NABARD) which
supports agro-industry.  Thesc all-India financial institutions arc supplemented by state-level
financial institutions such as the State Finance Corporations (SFCs) and the State Industrial
Development Corporations (SIDCs).

The IDBI is the largest development bank in India. Its sanctions and dishursements in 1993/94'
amounted to Rs 129.4 billion and Rs 81 billion, respectively. Also, very rapid growth was rccorded’
by the ICICT whose sanctions increased from Rs 5.1 billion in 1983/83 10 Rs 7.3 billion in’
1993794, whilc its dishursements increascd from Rs 3.3 billion (o Rs 44.3 billion over the same
period. The sanctions and disbursements of the financial institutions arc prescnted in Table 1123,
Over the ten-vear period ending in 1993/94, there was an almost lcnfo[d increase in the sanc(ions:
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of the all-India financial institutions. reaching a level of Rs 4236 hillion.  Disbursements also
increased fron Rs 28.0 billion in 1983/84 to Rs 262 billion in 1993794,

The development banks provide direct assistance largely in the form of projeat loans. both in
rupees and in foreign currency. Indirect assistance in the form of refinance and bill rediscounting
is also provided by the IDBI and SIDBIL. The investment institutions make direct subscription to
shares and debentures and privately placed debentures. undertake underwriting, and provide
special deposits and loans.  Their investments in the corporate sector aceount for about 40 per
cent of their portlolio, the rest being taken up by government securitics, bank deposits, and other
investments in banks.

New institutions

In the late 1980s the financial sector changed with the introduction of a new set of institutions to
scrve the increasing necds of commerce and trade in the arca of venture capital. credit rating,
leasing, cic. The Technology Development and Investment Corporation of India (TDICT) was sct
up to provide venture c_pital 1o new technology-based enterprises and entreprencurs. The Risk
Capital and Technologe Finance Corporation was cestablished to provide risk capital to new
catreprencurs and to technology-based ventures. Infrastructure Leasing and Financial Services was
established to support infrastructure projects such as roads. power and telecommunications, and
to provide leasing services for capital asscts relating to infrastructural requirements and large
projects. Technology Davelopment and Information Company of India was sct up to strengthen
the hase for venture capital particularly 10 new technology-based comparies promoted by new
cntreprencurs.

Towards commercial orientation for raising funds

Historically, the financial institutions have depended largely on Goverament for support.
Mobilization of funds by these institutions was helped by a svstem of large statutory liquidity
requirement for commercial banks. It forced the hanks to invest a high proportion of their
deposits in government securitics and other “approved” sceurities, the latter category involving
some ailocation in favour of financial institutions.  This access has been progressively reduced in
recent vears with the implementation of the financial sector reforms and the conacquent steady
reduction in the mandatory statutory liquidity requirement.

Of late. the institutions have been encouraged (o raise their own funds from the market.
Borrowings at market rates of interest accounted for 34 per cent of IDBIES 1otal borrowings in
1992/93, comparced with 32 per cent in 1991792 and an average of less than 15 per cent in the
1980s. The Industrial Finance Corporation of India was converted into a company in 1993. The
company made its maiden public issuc of Rs 5.5 billion in December 1993, A similar move
scemed subsequently to be under consideration for the IDBI. The 1CICH has been in the private
scctor all along with participation from overseas bilateral and multilateral financial institutions.

With a view 1o generating competition among the financial institutions, the formal system of
consortium finance has been abandoned under the New Econonsic Policy regime, However, the
limitation imposcd on individual financial instituzions by the prudential norms in the form o a
ceiling on lending 1o any individual borrower has meant that for large projects a system of
informal loan syndication has replaced the old formal consortium regime.  Loan agreements of
the financial institutions with privatcly managed firms were carlier required to provide for the right
of the financisl institution to convert the loans into cquity. In August 1991, the institutions were
permitted not to insist on this provision in future loans and subsequently were also permitied to
delete the provision from past loans, ‘
|
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Table 1123. Sanctions and disbursements of major industrial financial institutions, 1983/84-
1993/94, selected years
(Rs billion)

1983/84 1987/88 1993/94
Sanctions Disbursements Sanctions Disbursements Sanctions Disbursements

1061 23.2 17.7 5.8 36.1 129.4 81.0
1cIcH 5.1 3.3 12.3 7.7 87.3 a3
IFC! 3.2 2.2 0.3 6.6 398 21.3
IR8] 0.7 0.4 1.9 1.0 4.3 1.9
SFCs 6.4 4.4 1301 9.4 . .
SIOCs 3.6 2.4 6.4 as . .
SI0BI - X - : 3302 26.4
LTI 1.7 1.4 9.7 7.1 87.7 66.0
LIC 1.7 1.4 1.8 34 16.6 7.9
GIC 1.1 0.8 1.0 1.0 8.2 3.8
SCICI - X 1.4 0.5 17.0 10.1
Other . - 0.08 0.04 2.0 1.2
Tota1®/ 30.5 28.6 9.7 69.5 423.6 261.9

Source:  Industnal Development Bank of India.

IDBE: Industnal Development Bank of India

ICICI:  Industnal Credit and Investment Corporation of India
IFCH Industnial Finance Corporation of India

IRBL: Industnal Reconstruction Bank of India

SFCs: State Finance Corporauons

SIDCs:  State Industnal Development Corporations

SIDBL:  Small Industnes Developmen: Baak of Indiz

[0y Unit Trust of India

LIC: Life Insurance Corporation of India

GIC: General Insurance Corporation of India

SCICE:  Shipping Credit and Invesiment Corporation of India

a/ Net of inter-institutional flows.

In recent years the trend has been towards a cafeteric. approach whereby a particular financial
institution is not bound narrowly to only one set of industrial activities but is frec to enter new
arcas and offer a whole range of services. Thus, mutual funds hke the Unit Trust of India have
sct up commercial banks. Dievelopment banks like the ICICI have entered into joint venture
collaboration agrecements with international merchant banks, and the ICICI is also setting up a
commecrcial bank.

The capital market

The capital market has been an important source of finance for industry especially in recent years.
India has a long cxperience with the stock market, the Bombay Stock Exchange being over a
hundred years old. However, as recently as 1980 the total volume of resources mobilized from
the capital market was only Rs 2 billion. The Controller of Capital Issucs in the Ministry of
Finance decided on the price and quantum of capital issucs as well as their timing. By 1984/85
the resources raiscd by the capital market increased to Rs 8.6 billion, and since then there has
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been a virtual explosion, the volume of funds raised reaching Rs 218 billion in 1993/94. The
securities scam of 1992 exposed many weaknesses of the system in coping with the fast changing
requirements of the time. A Securities and Exchange Board of India (SEBI) is now functioning
to provide a fair, transparent and effective regulatory structure for the continued expansion of the
capital market, while the office of the Controller of Capital Issues has been abolished. The
National Stock Exchange of India (NSE) was set up in April 1993 to function as an exchange up
to international standards. With a fully automated screen based trading system, the NSE
commenced operations in June 1994, The Securities Trading corporation of India (STCI) has also
been sct up to develop an active sccondary market in government securities and public sector
bonds.

A significant development during 1997 ‘94 was that for the first time the amount raised in equity
was higher than the amount raised in debt (see Table 11.24). An Over the Counter Exchange of
India (OTCEI) has been established, along the lines of NASDAQ to enable small companies and
entrepreneurs to access the capital market. Within a short period of seven years since the first
public sector mutual fund was sct up in 1987, mutual funds have become a major force for
channclling savings, particularly of small investors, into the capital market. At present, there are
15 domestic mutual funds (not including the UTI which is a mutual fund-cum-investment
institution) of which seven are in the private sector. They have mobilized over Rs 100 billion for
investment in the capital market. The UTI itself has mobilized over Rs.500 billion. In addition,
there are five offshore mutual funds which have already invested $550 million in the Irdian capital
market. Several new private sector mutual funds, domestic and foreign, are in the pipeline.

The growth of the capital market since 1985 has provided a new avenue to Indian companices to
raisc resources. This is in contrast to the experience in the carlier period when development
financial institutions nronded the major share of industrial finance. In 1991/92, share capital
accounted for 45 per cent of the project cost of companies issuing capital as opposed to only 19
per cent in 1980/81 (scc Table 11.25). The Eighth Plan cnvisages that the private corporate sector
would raise close to $20 billion from the capital market during 1992-1997. This should finance
about 45 per cent of the projected investment of the private scctor during this period.

Table 1124, Capital raised by non-government public limited companies, 1980/81-1993/94,
selected years
(Rs billion; percentage sharces of cquity and debentures are given in parentheses)

1980/81 1985/86 1989/90 1990/91 1991/92 1992/93 1993/94

fquity 0.9 3.6 10.6 9.0 12.6 88.0 114.7
(47) (33) (19) (23) ' (23) (47) (53)

Pebentures 1.0 7.4 46.6 30.6 . 43.0 98.9 103.5
(53) (67) (81) (77) (77) (53) (47)

Convertible .. . 42.5 23.0 4.7 76.0 75.6
Nonconvertible .. . 4.1 7.6 8.3 22.9 27.9
Total 1.9 11.0 57.2 39.6 55.6 187.0 218.3

Source:  Reserve Bank of India and PRIME
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Table 1125, Project financing of companies issuing capital, 1980/81 and 1991/92
(Rs million: figures in parentheses are percentage share)

1980/81 1991/92

Loans 1,401 15,699
(36) (36)

Share capital 738 19,686
(19) (45)

Debentures ‘bonds 638 6,528
(16) (15)

Reserves and surplus 1,111 1,398
(28) (3)

Total 3,937 44,016
Number of companies 121 159

Source:  Resenve Bank of India

A number of credit rating agencies have sprung up to rate debt instruments. New instruments like
commercial paper are being used by the better rated companies. The outstanding issues of
commercial paper have risen from Rs 0.6 billion at end-March 1993 to Rs 2.6 billion at mid-
October 1993,

In 1993 for the first time foreign institutional investors (FlIs) were allowed to invest in the Indian
capital market. There are 259 FIIs with over 200 broad-based institutional funds under them
which have registered with SEBL In 1993794, the Flls invested $1.6 billion in the Indian capital
market. In April-November 1994 (he FlIs have aircady invested $1.25 billion.  The short-term
{maturity of less than one vear) capital gains of the Flls are taxed at 30 per cent, while the long-
term capital gains are taxed at 10 per cent. Dividend paymenis are subject to a tax rate of 20 per
cent.

Indian companies are also raising cquity overscas through the issue of both foreign currency
convertible bonds and ordinary shares via the global depository receipt (GDR) mechanism. In
1993/94, about $980 million of such bonds and another $1.5 hillion of GDRs were raised in the
international capiial market by Indian companics.  In May 1994, the government policy with
respect to the convertible boads became restrictive; they were allowed only for the purpose of
repayment of existing foreign loans. As a result, during April-November 1994, Indian companics
raised $1.33 hillion in GDRs and $102 million in convertible bonds.

Increasing dependence on the capital market

There is no question that Indian industry has moved away from exclusive reliance on kanks and
development finance institutions and has made substantial borrowings from the capital market.
In 1992/93, dishursements of all-India financial institutions totafled Rs 229 hillion, In the same
vear Indian companies raised over Rs 200 bhillion from the capital market. The nature of these
cepital market borrowings has also changed significan'ly. While 65 per cent of the capital raised
from the capital market in the 19808 was in the form of debt instruments since 1992 Fifty per
cent of the capital raised has been in the form of cquity.  Even within debentures, convertible
dehentures account for about two-thirds of the total debt capital raised in that perind. Al this
suggests 4 broad-basing of owncrship patierns and a shift from closely-held companics to more
widely-held companics.
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In view of the increasing dependence on the capital market to meet the sequirements of massive
investments for building and modernizing the industrial and infrastructural sectors of the cconomy.
efferts are being made 1o create a market for debt instruments similar to that exsting for cquity
instruments. This will decpen the capital market and offer wader choices to investors. One of the
major objectives of the receatly established National Stock Exchange is to faailitate nationwide
screen-based trading in debt instruments so as to impart liquidity to investors.

A feature of Indian industry has been the substantial holding of the equity of private companices
by the public sector financial institutions. To the extent that the financial sector holds subs<tantial
corporate cquity and the financial institutions are in the public sector, the corporate sector fears
government interference.  On the other hand. many outside the corporate circle feel that the
Government has not utilized the feverage provided by such farge equity sharcholding in influencing
corporate decisions.

J. iNDUSTRIAL SICKNESS AND RESTRUCTURING

Industrial restructuring is crucial to the success of the ongoing cconomic reforms in India. With
the opening up to forcign trade and investment and wath greater competition e the cconoms. it
v accessary for domestic firms (o adapt and restructure themselves so as 1o cope with the acw
challenges and manage the consequences of competition and technological change. The backlog
of industrial sickness in Indian industry makes the task that much more difficult. The cnormeus
resources that are locked up in sick industrial units, particularly in industries such as textiles and
engincenng. need to be released so that they can low into new seatures to gencrate profitable and
productive avenues for emplovment.

The magnitude of industrial sickness

Large scgments of Indian ndustey are sick in the sense of being persistently loss-making and
unable 10 service their debts. The dimensions of this sickness can be gauged from the fact that
in 102 there were over 200 large- and medium-size enterprises in the private sector which were
classificd as sick with Rs 84.3 hillion of bank credit locked up tn them (see Table 11.20). In
addition, 4 quarter of a million units in the small-scale sector were sick with bank credit
outstanding of Rs 31 hillion. The share of bank credic to sick umits as a proportion of total bank
credit increased from 15 per cent in 1982 10 17 per cent in 1992 for small units. For large and
medium units, the share was constant at I8 per cent. The textile industry and the engincering
mdustry are the two major defaulters accounting for close to 30 per cent and 235 per cent ofithe
bank credit outstanding, respectivels, and the chemical industry for another 10 per cent. The
balance s spread across indostries Tike paper, sieel, jute and sugar.

Sickness is also g problem in the public sector. In 199293 tor example. there were over
hundred loss-making enterprises owned and operated by the central Government. making losses
of close 1o Re 40 billion. (! these 3% were chronic loss-making enterprises which would be
considered sich by any ceonomic eriteria. The accumubisted Josses of these enterprises amount (o
R« 99 billion which was more than three tmes ther paird up capital of R 30 bilhon. In addition
to the Toss-mashing units in the central public sector, there were around 300 enterprises owned and
operated b the state gosernments which have o cumulatine Toss of oser Re 20 billion acainsg g
pasd-up capital of R< 23 billion. This docs aot incdude the State Electricity Boards or the State
Transport Undertakings which make Lirge Josses in muost states. ‘
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Table 11.26. Industrial sickness indicators, 1982-1992, sclected years

Number of units Bank credit outstanding {Rs billion)
Large and medium Small Large and medium Small
1982 1,622 58,551 20.0 5.7
(2.7) (97.3) (77.8) {22.2)
1984 1,832 91,450 27.6 8.8
(2.0} (98.0) {75.8) (24.2)
1986 1,964 145,776 35.7 13.1
(1.3) (98.7) {73.1) (26.8)
1988 2,011 240,573 85.7 21.4
(0.8) (99.2) (72.2) {217.8)
1990 2.269 218,828 69.2 23.3
(1.0) (99.0) (74.0) (26.0)
1992 2,149 245,575 84.3 31.0
(0.9) (99.1) {(73.1) {26.9)

Credit to sick units as percentage of credit to the sector

Large and medium Small
1982 18 15
1992 18 17

Source:  Mumstey of Finance. Economuic Sunev (vanous issues).

The framework for rehabilitation

The persistence of sickness as a phcnomenon is 1o be explained largely in terms of a legal
framcwork in which non-performing industrics are not closed down automatically. Paolitical
sensitivity about loss of jobs which could result from closure or drastic labour reductions n sick
units has made it difficult for sick units to exit or to restructure. In 1986 the Sick Industrial
Companics Act (SICA) was enacted to address the problem of industrial sickness in a novel way.
Sick units were defined as thosc that had eroded their net worth fully and had heen making cash
losses for two years in a row. These units were automatically referred 1o a statutory Board for
Industrsal and Financial Reconstruction (BIFR) which was assigned the task of determining
whether a viable restructuring programmce could be worked out. The BIFR is a ten-member
quasi-judicial hody which cxamines cach individual sick company, “hears™ cvidence from labour,
management, banks and so on, asscsses the potential viability of the unit bascd on advice from a
designated financial insticution which has studicd the financial viability question and then
recommends a,course of action such as rehabilitation/revival, merger, closure or winding-up.
Since its inception, the BIFR has cxamined about 1,200 private companics. Of thesc, revival and
rchabilitation schemes were approved for 415 companies and winding up was recommended for
242 companics. The latter are now with the High Courts awaiting liquidation proccedings. Fifty
chronically loss-making public enterpriscs have also heen taken up by the BIFR for dctailed
scrutiny and in the case of three of these conipanics winding up orders have been issued.

The cffectiveness of the BIFR in facilitating the process of industrial restructuring has been rather
limited.  First of all. the BIFR comes into the picture at a fairly advanced stage of sickncss
hecause of the way sickness has been defined and the way provisions have been laid down for
firms to approach the BIFR. Since established firms typically have financial losses for three to five
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years before their net worth is fully eroded, by the time they come under BIFR purview, they are
alrcady cascs of advanced sickness. Incipient sickness is rarely dealt with pm:acti\tly'5 h

A major handicap in the functioning of the BIFR is that its powers are not mandatory. There is
another Appellate Tribunal which the aggrieved partics can approach in case they have any dispute
with the BIFR recommendation. In about 50 per cemt of the cases where winding up has been
recommended. the original owners have approached this Appellate Tribunal questioning the BiFR
conclusions. Tkc winding-up procedurcs are also complex and time-consuming. They are
managed exclusively by couri-appointed official liquidators. The Report of the Inter-Ministenial
Working Group on Industrial Restructuring (1992) has highlighted the malfunctioning of the
system for liquidation and recommended the use of independent liquidators. A legislative change
will be required to set up separate winding-up tribunals to speed up the process of liquidation.

The Industrial Disputes Act is another significant hurdle to the process of smooth industnal
restructuring. Under the provisions of this Act a company employing more than 100 workers has
to apply for prior permission to the appropnate state government before it can cither retrench
labour or close down its non-viable opcrations, althvugh companies falling under the punicw of
the BIFR are cxempt from this provision. Nevertheless, the basic issue of the nced for some
flexibility for rcirenchment while at the same time protecting the interests of labour, e,
“adjustment with a human face™ remains. At present a worker is entitled to up to 30 days of wages
as benefit for every year of service by wav of gratuity and compensation. The option of providing
the severance benefit in the form of an annuity scheme is under consideration as is that of raising
the cut-off imit for prior permission from companics with 100 workers to companics with 300
workers.

In February 1992, the Government established a non-statutory National Renewal Fund (NRF) 1o
provide assistance to cover the cost of retraining and redeployment of labour and also provide
compensation to labour affected by industrial restructuring. Initially, the NRF is 1o deal with the
public sector although there is provision for extending its scope to the private scctor as well.

Since it was cstablished, the NRF has been allocated about Rs 18.5 bellion from the central budget,
out of which Rs 13.5 hillion has been spent on voluntary retirement schemes for the central public
sector.  About 70.000 workers had availed themsclves of such schemes by Scptember 1994,
Another Rs 1.7 billion has been spent on mecting the working capital requirements of the public
se stor National Textile Corporation. The National Textiles Corporation, a central Government
undertaking which has the portfolio of 49 sick textile mills taken over by the Government at
various points in time, has ncgotiated a package with labour whereby 35000 workers have been
retrenched. There have also been mergers of a few mills as part of the restructuring excreise.
Overall, the Fuad has been utilized largely for voluntary retirement compensation and only a
limited beginning has been made in setraining and redeployment.

K. INVESTMENT IN TECHNOLOGY AND HUMAN RESOURCE
DEVELOPMENT

Science and technology have been an extremely important part of the national plinning endeavour
in India cnjoying political patronage at the highest levels. with the Prime Minister always being
the Minister for Scicnee and Technology, India had close 10 3.5 million science and technology
peesonnel in 199 compared with 1.8 million in 1980, The annual out-turn of scientific and
technical personnel from institutions of higher learning in India is now close 1o a quarter of a
million. In 1992/93, India’s total R&D expenditure was 083 per cent of GNP compared 1o an
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average of 0.64 per cent for all developing countries. A substantial proportion of this expenditure
was on defence and acrospace.

Industrial sector investment on rescarch and development constitutes just over 23 per cent of the
national R&D cxpenditure, amounting to about 0.6 per cent of the sales rnover of Indian
industry. This investment has taken place in 1.361 R&D establishments, of which 177 are in the
public sector and 1.184 in the private sector. The public scctor accounts for almost 43 per ceat
of the R&D spending. A recent study has analyzed the evidence from Indian private firms to
conclude that firms gain significantly from the aggregate spillover of R&D capital in all
industries.'®

Incentives and promotion of research & development

The central Government has been operating a scheme since 1973 for granting recognition to
private and public funded laboratories as well as in-house R&D units in the industrial sector.
Under this scheme. fiberalized import facilitics are provided for the purchase of equipment.
componenis. raw malcrials. etc.. necessary for carrying out R&D work. For some years. a
weighted tax deduction scheme was also in place to encourage industry to invest in R&D. The
«cheme. however is applicable only when the company sponsors research and development in
dusignated laboratorics. universitics and engincering institutions.

The laboratories forming part of the Council for Scientific and Industrial Rescarch (CSIR)
constitete an important component of the industrial R&D system.  These laboratorics were
established in the 1930s and 1960s in the hope that technology would be “pushed” into the
production system from them. Barring a few instances like chemicals. pesticides. catalysts and
[cather. however, this push has not taken place. The general perception in industry has been that
the CSIR is far removed from the market place and while it may do good scientific work. much
of its work is not ready or is not cconomically and technically fit for commercialization. The
functioning of the CSIR has been reviewed by a sumber of commiticees. the most receant being in
19%6. These commitices have identified Tack of user involvement, lack of engincering orientation
in the faboratorics. lack of coupling hetween engincering design companics and the laboratories,
and the lack of adequate pilot plant and demonsiration facilitics as major factors which have
hampered the cifeetiveness of the CSIR.

In recent vears, a realization has emerged that for investments in R&D 1o be cffective in
improving products and processes. they must be carricd out in the place where the results of R&D
will ultimately be used. i.c.. the firm. In recent years, the Government has followed o policy that
forces the CSIR to carn at least one-third of its funds from its users. This has forced & market
discipline on the CSIR 1o eatablish linkages with users both in the private and public scctors  As
competition increases. Indian companics will themsclves begin to see R&D anvestments as an
Jlement of competitive strength.

Since 45 per cent of R&D expenditure is incurred in the arcas of defence. space and atomic
encrgy. the Government has been concerned with eohancing the spin-offs from these mvestments,
Laboratorices such as the Defence Rescarch and Development Organization (DRDO). the Indian
Space Rescarch Organization (ISRQO) and the Depariment of Atomic Encryry (DAE) assume
sienificance in this context. The DRDO accounts for about 25 per cent of RAD cxpenditure,
ISRO for 10 per cent and the DAE for another 10 per cent. Attempts are being made 1o
encourage technology transfers between defence. space, and atomic energy. on the one hand. and
the aviation industry on the other. ISRO has recently established a company to promote such
technology transfers.
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Liberalization of technolegy imports

In the 1980s. while there was liberalization in the imports of embodied technology tn the form of
capital goods. a restrictive policy on the imports of know-how. designs and drawings and basic
cngineering continued. The net result was that India’s payments for embodicd technology were,
on an average, almost ten times the pavments for disembodicd technology throughout the 1980s.
This was most unlike the ratios prevailing in countrics like Brazil, Japan, and the Republic of
Korca.

The 1991 industrial polic removed all barriers to Indian firms acquiring full packages of
technology from abroad on a continuing basis. Entreprencurs are free to import technology - Poth
cmbodicd and disembodicd - without having to get government clearance. The regalatory agency
which cxamincd al! technology import applications from the viewpoint of “essentiality” and
“indigenous avail:" oy - the Directorate General of Technical Development (DGTD? - has been
disbanded.  With ancreased foreign cquity it is also likely that Indian companies will have
continuing acce  » technological developments world-wide.

‘The determinants of technological strength

Technological imrovation and development is no longer seen as a matter of RXD expenditure
alonc. Increasingly, innovation is being scen as an outcome of an economic policy epvironment
which fosters competition. growth and investment.  Firms themsclves are realizing that together
with R& D, investments in design capability and systems engineering, technological strength ix also
attained through quality consciousaess and traimng of the workforce. The example of a medium-
sized Indian company which has recentlv won a contract to supply radiator caps to General Motors
on the basis of its technological strength has 'not been lost on Indian industry. The company s
not & major investor in formal R&D but has 'siressed good manufacturing practices. It was the
first Indian company to recenve the 1SO X0 certification.

The role of higher education

The enrolment in higher education and out-turn of scientific and technical personnct from India’s
centres of higher education is quantitatively impressise, but its composition docs aot appear to
match India’s emerging requirements and ambitions. Earolment in higher cdecation in 1'01 792
was about 4 6 milhon, of which roughly one-third were women. Scienee accounted for 20 per cent
of this enrolmznt and engincering technology for another 3 per cent, while the everwhelming
majority was in arts, commerce and faw. Out of the total out-turn of SKT personnei of 232000
from universitics in 1989, the latest vear for which data are available, over S0 per cent had the very
basic Bachelor of Scicnee (B.Sc.) degree. OF the out-turn of 93000 eagincering degree diploma
holders, nearly 50 per cent were those hc‘lun‘uing to the cnil and mechanical cnmincecening
disciphines. As Indis's industrial structure diuﬁrsiﬁcs and deepens. there will be need Jor g ereater
out-turn of technical personnel in other specishized disciphines,

Resources have flowed into the creation of u:ni\crsilics. inshitutes of enginceringe and 1echnolom
and lsboratorics, but the foundations of the struciure have not been moderized. In recent sears,
the Government has been implementing o World Bank project tor the uperadime and revamping
of the industrial training institutes. But mare nceds 1o be done by indussy stselt to uperade the
quality of the workforee at the in-take lesel and abso expand the Lacihities for traninge and providing
shills. About 43 per cent of the cut-tarn of the sacntific and technics! manpower s lrom prisaic
mstitutions, Industry’s involvement with higher and technical education will necessanily have to
increase, given the government policy (o increase its support to priman cducation
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Product patents

India has had a patents regime which does not coofer product patents in the area of
pharmaceuticals, chemicals and food processing. With India having signed the Uruguay Round
Accord at Marrakesh in April 1994, the Patents Act of 1970 will have to undergo major changes
in relation to product patents. life of the patent and the scope of the compulsory licensing. At the
end of 1991792, there were over 10.000 patents in force. of which only about 12 per cent were
Indian. About half of the patents taken by forcigners belong to the United States. Other
countrics which have significant patenting activity in India are Germany and the United Kingdom.
Historically. Indian laboratories and companics have not paid much attention to patenting, but with
increased competition, increased investments in R&D, and with changes in the Patents Act. this
situation is bound to change. For this, there will nced to be a major upgrading in the
administration of patcnts.

The 1993 technology policy statement

A technology policy statement was issued by the Government in 1993, The statement sets a target
of spending for rescarch, development and engineering (R.D&E) at 2 per cent of the GNP by the
vear 2000. It calls for a substantial increase in private sector contribution to national R D&E
expenditure through incentives and other measures. It suggests a consortium approach to bring
user and developers of technology for goal-oriented programmes and new product process
development. It recommends technology support and services for major export-oricnted industries
like keather and textiles. and for industries where environmental considerations are important. It
highlights the need o improve the quality of mranagement of R&D institutions.  Finally, it
proposes mission-oricnted projects in critical areas. As a follow up to the statement, a few mission
projects in the arca of sugar and leather have been identificd and are under implementation.

L. ENVIRONMENTAL ISSUES

Growing environmental consciousness

Environmental consciousness in India has increased parallel with a rise in pollution intensity in
industry due to structural change towards more polluting industrial sectors, the application of
outdated technologies and modest compliance with environmental regulations.  Highly polluting
industrics have substantially increased their share in manufacturing value added. especially those
industrics gencrating hazardous and toxe wastes. These include clectricity, chemicals, petroleum
refimng, basic metals. non-metallic minerals. paper and leather. As these industries are cspecially
hazardous to health through water and air pollution, there is an urgent need for proper facilities
tor treatment and disposal of the growing volume of hazardous wastes emanating from these
mdustrics. Enavironmental compliance with emission and pollution control standards has been
slow, particularhy in small-scale enterprises and older establishments due to financial, technological
or managerial constraints. In 107 less than hall the plants operating in major polluting mduxtrlu
complicd fully with cmission standards or had fulls operational effluent-treatment plants.)” (see
Table 11.27)

Two landmark cveats that did much o foster environmental consciousness in Indian industey were
the Bhopal gas tragedy of 1954 and the Olcum gas leak in Delhi in 1985, The Bhopal disaster
which involved the Teab of 1oxic material from o plant owned by @ transnational corporation,
resulted an thousands of deaths and injurs 1o tens of thousands of people.  Environmental
consaousness has abo grown with the realization that standards used in the importing countrics
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could hurt India’s exports. This has been experienced already in the case of leather sxports to
Germany.

Table 11. 27.  Status of pollution control in identified polluting industries

Percentage of

Industry and particulars of compliance Number of plants total
0il industry 12

Plants complying with effluent and emission standards 6 50.0
Fertilizer industry 110

Plants complying with emission standards only 49 44.5
Thermal power plants 25

Plants complying with emission standards 25 35.7

Plants complying with the standards of ashpond effiuents 33 47.0
Integrated iron and steel plants 7

Plants partially complying with effluent and emission standards 6 85.7

Plants not complying with emission standards 1 4.3
Cement industry 94

Plants complying with emission standards 62 66
Pulp and paper industry 336

Plants having fully operational ETPs 180 35.1

Plants having partially operational ETPs 31 14.6
Sugar industry 365

Plants having fully operational ETPs 180 49.3

Plants having partially operational ETPs 31 8.5
Distillery industry 176

Plants having fully operational ETPs 74 42.0

Plants having partially operational ETPS 32 18.2

Source: B. Bowonder and B. Venkata Rao (Environment and Industnalization in India). World Resources Institute,
Washington/Hyderabad. January 1'%,

Note: E“TP means effluent treatment plant.

Institutional framework and ecological norms

Indiz has an claborate legal framework for environmental protection. After the United Nations
Conference on the Environment held at Stockholm in 1972, India enacted many laws and
regulations including the Wildlife Protection Act (1972), the Water (prevention and control of
pollution) Act of 1974, the Forest Conscrvation Act (1980), the Air (prevention and control of
pollution) Act of 1981, the Comprchensive Environment (protection) Act of 1980, the Motor
Vcehicles Act (1988), the Public Liability Insurance Act (1991) and a notification on the Coastal
Regulation Zone (1991). These Acts are implemented by a Central Pollution Coatrol Board and
various State Pollution Control Boards. In addition, two policy statements were issued in 1992 -
one on abatement of poliution and the other on enviconment and development. India is also a
signatory (o global regulatory regimes on ozone depletion and climate change.

The Ministry of Environment and Forests in the central Government is the primary government
agency responsible for environmental protection. [t receives technical support from the Central
Pollution Control Board which makes policy and scts minimum national standards. State Poliution
Control Boards implement these norms and standards.  Togethes they monitor compliance.
Growing activism on the part of these Boards is reflected in the fast growing number of court
cases launched under the Water and Pollution Control and Presention Acts. Such cases increased
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from 2,000 in 1987 to over 6.000 in 1993. Violations of laws and ordinances in the ficlds of water
2nd air protection are punishable by fines up to Rs 5,000 and/or imprisonment up to three
months. Violations of the omnibus Environment Act may be punished by fines up to Rs 106,000
and/or imprisonment up to five vears. Penaltics in the cases decided in favour of Government
have involved either imposition of fines or a restraining order. Prison terms for violators have
typically not bzen enforced. The fines currently specified in the legisiation are also very low when
compared to the costs of ecological compliance. The monctary penalties are not commensurate
with the costs avoided by non-compliance. There is also heavy reliance on criminal as opposed
1o civil or administrative law. This increases time and money costs for all partics.

The 1992 policy statement on environment and development faid down a mix of regulatory and
promotional measures which would be taken to integrate environmental considerations with
industrial growth. These include incentives for clean technologies. adoption of the “polluter pays
principle, introduction of an environmental audit. public hability insurance. ctc. The 1992
statement on the abatement of pollution called for a review of existing standards based on the
concentration of pollutants in effluents and in emissions. The statement suggests a revision of
these norms to lay down source-related and mass standards which will set specific limits to
encourage the minimization of waste, promote recycling and reuse of the matertals, as well as
conservation of natural resources, particularly water.

The 1994 notification on impact assessment identifies 29 industries which require environmental
clearance from the central Government. These industries are listed in Annex C. A company
desi:ing to undertake any new project or the expansion or modernization of any existing facility
in these listed industries/sectors has to prepare an environmental impac,  assessment
report/environmental management plan and submit this to the Ministry of Environnient and
Forests. The notification stipulates that the decision of Government will be forthcoming within
120 days and that the clearance when granted will be valid for five years. Half-vearly monitoring
and compliance reports are also stipulated. In addition, there are 45 industries/scctors that
require approval from the state governments.

Fiscal incentives for ecological compliance

Fiscal incentives have heen used in recent years to encourage the wider adoption of pollution
control cquipment. These include accelerated depreciation, lower excise and import dutics and
sales tax rebates on a wide array of pollution control equipment. Capital gains arising out of
relocation of industry and consequent reduction of industrial pollution are exempt from capital
gains taxation. Less than 10 per cent of the facilities (numbcering over 1,500) in 17 highly polluting
industrics had installed pollution control equipment as of 31 December 1991, By 31 December
1993, over 65 per cent of these facilities had installed the necessary equipment, although the extent
to which these industrics are actually in compliance with emission and effluent standards is not
known.

A problem arca in industrial environmental management is small-scale indastry. The wav small-
scale is defined in India and the manner in which fiscal concessions are offered makes it
impossible for small firms to invest in pollution control. If they did. they would cross all threshold
limits for fiscal benefits. Concerned about this problem, the Government announced i separate
scheme for tne adoption of clean technology in the small-scale sector. This scheme has two
components. The irst relates to the establishment of common effluent treatment plants in existing
clusters of small-scale industrics where the central Ghears 25 per cent of the cost of the plant with
a matching contribution by the concerned state government. The balance is expected 1o come as
cquity contribution from the industrics and from loans from financial institutions.  Thirty such
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plants have been approved. although only five had been built by September 1994, The second
component of the scheme relates to R&D for clean technelogies which will benefit the small-scale
scctor directly.  Under this component, financial assistance is provided for development and
demonstration projects either by an individual company or by a consortium.

M. THE ROLE OF TECHNICAL COOPERATION

India is a major recipient of both multilateral and bilateral financial and technical assistance in
Asia. Total external financial assistance to India accounted for about 10 per cent of the Seventh
Plan outlay for development activities. Technical assistance. however, constituted less thar 1 per
cent of the Plan outlay. Despite its modest size. external assistance in India is seen as an effective
means of fostering the process of industrialization. The fourth UNDP Country Programme ( 1990-
1993} has now been oxtended to 1997 with a view to synchronizing the future country programmes
with the country’s five vear plans. The avenues of multilateral cooperation are identified on the
basis of crucial technical cooperation needs and sectoral prioritics.

The mid-term review of the Fourth Country Programme for India revealed that in agriculture, the
main focus has been on the transfer and application of modern technology to improve productivity.
Notable progress has been achieved in biotechnology rescarch for plant improvement, development
of low-cost bio-fertilizer, and management of water and land resources. A national environment
action programme and a national forestry action programme in support of sustainable development
arc under way. Initiatives in organic farmu:z and integrated pest management is also being
actively pursued.

In the industrial scctor technical cooperation mputs are being directed towards enhancing
productivity and competitivencess, with an accent on technology transfer. This is partly due to the
large number of technology-oriented proiccts carried over from the previous Country Programme
and the continued priority accorded to 1ccanology and building-up rescarch and development
capabilitics in order o cnhance productivity, optimize the use of raw materials and upgrade
product quality. Capacity-building cfforts have hitherto focused on institution-building and the
implementation of national programmes. UNDP assistance to small-scale industry has focused
on productivity, quality improvement. income-generation and employment issuces.

Although institutional capabilities in specific arcas have 1o a large extent been established or
cnhanced, their commercial viahility continues to be a major problem. Accordingly. the focus of
the technology-related technical cooperation projects needs 1o be shifted trom institution-building
to linkage-building. from provision of high-tech cquipment to human resource development and
from a supply to a demand-driven approach. Hence, efforts are under way to encourage industry
participation in the formulation, management and cost-zharing of technical cooperation projects.

Sume of the issues that need to be addressed in the arca of energy, natural resource management
and the cavironment are similar 1o those of industry. The building up of the capacity to harness
encrgy from fossil fucls and non-conventional resources has emphasized 12chnology transfer and
human resource developmoent in such arcas as reservoir engincering and enhanced oil and gas
recovery techniques. Priority is heing given to encrgy conservation. One of the facets of UNDP
advocacy of ceological comphiance rolates to the support gives to environment-oricnted non-
goverament organizations, the initiation of policy dialogue, the organization of conferences, and
support for publications on important cnvironmental issues. While the transport scetor needs
substantial external assistance 1o cnsure energy ¢fficient .rt environment-[fricndly means of
passenger and freight transport, the telecommunications segment needs greater participation of
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private industry in the provision of telecommunications equipment and specialized services.
Substantial technical cooperation inputs will need to be dirccted towards enhancing private sector
participation in telecommunications.

Export promotion warrants special atte wtion. The UNDP Programme approach has only recently
included export promotion as a major component of technical assistance. Technical assistance to
the leather and jute industries accords top priority to the development of new export products, the
improvement of quality and productivity and the preparation of export marketing plans and
strategics. Being the main engine of export growth, the private sector, particularly small and
medium enterpriscs, merils specia’ atication in the context of the current economic reforms. In
collaboration with chambers of con.merce and industry associations, several initiatives have already
been taken to generate awarencss of the new policy environment, facilitate interaction with
industrialists from other countries, with a view to dovetailing the experiences of their counterparts
and p-omoting foreign direct investment. Exiensive use has already been made of the United
Nations International Short-Term Adwvisory Resources (UNISTAR) and Transfer of Knowledge
Through Expatriatc Nationals (TOKTEN) programmes in the transfer of technological know-how,
particularly for the benefit of small and medium erterprises.

Technology and invesiment play a vital role in industrial growth and integration into the
international economy. Foreign technology and investment inflows are not only to be considered
in terms of individual contracts but also in terms of the creation of a national capability to access
such inflows and utilize them effectively. A wide ranging approach to technology and investment
is nceded thut will not only attract and retain such inflows but also make optimum use of them
for the domestic cconomy. It is in this context that UNIDO could assist in investment and
techrology transfer by serving as a focal point of industrial technology: a global source of industrial
information and an honest broker for industrial co-operation.

The mid-term review of the Fourth Country Programme argues that in consolidating technical
cooperation assistance particular attention should be given to:

(i) alleviating poverty,

(i) bringing the benefits of technological advances within the reach of the poor and blending
modern with traditional technologics;

(iii) shifting projects oricnted towards rescarch and development to building linkages hetween
producers and uscrs of knowledge:

(iv) sceking technical assistance for large capital-intensive projects from the supplicrs of the
capital required;

(v) focusing UNDP technical cooperation in the area of infrastructure on strategics for new
arcas of planning; \
(vi) increasing the thrust of export promotion by integrating and/or strcamlining it in projects

rather than maintaining it as an independent objective;
(vii)  cnhancing the potential and status of women; \
(viti)  prowviding policy-oricntcd UNDP assistance, especially in accelerating human development;

(ix) promoting sustainable usc of resources, management of the environment and control of
pollution; and
{(x) orienting public administration training towards development rather than regulation.

Considering the magnitude of resources required 1o alleviate poverty and to meet human
development requirements of a large country like India, particularly in the light of the high priority
accorded by the Government to these issucs, preference is given to integrating these thematic
issucs in the concept and design of individual projects. ‘ !
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India continues to be a major target country for UNIDO's technical cooperation activities.
UNIDO is involved as an implementing agency in a number of UNDP financed projects and
programmes, the most important being the leather sector programme. Others include several
institution-building projects in electronics and cngincering. such as assistance to the Centre for
Verv Large-Scale Integrated Circuits, introduction of computer integrated manufacturing at the
Central Machine Tool Institute and establishment of institutes for auto parts technology. machine
tools technology and pumps. and in essential oils and glass industries. UNIDO also cooperates
in the implemcatation of a sub-project within the jute sector programme on uses of jute in pulp
manufacturing. In the arca of environmentally sustainable industrial development, cleaner
production technologics are being introduced to selected clusters of small-scale industrics and a
master plan for envirormental quality management is being prepared for a highly polluted region
in castern India.

As an implementing agency of the Multilateral Fund for Implementation of the Montreal Protocol,
UNIDO is assisting in conversion of the electronic cleaning process for use in non-CAL clc aning.
recovery and receveling of CAL refrigerants and. more gencrally. in phasing out of osone depleting
substances in the unorganized sector.

The largest programmes financed from UNIDO's own resources, mainly from the Industrial
Development Fund., address a variety of issues and sectors. To further strengthen the leather
sector. UNIDO is introducing cfficient methods of effluent treatment to a cluster of tanncrics.
In the energy sector, UNIDQO has carried out a feasibility study on a coal-bascd power plant in the
state of Orissa and assistance is being provided in the establishment of the Lignite Fucl and
Encrgy Rescarch Institute in Newweli. On a smaller scale. UNIDO is assisting in the sclection of
technology for producing smokeless coal briqucties.

small and medium-scale industrics are beneficiarics of the Integrated Investment Programme for
India. The purpo.c of the Programme is to increase private investments and to broaden the
industrial basc by developing joint ventures and other types of technical and financial collaboration
between foreign and Indian enterprises. The programme has been extended to ensure thorough
follow-up 1o the invesmart event held in April 1994,

India has been actively involved in UNIDO's programme for cconomic cooperation among
developing countries (ECDC) by offering information and technology.  Indian institutions have
recently served as hosts to workshops in such ficlds of bencficiation of mineral resources and
quality issues in software development. Efforts are being made to continue developing ECDC
projects with India.
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NOTES TO CHAPTER II

1/

3/

4/

6/
7

8/

Information on the organized manufacturing sector is available from the Annual Survey
of Industries which covers all factorics, large and small, registered under the Factories
Act, 1948. Ioformation on production is also available from the industrial production
indices compiled by the Central Statistical Organization. The small-scale sector is
represented very inadequately in these indices. Information on the inorganized (or non-
factory) non-agriculture sector is available from the Economic Census on nor-agricultural
establishments which has been carried out periodically since 1977.

See Chakravarty, S., "On the question of home market and prospects for Indiaa growth”,
Economic and Political Weekly, Special Number, August 1979. Nayy.r, D.. "Industrial
development in India: Some reflection on growth and stagnation”, Economic and Political
Weeklv, Special Number, September 1978.

For an empirical exploration of the alternative hypotheses of industrial stagnation, see
Ahluwalia, 1., (1985), Industrial Growth in India, Stagnation Since the Mid-1960s, Delhi,
Oxford University Press.

The industria:. production indices are computed by the Central Statistical Organization
based on information on 352 items provided by the Director General of Technical
Development (252 items), the Development Commissioner of Smali Scale Industries (18
items) and a {ew other official agencies in~luding the Textiles Commissioner. Textiles is
the only sector for which data are provided for tne regisiered and unregistered units. The
base vear for the index 1s 1980/81 and the weights bave been assigned on the basis of
gross value added in the factory sector by the Aanual Survey of Industries in that year.

The manufacturing .=ctor is divided into four use-based sectors, ic., capital goods,
intermediate goods. consumer non-durables, and consumer durables. The “basic goods”,
part of the manufacturing sectors as in the CSO classification is included in intcrmediate
goods scctor in our classification,

UNDP, India: Employment, poverty and economic policy, December 1993

Abluwalia, LJ., Productivity and Growth in Indian Manufacturing Oxford University Press,
Delhi 1991.

F.x.cnsive documentation and analvsis of productivity trends including those in labour
productivity and capital productivity are provided in Ahluwalia (1991). An updated
summary account of the major features of productivity performance is presented in the
tex. In a recent study, Balakrishnan and Pushpangadan (1994) have tried double
deflation method to arrive at a time series of value added which is significantly different
from the official serics. Their estimates of value added growth in the 19705 .i:d the 19805
are 11.8 per cent and 5.9 per cent per annum, compared with the official estimates of 5.1
per cent and 6.9 per cent, respectivels.  Using their time scries to obtain estimates of
TFPG, they do not find a turnaround in productivity growth in the 1980s, The estimates.
however, are questionable because ef empirical compromises madce in the process of
attempting to derive the price index for intermediate inputs for "double defiation”.
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9/ In a study. conducted by the Centre for Monitoring Indian Economy (CMIE), capital
employed is taken to be equivaiert to the total of the assets side of the balance sheet, i.e.,
broadly. gross fixed assets less depreciation, plus investment in shares and securities, and
total gross current assets (i.e. receivables. loans and advances, deposits. etc.). In the
Public Enterprise Survey of BPE the capital employed is defined as gross block less
zccumulated depreciation, plus net working capital (i.c. gross current assets. loans and
advances, deposits. investment etc. less current liabilities and provisions other than
gratuity provision). The latter was modified by the CMIE so that the BPE data on capital
employed could be comparable with the data given in other company finance studies.

10/ In their updating. the Centre for Monitoring Indian Economy (April 1994) bas used the
BPE definition without any modification for comparability.

1/ For example. the LK. Jha Committee and Sengupta Committee have spelt out many of
these factors, 1983, 1984.

12/ World Bank, India: Countrv Economic Memorandum. 1994. Table A.25.

13/ This estimate has been prepared by the NCAER (1993) based on the data from rhe
National Accounts and the two Censuses on the Small-Scale Sector conducted in 1972 and
1987/88. The two censuses together provide valuable information on small-scale
industrial units which fall within the purview of the Small-Scale Industries Board, i.e.,
modern small-scale units.

14/ Mohan Rakesh. Industriul Locations and their Implications in India. Ministry of Industry,
Government of India, 1993.

15/ Goswami Committee Report on Industrial Sickness ard Restructuring. Ministry of Finance,
Government of India, 1993.

16/ A recent study conducted by Lakshmi Raut shows that if all private firms increase their
R&D expenditures by one per cent, the percentage increase in the long-run output of
cach firm (including those which are not doing R&D) can be quantitatively determined.
The long-n.o effects for the light industries, petrochemicals, heavy industrics and the total
industrial secto: arc estimated to be 0.186. 0.15%. 0.110 and 0.172, respectively.

17/ World Resources Institute. The “Second India” Revisited Population, Poverty and
Environmental Stress over Two Decades. by Robert Repetto, August 1994.

18/ This sccticn draws on Governing Councii of the United Nations Development
Programme, Countrv Programme and Mid-term Review, Mid-tern Review of the Fourth
Country Programm for India, 10 January 1'94.
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[I1. INDUSTRIAL BRANCH PROFILES

A, FOOD PRODUCTS

SUGAR

The sugar industry is the second largest agro-based industry in India after textiles, with a weight
of 2.4 per cent in industrial production. India is the largest producer of sugar in the world, with
annual output in 1991/92 of 14.6 million tonnes of cane sugar, followed by Brazil with 9.3 million
tonnes, China with 8.6 million tonnes, and the United States with 6.7 million tonncs. Since India’s
domestic demand for sugar is also very large, India is only a marginal participaat in world trade
in sugar, exporting small quantities of around 500,000 tonnes in years of surplus and importing
similar amounts in years of shortage.

There arc 417 sugar factorics in the country, of which 235 are in the cooperative sector, 112 in the
private sector and 70 in the public sector. Most Indian sugar mills are relatively small by
international standards and threc-quarters of the sugar mills have below 2,500 tonnes per day of
crushing capacity. Even in Indian conditions this is much smaller than the optimal economic size.
which would be bet .ecn 4,000 and 5,000 tonnes per day. The public sector plants are gencrally
in the capacity range below 1,250 tonnes per day; cooperative sector plants dominatc in the
capacity range of 1,250-2,500 tonnes per day. while both cooperatives and private sector plants are
present in the range above 2,500 tonnes.

Resource base

India’s sugar production is bascd cntircly on sugar cane. India is the largest producer of sugar
canc in the world with a total production of close to 240 million tonnes (scc Table {11.1). Sugar
canc is grown in many statcs of the country but ihe major canc-producing arcas arc Uttar Pradesh,
Mabharashtra, Andhra Pradcsh, Tamil Nadu, Punjab, Bihar and Haryana.

There are wide variations in sugar cane yiclds across the states. Uttar Pradesh, which accounts
for 50 per cent of the canc arca, has much lower yiclds than Punjab, Haryana and Tamil Nadu.
Growth in sugar canc yiclds per hectare fell from 1.0 per cent per annum in the 1960s to 0.6 pes
cent per annum in the 1970s, but increascd again to 1.4 per cent per annum in the 1980s. There
arc also significant diffcrences in the recovery percentage of sugar from canc. The recovery is 11.3
per cent in Gujarat and Maharashtra, 10.6 per cent in Karnataka, 10.2 per cent in Andhra Pradesh
and 9.2 per cent in Uttar Pradesh. These variations arc duc to natural factors such as weather,
rainfall and pests and they affcct the competitiveness of the sugar industry in different regions.
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94 Industrial Branch Profiles

Table IILL. Sugar and sugar cane production and yield, 1960/61-1993/94, selected vears

Sugar Sugar cane production Yield per hectare
Year (Million tonnes) (Million tonnes) (Tonnes)
1960/61 3.0 110.5 45.8
1970/71 3.7 126.4 48.3
1980/81 5.2 154.2 57.8
1985/86 7.0 170.6 59.9
1986/87 8.5 186.1 60.4
1987/88 9.1 196.7 60.0
1988/89 8.7 203.0 61.0
1989/90 11.0 225.6 65.6
1990/91 12.1 241.0 65.4
1991/92 13.4 254.0 65.8
1992/93 / 10.6 230.8 63.8
19937942 9.8 239.0 68.3

Source:  Indian Sugar Mills Association.
a’ Provisional.

Recent trends

Spurred by growth in domestic demand. the sugar industry has expanded over the years with sugar
production increasing from 3 million tonnes in 1960/61 to 5.2 million tonnes in 1980/81,
representing a growth rate of 2.7 per cent per vear. Being an agriculture-based industry, it is
naturally subject to substantial weather-induced cyclical variations. Ignoring year-to-vear
fluctuations, however, the industry has shown continuous expansion over a longer period. The
growth rate accelerated in the 1980s to 8.9 per cent per vear, taking sugar production to 12 million
tonnes in 1990/91. This acceleration was partly a reflection of the faster growth in the domestic
cconomy in the 1980s but partly also of the policy of gradual liberalization of the sugar industry
implemented during the 1980s which increased the profitability of the industry and encouraged
investment and modernization.

Because sugar is viewed as an essential commodity and the price of sugar is regarded as sensitive,
the sugar industry in India has been, and continues to be, subject to price regulation. The extent
of regulation has varicd, alternating between periods of complete price control and partial price
control (dual pricing), with a few very short periods of total decontrol.

A major feature of libcralization of policy towards sugar was the reduction in the extent of price
control introduced in the 1980s. Since 1980/81, the policy has been one of partial control or dual
pricing under which a proportion of the production of each sugar factory is pre-empted by the
government at a pre-determined price under a levy system, and the levy sugar is then distributed
by the Government at a controlled price through ration shops. The remaining production of the
factory is available for sale in the open market. The trend in levy price and free sale price is
presented in Table T11.2.
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Box II1.A. Sugar policy changes

1 Sugar Licensing liberalized; new licences opened up to private sector.
2. Minimum economic size of sugar factory raised from 1,250 to 2,500 tonnes of cane
crushed per day.
k 3. Decontrol of the price of molasses.
4. The free-sale proportion of sugar increased to 60 per cent.
5. Duty-free import of sugar allowed.

Table 111.2. Sugar price comparisons, 1970/71-1993/94

(Rupees per quintal)
Year Levy prices Free sale price
1970/71%/ 131.1 184
1980/81 285.0 574
1981/82 291.0 451
1982/83 295.0 3719
1983/84 311.0 404
1984/85 351.0 488
1985/86 413.1 524
1986/87 421.6 521
1987/88 452.1 556
1988/89 470.0 649
1989/90 532.2 728
1990/91 570.8 745
1991/92 630.3 757
1992/93 673'°b/ 887
1993/94 741.0 1.177

Source:  Indian Sugar Mills Association.

a’ Sugar was decontrolled on 25 May 1971,
b, This levy price was subsequently lowered by Rs 33 per quintal. to adjust against the higher realization for
molasses in the free market.

In 1980/81 the percentage of production pre-empted by the Government under the sugar levy was
65 per cent and only 35 per cent of production was lcft to the mills for salc in the open market.
The free sale proportion was incrcased to 45 per cent in 1985/86, 50 per cent in 1986/87, 55 per
cent in 1988/89 and most recently to 60 per cent in 1992/93. Since new factories bencfit from
much higher free sale ratios. including even 100 per cent in certain cascs. the average frec sale
proportion for the industry is nearcr 65 per cent. Thus. since the early 1980s, the proportion of
frecc market sales has almost doubled.

——— — pa— —— - m— e
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% Industrial Branch Profiles

Fig. llLA. Sugar production,
1960/61-1993/94, selected years
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The sugar licensing policy has mcanwhile becn liberalized with a view 1o encouraging
modcrnization and also cncouraging private production. Until 1990, licensing of the new sugar
mills was confincd to cooperative scctor units. New private sugar mills, though not ruled out
under the policy, were effectivelv discouraged. This was changed in 1990, and new licences were
also opened up to the private sector.  Prior to 1990, ncw sugar factorics were lficensed for a
minimum cconomic capacity of 1.250 tonnes of canc crushed per day, which is significantly below
the economically optimal level in Indian conditions of around 4.000 tonnes. This encouraged the
prolifcration of a large number of small factorics. After 199), the sugar licensing policy was
modificd 1o set the minimum cconomic size at 2,500 tonnes, which could, through subscquent
expansion, morc casily rcach the optimum cconomic size.  Recently the Government has also
decontrolled the price of molasses, which removes an important disadvantage afflicting the
organized sugar industry comparced with its traditional competitors. Some states have implemented
this, while others have not.

An indicator of the improved cconomics of the sugar industry is the steady increase in the
proportion of cane absorbed by the sugar industry comparced to traditional sweeterers. In 1976/T7
the sugar industry absorbed only 32 per cent of cane production, while gur (jaggery) and khandsan
{unrcfined ~ugar) absorbed 56 per cent. By 1'1/92 the absorption by sugar factorics had
increased 1o 53 per cent, while absorption by gur and khandsan dropped to 37 per cent. This shift
implics a significant gain in cconomic cfficicney in the total production of sweeteners in the
country since the wastage of recoverable sugar in the traditional industrics is quite high. More
recently, however, the reverse has happencd with a decline in the cance utilized by the sugar scctor
o .4 per cent in 1992/93 and 41 per cent in 199304,

¢ Lnited Nanons Industrial Development Organization




Industriat Branch Profiles 97

Constraints and prospects

The continuation of a levy system is a burden on the mills. since the price paid for the levy sugar
is based on the estimated cost of production. using the statutory mimimum price of cane
announced by the central Government as the cost of cane 1o the factory. However, most mills pay
a higher price to sugar canc farmers; in some states the state government actually fixes these
higher prices which must be paid. The mills, therefore, losc on the levy portion of their
production and their viability depends upon whether this loss can be made up in fres market sales.

Also, under the present price policy. there is a bras in favour of setting up new smaller scale mills
instead of cxpanding existing mills to economic scales. This is because the scheme currently
provides for 100 per cent free sale 1o new units in normal recovery arcas up to a period of 10
vears and in high rccovery arcas up to a period of 8 vears. This scheme has naturally prompted
establishment of a larger number of new relatively small-s:ale factories. particularly in the
cooperative scctor. As a result. whereas :he number of sugar mills in India has gonc up
considerably, to 403 in 1990 and 420 in 1992/93, the largest in any country in the world, the
average size of the sugar plant is amongst the lowest at 1.950 tonnes crushed per dav (TCD).

Since sugar mills compete for sugar cane with other decentralized producers of traditional
sweeteners such as gur and khandsani, which are not subject to the levy system, there is a built-in
bias against thc modern sugar indusiry even though it is more cfficient in terms of recovery of
sugar from canc. Until recently this bias was heightencd by the fact that molasses produced by
sugar mills was subject to price and distribution control whereas molasses produced by the other
traditional sweeteners was not.  The relative importance of the sugar industry compared to
khandsari and gur can be judged from the fact that in 1992/93 the total utlization of cane for
sugar was roughly equal to the utilization for the traditional sweeteners. To some extent. the
sunival of the traditional sweeteners is a reflection of the additional controls imposed on sugar.

There are strong prospects for continucd growth of the sugar industry since per capita sugar
consumption in India is still quite low and rising incomce levels will provide a source for expansion
in domcstic demand.  Growth in the processed foods industry and in beverages will add
substantially to such demand. The availability of canc will, however. be a constraint since the total
arca available for cane cultivation cannot be readily increased.

The arca under cance cultivation as a per cent of total arca culivated increased from 1.7 per cent
in 1960/61 to 2.4 per cent in 1991792, With total cultivable arca in India growing seny slowly, and
sugar cane buing 2 water-intensive crop, it is difficult 1o imagine continucd growth in canc arca
under cultivation. The main source of cxpansion in sugar cane suppls must come from increases
in viclds. There is certainly considerable scope for such increases, as Uttar Pradesh and Bibar,
which together account for 54 per cent of the cane arca. also have viclds which are 30 per cemt
lower than in Maharashtra or Karaataks. What v nceded in these arcas 3 more active
involvement of the sugar mills with improsvement in cane varictics and cance cultivation practices.
Dircet contact is needed between the factors and the farmer. Part of the problem arises from the
poor financial condition of most sugar mills in the arcs which need major modernization and
technological uperading.

Maoderntzation can come from further rationalization of the sugar polics. The gradual reduction
sn price control since (he carly 19804 ha, undoubtedly been beneficial in encouraging cxpansion
and modernization. The process aceds to be strengthencd by furthor reduction in controls feading
to complete decontrel of sugar. This will provide an eaviconment in which cfficient mills will
expand 1o reach cconomic size while incfficient oncs will close down. It will alvo remose the bigs
againsl the organized sugar mills inherent in the present ssstem of Tevs, With slower growth in
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canc arca and possibly also of sugar cane in future. it is essential to phase out wasteful processes
which involve a large loss in recoverable sugar production.

TEA

The tea industry is one of the oldest industrics of India. Tea remains onc of India’s dominant
cxport commodities and the most popular beverage across the country. With 421.000 hectares
encompassing tca cultivation, Iedia ranks first both n arca and production among the 33 tea-
growing countrics in the world.

Resource base

India accounts for 28 per cent of the world production. 18.7 per cent of world export and 20 per
cent of the world consumption of tca. The major tca-growing statcs arn Assam. West Bengal,
Tamil Nadu and Kerala, together accounting for 97 per cent of the arca uader tea cultivation and
9 per cent of production. A significant increase in the production of tea from 2854 million kg
in 1951 to 741.7 million kg stemmed largely from a dramatic increase in the vicld per hectare (sce
Tabic I113).

Table 13, Tea cultivation and production, 1951 and 1991

Number of tea Area Production Yield
Year gardens (Hectares) (Million kg) (xg/rectare;}
1951 6,214 316,870 285.4 901
1991 13,861 421,271 1417 1,761

Percentage increase
over 1951 33 16C 95

Source lea Board of India. Caicutia

Recent trends

For several decades following the cstablishment of commercial tea plantations in India, the ica
industry was totally export-oriented. Tt was only in the 1950 that the internal consumption of ica
began to rise rapidly. The domestic demand pull and severe competition from other tea-producing
countrics in Asia and Africa contributed to a situation where India’s share in world exports fell
from 43 per cent in the 1950 10 20 per cent in the 1980s, further slipping to 189 per cent in 1991
Nevertheless, tea remains a major export carner: the value of export carnings from tes increased
from $4.3 billion in 1980 1o $11.1 billion in 1991,
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Fig. lll.B. Tea production,
1951 and 1991
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The state governments in the tea-growing arcas of India, particularly Assam and West Bengal,
have recently initiated changes in the agricultural income tax stzucture which are favourable to the
industrv.  The state of Kerala has also notified its inteation to follow suit. When these changes
take place, the heavy tax burden on the tea industry is expected to be significantly reduced so that
it will be almost on a par with central income tax rates.

Since the 1980s there has been a marked shift in the direction of India’s tea exports. Exports to
developed countries such as Canada, (ermany, the United Kingdom and the United States, which
were the principal destinations in the 1950s and the 196t)s, shrank, while exports to the former
Soviet Union, Poland and West Asian and North African countrics increased. The collapse of the
former Sovict Union, which accounted for morce than half of India’s exports, created a sudden void.
Though cxporis 1o non-CIS countrics have increased in recent vears, this has not offset the loss
of the CIS markets.

The major part of India’s tea exports is still in the form of loose tea. It is difficult io further
penctrate foreign markets without significant improvements in processing and packaging. Brand
lovalty also tends 1o be an imporntant factor determining sales. The promational cost of
cstablishing a new brand in a forcign market are also phenomenal. The Government is, therefore,
cacouraging joint sentures with foreign companices in tea-processing.

Onc of the major functions of the Tea Board is fo promote the sale of Indian 1ca in overscas
morkets, This is carricd out with the help of its overscas offices in Brusscls, Dubai, London and
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New York. Tea coundls work towards generic promotion to increase overall consumption of tea
and India is a member of the United Kingdom Tea Council and the German Tea Council. In
order 1o establish the quality image of the speciality t=as, three logos - Darjeching, Assam and
Nilgiri - bave been ntroduced by the Tea Board.

A national committee for evolving a long-term strategy for tea has observed that production,
technology management and marketing strategies nced upgrading and modernization. There is
also an urgent need for further expanding the arca under tea cultivation, increasing the rate of
replanting to achicve a favourable age mix and encouraging research efforts aimed at achieving

higher productivity.
Constraints and prospects

Traditionally. the problem of tea has been that the rate of growth of consumption in India has far
surpassed that of production. While production grew at 2.5 per cent per year between 1960-1990,
consumption grew at a much faster ratc of 4.6 per cent per year. Even though there has been
some deceleration in the growth of domestic consumption to 3.7 per cent per vear in the 1980s,
and cven if this trend continues in the 1990s. consumption will still grow at a faster rate than
production.

A ten-ycar perspective plan for the period 1991-2000 has recently been drawn up by the Tea Board
to achieve a production target of 1,000 million kg by 2000. The nature and extent of
developmental work 10 be undertaken have been identified and the investment required for
achicving the target has been quantified.  This perspective plan forms the basis for sciting the
production target during the Eighth Plan period.

It has been estimated that if India is required to retain its current global share of exports and meet
the domestic consumption which is growing 2t 3.6 per cent, the tea requirement will be 270 million
kg and 710 million kg, respectively. The total requirement would come to 1.000 million kg by the
vear 2000. This would mcan achieving a growth rate of 3.4 per cent as against the average growth
rate of 2.5 per cent per annum achicved between 1960 and 1990.

The cstimated investment required to be made over the ten-year period works out at Rs 15.7
billion. The resources for financing development activities would have 10 come mainly from
investment of their own funds by the tca estates and borrowing from regular financial institutions.
The Tea Board's role as a catalyst for development activities will be to cover those arcas which
are not ordinarily covered by bank finance. Ideally there should be a single window service for
financing tca development activities, but considering the diverse nature of the conditions prevailing
from district to district and also between the tea cstates in the same distric,, governmental
assistance through the Tea Board's schemes should continue until the majority of the tea estates
in India arc in a position to obtain institutional finance. The cstimated financial support from the
Tea Board for the ten-year period would he around Rs 1.3 billion, while the industry is expected
to contribute about Rs 6 billion from its own resources. The balance is expecied to come from
indtitutional sources like banks, National Bank for Agriculture and Rural Development
{NABARD). Indusirial Development Bank of India (IDBI), State Financial Corporation.

The industry’s strategy is 1o convert bulk cxports to valuc-added exports so that cxport carnings
can he protected. although total export volumes will, over the next ten vears, decling. In kecping
with the policies of liberalization, the Government has also modificd various, notifications
governing export licensing. These steps are expected to assist the efforts of the industry 1o mount
a major thrust on exports of valuc-added producis. Marketing in specific target arcas like the
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Middle East and the CIS states is also receiving greater attention from the industry, which augurs
well for the future. The industry expects to make a breakthrough in productivity, particularly in
Assam, where the average yield in 1992 was only 1,670 kg per bectare compared with 2,098 kg per
hectare in South India.

COFFEE

India produces 3 per cent of the coffee produced in the world. Coffec cultivation is mainly
confined to the country’s southern states of Karnataka, Kerala and Tamil Nadu, aithough it has
been extended to non-traditional areas of Andhra Pradesh, Orissa and the north-castern states.
Production is estimated at 212,000 toanes for 1993/94, compared with 118,053 tonnes in 1989/90
(scc Tablc H14). There are significant variations in coffee productivity in terms of yield per
hectare across states and size of holdings.

Table 1114. Collee production, 1950/51-1993/94, selected years

(Tonnes)
Year Aradica Robusta Total
1950/51 15,511 3,382 18,893
1960/61 39,526 28,643 68,169
1970/71 58,348 51,883 110,231
1980/81 61,262 57,384 118,646
1981/82 78,110 75.890 150,000
1982/83 74,326 55,626 129,952
1983/84 70,683 34,346 105,029
1964 /85 80,046 115,064 195,110
1985/86 72,311 50,139 122,450
1986/67 88,975 103,119 192,093
1967/88 64,556 58,157 122,713
x%;gg 94,781 111,934 214,715
1 62.572 55,481 118,053
1990/91 78.311 91,415 169,726
19917922 88,320 91,680 180, 000
1992/93‘; 73,120 9,275 169,395
1993/942 98, 300 113,700 212,000

Source:  Coffec Board of India, Bangalore.

a/ Provisional.

Recent trends

In traditional as wcll as non-traditional arcas, coffce production, which was less than 70,000 tonnes
two decades ago, has risen to an average level of 175000 tonnes and has crossed the 200,000
tonnes mark twice in the last five ycars. Exports hive also been over 100,000 tonnes per year
consistently during 1989/90-1992/93 (sec Tablc 111.5). The Government has recently introduced
the sysicm of Free Sale Quota (FSQ) to improve productivity. This sysicm permits growers to scll
50 per cent of their produce directly cither in the domestic market or the inlcrnational market;
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the system of Free Sale Quota (FSQ) to improve productivity. This system permits growers to sell
50 per cent of their produce directly cither in the domestic market or the international market:
they have to pool the rest of their produce with the Coffee Board. Prior 1o this, the Government
had allowed the growers in the 1992/93 season to sell 30 per cent of their produce in the domestic
market without pooling the coffee with the Board under a system called the Internal Sale Quota.
The introduction of FSQ has contributed to an unprecedented rise in coffee prices in the domestic
market. To contain this price rise. the Government recently directed the Coffee Board to restrict
export permits to 100,000 tonnes for the calendar year 1994, with monthly quota not exceeding
5.000 tonnes from September to December 1994.

Fig. lil.C. Coffee production,
1950/51-1993/94, selected years
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Table II15.  Export of coffee, 1980/81-1993/94

Quantity Value Value realized per tonne
Year (Thousand tonnes) (Rs billion) (Rs thousand)
1980/81 89.3 2.1 24.17
1981/82 83.8 1.7 19.89
1982/83 83.8 2.0 24.28
1983/84 71.2 1.8 24.88
1984/85 68.9 2.1 30.43
1985/86 99.3 2.7 27.69
1986/87 86.7 3.6 41.93
1987/88 92.5 2.6 28.11
1988/89 98.3 3.4 34.37
1989/90 134.0 3.6 27.09
1990/91 100.1 2.8 27.86
1991/92 111.4 3.5 31.31
1992/93 113.6 3.8 33.57
1993/94 (April-December) 84.3 3.5 41.12

Source:  Coffec Board of India. Bangalore.

Until July 1989, coffce was exported to most countries under the acgis of the International Coffee
Agreement and dircetly to some other countries. While the exports to the International Coffee
Organization (ICQ) member importing countries were restricted within the quota fixed annually
by the ICO for cach member cxporting country, the cxports o non-member countries were
without any such restriction, the only condition being that no discount sales should be made to
non-member countrics. However, since export quotas were suspended with effect from 4 July
1989, there is no restriction on the amount of exports to any destination.  There was a major
decline in international coffee prices after Junc 1989 and it was only at the beginning of 1994 that
this trend was reversed.

This is mainly because of an overall shortage of coffee in the world market due to heavy damage
to the coffee crop in Brazil and also perhaps because of a retention plan for coffee being pursued
by the Association of Coffce Producing Countries (ACPC). The high price for coffec in the
international market is reflected in coffee prices in India also, although India had an excelicnt crop
in 1993/94. A ban has been imposed on the export of certain low grades of coffee so that it is
available to consumers at a reasonable price.

Constraints and prospects

The Coffee Board has been implementing several programmes and rescarch and development
projects in order to achicve the Eighth Plan target of 242,000 toanes and the perspective farget
of 300,000 tonnes for average annual coffec production by 2000. A nominal arca cxpansion of
15,000 hectares is expected during the Eighth Plan. The production increase is also envisaged
through improving productivity which is targeted 1o reach 1,000 kg per hectare by the tuen of the
century from the present level of 755 kg per heetare. There is scope for enhancing productivity
through better mceans of irrigation, intensive planting, replanting of high-viclding varictics and
improved cultivation practices.
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FOOD PROCESSING

Food processing is one of the most important sunrise industries in India. The changing life style
and spending pattern of the sizeable 250 million strong middle class, together with increasing
urbanization and increased entry of women into the labour force, have resulted in a rapid
expansion of the domestic market for processed foods. The industry’s added appeal stems from
its linkages with the rural sector by stimulating certain types of agricultural production and
providing employment opportunities in rural arcas. It is also expected to contribute substantially
to exports.

A number of large Indian and transnational groups have acquired a strong presencc in this sector
in recent years, particularly after the laun ing of economic reforms. In order to attract more
investment in food processing from both domestic and foreign investors, the Government has put
most food-processing industries on the list of priority industries in which foreign investment up to
51 per cent is automatically allowed. Incentives are provided for setting up 100 per cent export-
oriented food-processing units. More than 25 per cent of the forcign investment ir manufacturing
approved in 1993 was in the food processing sector, for which investments worth $0.57 billion were
approved during .\ugust 1991-September 1994 (see Annex Table A-24).

Recognizing the substantial contribution that the food processing industry can make to income and
cmployment generation in rural India, there is competition between different states to attract
investment and. especialiy since the beginning of 1992, several state governments have announced
agricultural and industrial policics for this purpose, such as attractive investment allowances
including local sales tax exemptions.

FRUITS AND VEGETABLES
Resource base

India is the second largest producer of fruits and vegetables in the world, accounting for 59 per
cent of the world mango production and 13 per cent of the world banana output. India’s
production of fruits and vegetables is close to 75 million tonnes per year, with mango and banana
production accounting for over 50 per cent of India's total fruit production (sce Table 111.6).
However, a large proportion of fruits and vegetables is wasted as a result of the lack of food-
processing industrics.  Fruits which grow in hill districts arc often unable to reach consuming
centres in fresh condition and the prices are therefore low in the less accessible producing regions.

Since companies are not allowed to own land and plantation cropping is not permitied, contract
farming is used by the industrial enterprises to source high-quality raw matcrials. Industrial
enterprises provide farmers with high-viclding varictics of sced. extension services and technology
1o help improve vields and sccure raw material with the required attributes.  Unilever Ple has
linked up with Tarai Foods, which in turn provides technology and inputs to farmers 1o grow
vegetables which are frozen and marketed by Unilever. Pepsi Foods has been able 1o help the
Punjabi farmers through technology support. so that tomato viclds have increased from 15 tonnes
per hectare to over 8§ tonnes per hectare over a three-year period. In some arcas farmers’
cooperatives have been formed with successful backward linkages between themselves and the
processed food industrics.

Mushrooms and asparagus arc the new thrust arcas of growth. High-quality mushrooms are now

being produced, predominantly for export. Asparagus and avocados are also being grown for both
domestic and export consumplion,
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Table H1.6. Principal fruit crop production, 1992/93

Share in total area Share in total production
Fruit (Percentage) (Percentage)
Mango 30.38 30.12
Banana 9.79 21.45
Citrus 10.49 9.77
Apple 5.63 3.84
Guava 3.08 3.60
Pineapple 1.64 2.79
Grapes 0.75 i.6
Others 38.24 26.93

Source:  Agricultural Products Export Development Authonty and Annual Report 1992, 27, Ministry of Agriculture.

Recent trends

In the fast-expanding food-processing industry, the instalied capacity of fruit and vegetable
processing increased from 0.6 million tonnes in 1992 to 1.26 million tonnes in 1995. Major
processcd fruit and vegetable products are beverages, fruit pulps and juices, canned fruits and
vegetables, jams, squashes, pickles, chutney ard dekydrated vegetables. More recently, processing
industries have ventured into the production of frozen fruit pulps, dehydrated and freeze-dried
vegetables, juice concentrates, vegetable curry and canned mushroom products.

The profile of fruit and vegetable processing has been changing significantly, with a number of
major players injecting a new sense of dynamism into this segment of manufacturing. Hindustan
Foods & Inns, Nestlé, Herbertsons, Corn Products Co. (India), the public-sector Hindustan
Vegetable Oils Corporation and Mohan Meakin are among the major players. While the
overwhelming majority of the 3,629 producing units registered are either cottage industries (70 per
cent) or small-scale units (17 per cent), as several items in the sector are reserved for production
in the small-scale sector, larger units are allowed to be set up with an export obligation of 75 per
cent.

Large domestic food product manufacturers such as the Hindustan Lever Group companics
(sub-idiaries of Unilcver) have restructured their groups by taking over existing companics in the
industry. The large overseas investors into the domestic food-processing industry include Pepsico,
McDonald (ready-to-eat food), Consolidated Sea Food Corporation (seafood), Hanchal Exports
(banana puréc), Reitze Industries (processed fruits and vegetables), Poupon Reitzel (processed
foods, pickles), Cargill (citric acid), Valio Engineering (lactose, casein) and Wrigley (chewing
gum).
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Fig. ILD. Exports of processed
fruits and vegetables,
1982/83-1992/93, selected years
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The main markets for India’s processed fruits and vegetables are the United Kingdom, the United
States, (Germany, the Middle East and the Commaonwealth of Independent States.  Exports of
processed fruits ard vcgetables represented over 30 per cent of production in the late 1980s.
Dricd and processed vegeiables accounted for 41 per cent of the total exports of processed fruits
and vegetables in 1991/92 and Bahrain, Kuwait, Saudi Arabia, United Arab Emirates and Yemen
absorbed around 37 per cent of India’s total exports of processed fruits and vegetables in that vear.
However, India’s exports of processed fruits and vegetables accounted for only 0.5 per cent of
world exports during 1986-1990 (sce Table H1.7). The scope for penctration in these markets is
immense.
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Table IIL7. Exports of processed fruits and vegetables, 1982/83-1992/93

Exports of processed

fruits and vegetables Annual growth rate Percentage of
Year ($ million) (Percentage) tota! exports
1982/83 730 0.83
1983/84 500 -32.0 0.51
1984/85 510 3.1 0.44
1985/86 520 21.3 ¢.57
1986/87 680 9.5 0.55
1987/88 560 -17.8 0.36
1988/89 700 25.0 6.38
1989/90 880 25.6 0.32
1990/91 1,030 17.6 0.32
1991/92 1,580 53.3 0.36
1992/93%/ 2.150 3.1 0.40

Memo: India's share of world exports of processed fruits anc vegetables
1986 1987 1988 1989 1990
0.47 0.48 0.49 0.54 054

Source:  Agncultural and Processe? Food Lxpurts Fxport Development Authonty.

a/ Esumate.

Constraints and prospects

Agro-climatic conditions in India offer cnormous opportunities for providing processed foods and
fruits and vegetables in packaged form for exports. India can grow many cxotic vegetables that
the developed world needs, provided the right inputs are made available to the farmers. In order
to cnsure the supply of high-quality raw matcrials, industrial units have to develop a relationship
of trust and support vis-g-vis small farmers so that both sides honour contracts. Some experiments
at contract farming arc currently being attempted with the help of the central and state
Governments.  The raw materials and availability of technical, managerial and agriculiural
technologists a' low wages also offer competitive advantage to these industries in India.

Inadcqualtc transport infrastructurc by way of roads, refrigerated vans, cold storage, refrigerated
containcrs on ships, cold storage at airports and frequent cargo flights to the countries of the
Organisation for Economic Co-operation and Development (OECD) is an impediment to faster
growth of processed foods and agro-based industrics. Central and state Governments arc trying
to improve the situation with respect to infraslructurcr

MEAT AND POULTRY PRODUCTS
Resource base

India has the largest livestock population in the world.  Almost 55 per cent of the world's
buffalocs, 20 per cent of the cattle and goats and 16 'per cent of the sheep are in India. Most
animals arc not rcared for mcat, though pigs and poultry and goats arc rearcd for both milk and
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meal. The slaughter of cows is banned in some Indian states. There is a national ban on beef
exports.

India has a good poultry farming system for both meat and eggs. While much of this farming is
still carried out by small farmers in villages, many internationally accepted poultry farms were set
up near major consuming centres in the period 1983-1993.

Production of various types of meat, including mutton and lamb was estimated by the Food and
Agriculiure Organization of the United Nations (FAO) to be over 3.5 million tonnes in 1993 (sec
Table 111.8). Currently only 3,400 tonnes are processed. This excludes the unregistered cottage
meat-processing units which mainly cater to local needs. Egg production, estimated to be 22
billion eggs in 1992, rose steadily during 1982-1992 and is expected (o continue to grow.

Table HLS. Production of meat, 1979-1993, selected years
(Thousand tonnes)

Product 1979-1981 1991 1992 19933/
Beef and buffalo meat 1,670 2.361 2,398 2,458
Sheep and goat meat 456 622 621 634
Pig meat 327 365 366 368
Mutton and lamb meat 21 30 31 47

Source:  FAO. Producnon Yrarbook 1993 (Rome. 1994).

a/ Prelimimary.

Recent trends

There arc 24 meat processing plants, including 13 which are 100 per cent export-oricnted units
engaged mainly in the export of meat products. Recently three new export-oricnted units
processing buffalo meat have been granted approval to start operations. In addition, there are five
modern abattoirs, one integrated abattoir meat-processing plant and another integrated buffalo
mcat-processing plant in the joint scctor. As international restaurant chains like Kentucky Fried
Chicken, McDonald's (with chicken menu) and Pizza Hut arc opening up in India, demand is
expected to grow rapidly. Chicken meat is the premier meat in India and the consumption of
chicken meat in the domestic market is rising rapidly.

Export of mecat and mcat preparations grew significantly between 1990/91 and 1992/93 (scc Table
111.9). The valuc of buffalo meat exports, which accounted for over 46 per cent of the mcat
exports from India in 1992/93, rosc from Rs 1.1 billion in 1990/91 to Rs 2.1 billion in 1992/93.
The major destinations of India’s meat exports are Bahrain, Jordan, Kuwait, Malaysia, Maldives,
Oman, Qatar, Saudi Arabia and the United Arab Emirates.
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Fig. N.E. Exports of meat,
1990/91-1992/93
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Table 111.9. Meat exports, 1990/91-1992/93

(Rs million)

1990/91 1991/92 1992/93
Buffalo meat 1,063.9 1.830.0 2,100
Sheep/goat meat 312.5 470.0 780
Poultry products 22.8 8C.0 150
Dairy products 24.7 100.0 160
Animal casings 71.8 150.0 900
Processed meat 8.1 15.0 200
Total 1,509.0 2.645.0 4,520

Source:  Mimistry of Food Processing Industnes

Constraints and prospects

There is a large domestic market for meat and meat products, with mutton (goat meat and sheep
mcat) and poultry being the preferred types of meat. Poultry and frozen meat offer tremendous
opportunitics in the country. Sincc the Gulf countries are India’s major market for meat products,
there arc export opportunitics there which can be exploited using foreign technology and expertisc.
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India produces high-quality animal feeds based on technologics available from transnationals to
produce nutritional products for faster animal growth (mainly poultry), using low-cost agricultural
raw materials. Organized meat farming, therefore, offers an opportunity for foreign investment
with a forward linkage to processed meats, including frozen products.

DAIRY AND DAIRY PRODUCTS
Resource base

India’s milk production of over 63 million tonnes in 1993 (sce Table 111.10) is closc to 11 per cent
of the world production and the third largest. Most of this production is by small dairy farmers.
A special programme called Operation Flood was launched in 1970 to organize district cooperative
socictics owned and managed by farmers. This brought about what is popularly known as the
White Revolution, by which over 7 million farmers in 267 districts all over India produce about
10 million litres of milk per day for sale 1o consumers in 526 towns and citics under this scheme.
During the highest yielding scason, from August to March, the milk surplus in the northern and
central parts of India necds to be converted into milk products.

Table 111.10.  Milk production, 1979-1993, selected years
(Thousand tonncs)

Product 1979-1981 1991 1992 19933/
Buffalo milk 17,574 28,200 29,250 30,440
Goat milk 959 27000 2,200 2220
Cow mi Tk 13,420 28,200 29°400 30,500

Source:  FAQ. Producuon Yearbook 1993 (Rome. 1994).

a’ Prehminany

Recent trends

There are over 64,000 dairy cooperatives in India, many of which produce and market milk
products such as ghee (clarified butter). butter and even confectionery. The most successful is the
Kaira District Cooperative Milk Producers’ Union Ltd, popularly known as the Amul Dairy.
There are also private-scctor dairies in operation.  Nestlé, Milkfood, Smith Kline Beccham
Consumer Brands, Indodan, Glaxo and Cadbury are among the major corporate giants in the milk
products business in India.

About 45 per cent of the total milk produced in the country is consumed as liquid milk and the
rest is available for conversion to milk products which are used by the local sweetmeat producers.
Only about 10 per cent of the available milk is processed through the organized scctor. Ghee,
butter, cheese, mitk powder, ice cream, malted milk foods. condensed milk and baby foods are the
milk products manufactured in the organized scctor. There arc over 275 dairy plants and 83 milk
product factories in the cooperative, private and public scetors with an installed capacity of 16
million litres per day (or 45 million tonnes per year).
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A number of state governmenis run cooperative ventures to produce milk-based products. The
major dairy products in the country are baby foods, weaning foods, maited milk products, instant
sweet mixes. ice creams, frozen desserts, ete. Cheese production is very limited, although it is
growing. Salcs of these products are being promoted by intensive advertisements and promotional
efforts by the organized sector.

There arc restrictions on the exports of selected dairy products. Exports of milk and sterilized
milk are permitted only against licences. Recently the Government has allowed the private sector
1o export milk products.

Constraints and prospects

With the spread of India’s White Revolution, the availability of mik per head is expected to
increase to 246 grams per dav by the vear 2000 compared with 165 grams per day in the late
1980s. A significant increase in the availability of milk augurs well for the export of processed
milk products. Demand for milk products is estimated at 29.8 million tonnes and 33.8 million
tonnes in 1995 and 2000 respectively. The local market is growing, with fast food chains like Pizza
Hut cntering the local market. The conversion of surplus milk into cheese and milk products
offers opportunities for senvicing the Gulf and Asian markets, which are short of milk.

State governments often specify milk shed areas for each processing unit, with the objective that
the processing unit carries out backward linkage to increase milk vields. Helping small farmers
with veterinary and breeding services, artificial insemination, cattle feed to increase milk vields,
will bt necessary in order to promote healthy linkages. Much research has gone into improving
cattle breeds through crossing exotic breeds with Indian breeds, acclimatizing them to the Indian
condition and thus improving milk vields. There is scope for technical inputs from foreign
investors in rescarch and development to raise milk productivity. Large cooperative infrastructures
have been developed at the village level for supplying milk to chilling centres. from where they are
transported to the processing plants. In addition, there are milk suppliers who collect milk and
supply it to the processing units. Organized milk production in large farms has been tried very
selectively.

Climatic conditions require expensive refrigerated transport facilities for moving milk from
production arcas to processing unit.  Similarly, processing dairy products with a short shelf-life
needs refrigerated transportation and expensive refrigerated facilitics at the retail level. These
constraints will have to be overcome through more investment.

FISH PROCESSING
Resource bave

India’s potential in fisheries is substantially greater than its current levels of exploitation. There
is a wide varicty of fish available in the Indian watcers, including prawns, tuna and pomiret. The
total catch of marine and infand fish in 1992/93 was 4.35 million tonnes (sce Table 111, The
Government provides support to the small fishcrmen both by subsidizing fishing boats and by
helping with the marketing of products. It also encourages trawling.  An estimated 142,450
traditional fishing boats, 34,000 mechanized fishing vessels and 180 deep-sea fishing vessels are in
operation. The onshore facilities include four major and 23 minor fishing harbours,
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Table [1L15.  Fish production, 1970/71-1992/93, selected years

(Milhoa tonnes)
Year Marine Inland Total
1970/71 1.09 0.67 1.76
1980/81 1.55 0.89 2.44
1985/86 1.72 1.16 2.88
1968/89 1.82 1.33 3.15
19689/90 2.27 1.40 3.67
1990/91 2.30 1.54 3.8
1991/92 2.44 1.56 4.00
1992/93 2.57 1.78 4.35

Source:  Minstry of Agnculture, Annual Report 1992,93.

There are opportunities for fresh-water aquaculture in West Bengal, Andhra Pradesh, Tamil Nadu,
Kerala and Gujarat. Fresh-water aquaculture has recently started to emphasize carp and catfish.
In saline water areas prawn fishing is the major aquaculture and good yiclds have been established
ranging between 8 and 15 tonnes per hectare. Since agro-climatic conditions in India are very
suitable for fish growing, the fish-feed indusiry has potential for growth and is now in a
developmental stage.

The vast marine and inland water resources in India have traditionally been utilized only for
mceting domestic demand. | was only in the 1980s that the organized corporate sector began
exploiting this largely underutilized sector. However, the processing of marine products inio
canncd and frozen forms is carried out almost entirely for the export market. In 1993 there were
223 freezing units with a capacity of 2,170 tonnes, 25 canning units with a capacity of 84.5 tonnes,
129 icc-making units with a capacity of 1,820 tonncs, 24 fish-mcal units with a capacity of 419
tonncs and 297 cold-storage units with a capacity of 20,348 tonncs.

Recent trends

Lcading industrial companics like Hindustan Lever, NOCIL, Dunlop. ITC, United Brewerics,
Thapar Group and Amalgam Foods arc cngaged in cxporting marine products. Local demand for
fish products has remaincd high and cxports of marinc products have continued to record a steady
increase over the years, rising morce than threefold from Rs 5,980 million in 1988 /89 10 Rs 17,674
million in 1992/93 (sce Tablc J11.12).
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Fig. lILF. Fish production,
1970/71-1992/93, selected years
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Table 1I1.12.  Exports of marine products, 1988/89-1992/93, selected years

Year Exports (Rs miliion)
1988/89 5.980
1989/90 6,350
1990/91 8.940
1991/92 13,750
1992/93 17,674

Source: Minsstry of Food Processing Indostnes.

The potential of annual exploitable fishing resources from the Indian Exclusive Economic Zonc
(EEZ) was cstimated in 1993/94 at 3.9 million tonnes, of which tuna is estimated to be around
250,000 tonnes. Efforts are under way to build facilities for handling tuna in fresh/frozen and
canned forms and it has been decided to establish tuna and other fish-processing centres. The
Government is to provide grants for these projects to the extent of 50 per cent of capital costs.
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Constraints and prospects

The total potential is estimated to be almost double the 1992/93 production of 4.35 million tonnes
from marine and inland sources. It is estimated that only 10 per cent of the marine catch is
accounted for by deep-sea resources, which are underutilized. Trawling has not succeeded because
of the difficulty of tracking fish in warm waters, but trawling for deep-sea fishing in the organized
sector should help to overcome this constraint. In aquaculturc, there is a need for technological
inputs for fish farming and securing fish farms from poaching.

BEVERAGES

Beverages such as cola. orange and lemon are amongst the popular soft drinks in India.  Fruit
juice preparations are also becoming popular. Liquor manufactured in India gernerally is
catcgorized as beer, country liquor and Indian-madc foreign liquor (IMFL). The production of
IMFL compriscs wine, whisky. rum. vodka, gin and brangy. Premixed drinks using gin. ime. rum
and cola are alsc sold. Whilke the recently introduced draught beer has sold well, canned beer is
becoming increasingly popular. The illicit distillation that takes place on a large scale indicates
the extent of the unsatisfied demand for liquor.

Resource base

Fruits and vegetables are abundantly available for the production of non-alcoholic beverages.
Molasses. a by-product of the sugar industry. is the principal raw material used in India for the
production of alcohol. Barley, maize. potatoes. grapes. veast and hops are the other raw matcerials
used for the production of alcoholic beverages. These are abundantly available in India.

Recent trends

There are 54 enterprises in the organized sector with an installed capacity of 3,392 miilion bottles
of non-alcoholic swectened beverages.  The production of soft drinks rose from 1,350 million
bottles in 1980 1o 2,800 million botties in 1992, The unorganized scctor accounts for 23 per cent
of the total production of soft drinks in India. Well-established producers with widely advertised
brands continue to penctrate the huge domestic market.  Pepsi and Coca-Cola are the market
leaders.

The policy in carlier vears was to seserely discourage the consumption of alcoholic beverages: this
resulied in the imposition of total prohibition in some states. However. the resultant problems
of illicit distillation and spurious liquor affecting the health of the population, leakage of revenue
.md problems of enforcement, led 1o a review of the policy. Licensing for the manufaciure of beer
.md alcohol based on non-molasses raw materials was liberalized in 1989, The industry bears a
\‘lup tax burden and s & major source of revenue for state governments.  In spite of the high
prices, demand is large and has been increasing at a significant rate. This makes additional
capacity creation viable and atiractive,

1:'hcrc are 32 licensed breweries producing beer, with an installed capacity of 130 million litres,
Of the 212 distilleries producing alcohol with an installed capacity of 1,933 litres per annum, only
24 distifleries are eagaged in the production of IMFL and 31 units produce country liquor. The
remanning 157 distilleries manufacture cither industrial alcobol or bulk as potable alcohol for
further processing in other distilleries, Only recently has wine production begun on a substantial
saale.
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Box IIL.LB. Policy for alcobolic beverages

Alcoholic beverage production is subject to compulsory licensing.  For a number of years
there was a ban on the creation of additional capacities for the brewing of beer, but this
was lified in 1989. There has been no ban on 100 per cent export-ortented units. For
other potable alcohol, the ban on manufacture was relaxed in 1988 to permit production
from non-molasses-based raw materials.

The import of potable alcohol is subject to government Licensing.

There are restrictions on the movement of liquor between states and where permitted such
movements carry laxes.

Fresh apglications for the manufacture of beer and potable alcohol for Domestic Tariff
Area (DTA) sales have not been entertained since March/April 1991. However, non-
resident Indians with 100 per cent foreign equity can apply for industrial Licences for the
manufacture of beer for DTA sales.

Source:  Ministry of Food Processing Industrics.

Constraints and prospects

Beverage producers continue to reap high profits from buoyant domestic demand despite the
problems of illicit distillation and the sale of spurious products. The new capacity for the
manufacture of a wide range of alcoholic and non-alcoholic beverages reflects the growing
demand. India is also emerging as one of the major exporters of soft drinks.

CONFECTIONERY AND CHOCOLATES
Resource base

Cocoa heans, milk and sugar ase the principal ingredients of confectionery and chocolate products.
Coconut is also being increasingly used for the production of confectionery and chocolate products.
Indian coconut production of 7.7 million tonnes accounted for 18 per cent of the world production
of coconut in 1993. India’s resource base for sugar and milk can he gauged from information
furnished in the respective product profiles in this chapter. Since the domestic production of
cocoa beans is inadcquate, the confectionery and chocolate industry depends heavily on imports
(scc Table 111.13).
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Table 111.13.  Production and imports of cocoa beans, 1991-1993
(Thousand tonnes)

1991 1992 1993
Production 6 7 7
Imports 1,038 1.800 e

Source:  FAQ. Yearbook of Production Statistics, 1993 (Rome. 1993). and Yearbook of Trade Staristics 1992 (Rome. 1993).

Recent trends

There are six major chocelate manufacturers and around 25 confectionery units in the organized
sector. A few transnaticnals arc entering the confectionery and chocolate industry and are in the
process of setting up new plants. The large major transnationals, such as Nestl¢ and Cadbury, are
the two market leaders. A local Indian milk cooperative-based producer, Amul, is also a large
producer of chocolates. The production of cocoa products, such as chocolates, drinking chrzolate,
cocoa butter and cocoa-based milk foods, has been steady in recent years (sec Table 111.14) and
the total production of such products has been estimated at 41,200 tonnes for 1993/94.

Exporis of chocolate and related products grew from 97,000 tonnes in 1990 to 100,000 tonnes in
1992, but this is neghgible in value terms. The principal markets are Australia, Canada, Nepal,
Saudi Arabia and Sri Lanka.

Table 11L.14.  Production of cocoa products, 1990/91-1993/94

(Tonnes)
Year Production
1990/91 39,383
1991/92 40,600
1992/92 / 40,700
1993/943 41,200

Source: Mimistry of Food Processing Industnes.

a’ Estimate.

Constraints and prospects

The consumption of chocolates and confectionery per head per year in India is low compared with
the developed world: the total size of the chocolate market is estimated to be around 9,000 tonnes
and of confcctioncry products around 30,000 tonncs, so that therc is still scope for substantial
growth. With the large cmerging middic class of closc to 250 million people, the demand for
confectionery and chocolate products is on the incrcase.  The casy availability of raw matcrials,
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including sugar and imported cocoa beans, means that large foreign investors could make India
a base for servicing the Asian and Gulf markets.

INSTANT CONVENIENCE FOODS
Resource base

India’s strong agricultural base offers a wide range of raw materials for the production of a variety
of ready-to-cook and ready-to-cat products. The industry, however, is sti! in its embryonic stage,
with a preponderance of small-scale activities. But this profile is changing fast and transnational
companies are making decp inroads into the production of convenience foods.

Macaroni and noodles are an emerging sector and two large transnationals, Nestlé and Brooke
Bond, have joined India Nissan Foods. This convenience food is gaining importance and is a
favourite with the younger generation. Companies such as Unilever are closely examining the
market for expansion and growth. Pepsi has already made a large investment in production
facilities and the marketing of snacks.

Recent trends

The production of instant convenicnce food items rose from 12,612 tonnes in 1987 to 15,200 tonnes
in 1992, growing at an annual rate of over 20 per cent. This increase stemmed largely from
technical progress in the processing and packaging industries, which led to the introduction of a
wide range of products.

Pepsi Foods’ recent endeavour typifies the emerging trends in instant convenience food production.
The company is using part of its capacity, which remains idl: due to the seasonal unavailability of
raw materials for making tomato paste and processing chillies. A production facility has already
been set up for the aseptic packaging of chilli pastc with a shelf life of around 18 months. Pepsi
hopes to penetrate successfully the markets of the Pacific Rim countries which import relatively
expensive chilli paste from Thailand and Malaysia. Research is also being done into converting
tomato and chilli pastes into powders.

This industry offers opportunities for linkage with the farmers for the production of the right
quality raw matcerial. For example, Pepsi Foods has imported Frito Lay potatoe sceds, which are
the high-solid, low-sugar variety. These are currently being muitiplied in the hills of Himachal
Pradesh before being introduced to farmers iz Punjab and other arcas.

Constraints and prospects

There exists a very large market for snack foods in India, estimated to be over 300,000 tonnes per
yecar. Of this, branded products from the organized sector account for less than 1 per cent of the
total market. The market for soups, ready-to-eat meals, instant food mixes and dchydrated
products is also very underdeveloped. However, with the growing number of working couples,
there is tremendous potential for growth.

The high cost of the packaging material and the sbort shelf-life in hot climatic conditions act as
constraints. Technological inputs into packaging will be necessary, and cost-effcctive programmes
will be rcquired to cut the expenditure on packaging, in order to cnable the brand-name products
to be priced reasonably.
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B. TEXTILES

The textile industry is the largest industrial subsector in India, accounting for 20 per cent of
industrial production and over a quarter of total export earnings. In 1960/61, textiles accounted
for 29 per cent of the manufacturing value added. As was to be expected, its share has declined
over time as India’s manufacturing sector has diversified with the addition of new fast-growing
industrics. Nevertheless textiles still account for about 10 per cent of the value added in
manufacturing and about 19 per cent of employment in the organized sector. If employment in
the unorganized sector is taker into account, ils shaie in total industrial employment is much
larger.

The weaving sector of the industry spans the entire range of technology and corporate organization
from organized sector mills at one end to a decentralized traditional handioom sector at the other,
with a very substantial decentralized powerloom sector in tk= middie, where individual units are
small but use modern techrology in the form of powerlooms.

Resource base

The textile industry in India continues to be predominantly cotton-based although the share of
cotton in the total raw material requirements declined from 93 per cent in 1970/71 to 83 per cent
in 1993/94. The sharc of polyester fibre in the total fibre consumption of the textile industry
increased from less than 1 per cent in 1970/71 to 2 per cent in 1980/€1 and further to 8 per cent
in 1993/94.

Cotton is mainly cultivated in the states of Maharashtra, Gujarat and Madhya Pradesh in the
western region, Punjab, Haryana and Rajasthan in the northern region, and Andhra Pradesh,
Karnataka and Tamil Nadu in the southern region. India produces a very wide range of cotton
varicties and generally has a surplus of long and extra long-staple cotton which is in high demand
for exports (scc Table I11.15). India’s cotton yields are much lower than those prevailing in other
major cotton growing countries because of the inefficient usc of land for growing cotton in India.
Cotton prices in India arc generally lower than world prices.

Table HL.15. Production, consumption and export of cotton, 1980/81-1993/94, selected years
(Million tonnes)

Cotton year?/ Production Consumpt ion Exports
1980/81 1.33 1.30 0.12
1990/91 1.99 1.96 0.20
1991/92 2.02 1.7% 001
1992/93 2.30 2.11 0.23
1993/94 2.30 1.98 0.05

Compound growth rate (Percentage per annum)

1980/81 to 1990/91 4.11 4.20 5.20
1990/91 to 1993/94 4.94 0.33 -37.00

—

Source:  Mimstry of Textiles.

3/ The cotton production year is September-August.
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The man-made fibre industry grew substantially after the establishment of large petrochemical
plants in the late 1970s. The production of man-made fibres and yarns (excluding tyre yarns)
increased more than four times, at the rate of 11.7 per cent per annum, from 187,900 tonr.es in
1980/81 to 787,600 tonnes in 1993 /94. This group includes both cellulosic and synthetic fibres and
varns. The production of cellulosic fibre and yarn increased relatively slowly, at the rate of 4.7 per
cent per annum, from 124,000 tonnes to 225,000 tonnes. However, the production of synthetic
fibres and varns increased much faster, at the rate of 18.2 per cent per vear, from 63.900 tonnes
to 562,500 tonnes (sce Table 11.16). In the 1980s India developed a significant domestic capacity
for production of synthetic fibres and varns, but much of the capacity was of a high-cost nature
with suboptimal-scale plants supported by high protective walls. India has no particular resource
advantage in producing synthetic fibres and yarns, being a net importer of petroleum products, but
over time a synthetic fibres or varn industry has developed and improved its competitiveness as
pait of a growing petrochemical industry.

Table 11L.16. Production and imports of man-made fibres and yarn, 1980/81-1993,/94, selected
years
(Thousand tonnes)

1980/81 1985/86 1990/91 1991/92 1692/93 1993/94

Production 18°.9 304.6 616.9 639.4 716.5 781.6
Cellulosic fibre/yarn 124.0 132.0 211.1 210.8 210.4 225.1
Viscose staple fibre 82.7 90.0 160.1 158.1 162.5 175.1
Viscose filament yarn 41.4 42.0 50.9 52.7 48.5 50.0
Synthetic fibre/yarn 63.9 172.6 305.7 428.6 506.1 562.5
Nylon filament yarn 20.7 39.4 39.8 36.9 32.5 357
Polyester staple fibre 22.4 42.8 134.2 135.9 161.8 188.5
Polyester filament yarn 10.7 67.4 185.3 207.6 266.5 277.1
Acrylic staple fibre 10.1 21.8 42.5 4.0 55,0 62.3
Imports
Polyester staple f:*re .3 16.1 10.5 8.4 8.7
Polyester filament - arn 1.5 2.1 1.1 0.4 0.3
Acrylic staple fibre 1.1 1.8 26.8 3.9 33

Source Mimstry of Teaties

India has the fifth largest population of sheep in the world. Indigenous wool production is Targely
of carpet quality. Apparcl woel accounts for only about 10 per cent of ihe total wool production,
The requirements of fine quality wool by the organized mills and the hosiery sector are almosi
exclusively met by imporls,

Raw silk production was 14,200 tonnes in 1992/93. India is the sceond largest producer of raw
silk in the world. Scventy per cent of the raw silk “« woven in handlooms and the remaining 30
per cent in powerlooms. In order to tap the potential of siik production in the country, -+ national
sericulture project. assisted by the World Bank and the Swiss Development Corporation, has heen
implemented since April 1989 in the five traditional sericulture states of Karnataka, Andhra
Pradesh, Tamil Nadu, West Bengal and Jammu and Kashmir, and 12 other states where silk
production is not a traditional activity. ‘
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Recent trends

Trends in production in the textile industry have been powerfully affected by the policy regime.
The policy of protecting cotton as a raw material by high taxation of synthetics, combined with
high-cost production behind protective walls, has meant that the Indian textile industry is much
more cotton-based than it would otherwise have been. Nevertheless the production of synthetic
fabrics and blended fabrics has increased rapidly. As shown in Table 1I1.17, the production of
cotton varn increased by only 3.3 per cent per annum between 1980/81 and 1993/94 whereas
blended yarns increased at 5.9 per cent and filament yarns at 13.1 per cent. This trend is repeated
in the statistics on fabric production. The production of cotton fabrics between 1980/81 and
1993/94 increased at an anaual r: te of 4.5 per cent, whereas the production of blended fabrics
increased at the rate of 6.2 per cent and non-cotton fabrics at a very much faster rate of 11.2 per
cent.

Table IIL.17.  Recent trends in textile production, 1980/81-1993/94

1980/81 1982/83 1990/91 1991/92 1992/93 1993/94

Yarn (thousand tonnes) 1,371 1,263 2,100 2,097 2,222 2,428
Spun yarn 1,298 1,179 1,824 1,806 1,895 2,066
Cotton 1,067 966 1,510 1,450 1,523 1,624
Blends 144 129 207 234 247 304
Non-cotton 87 84 107 122 125 138
Filament yarn 73 82 276 291 372 362
Polyester 11 23 i85 207 247 277
Viscose 4] 33 51 53 48 50
Nylon 21 25 40 31 32 35
Fabrics (thousand square
metres) 12,444 11,635 22,928 22,588 25,045 25,942
By sector
Mills 4,533 3,006 2,589 2,376 2,000 1,990
Power 1 ooms 4,802 5,445 16,044 16,089 17,828 18,482
Handooms 3,109 3,234 4,295 4,123 5,219 5,470
By material
Cotton 9,488 8,764 15,431 14,674 16,343 16,716
Biends 1,391 1,334 2,371 2,712 2,683 3,030
Non-cotton 1,565 1,587 5.126 5,229 6,019 6,196
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Table 1L.17. Continued.

Compound growth rates (Percentage per annum)

1981/82-1990/91 1990/91-1993/94 1981/82-1993/94
Yarn 4.4 5.0 4.5
Spun yarn 3.5 4.2 3.6
Cotton 3.5 2.5 33
Blends 3.7 13.7 5.9
Non-cotton 2.1 8.8 3.6
Filament yarn 14.2 9.5 13.1
Polyester 32.7 14.4 28.2
Viscose 2.7 -0.6 1.5
Nyion 6.6 -4.3 4.0
Fabrics 6.3 4.2 5.8
By sector
Mill -5.3 -8.4 -6.0
Power ] coms 12.8 5.0 10.9
Hand!ooms 3.3 8.5 4.5
By material
Cotton 4.9 2.7 4.5
Blends 5.5 1.7 6.2
Non-cotton 12.3 6.7 11.2

Source:  Mimistry of Texules.

The structure of the textile industry has also been affected by the deliberate government policy of
discriminating against mills over many years. The weaving capacity of mills was tightly controlled,
ostensibly to help handloom production. Handlooms were scen as a key labour-intensive sector
which required protection against the onslaught of the more capital-intensive mill sector. In the
event, the beneficiary of this policy was the powerloom sector. This sector, by virtue of being
decentralized. did not suffer from licensing and capacity restrictions placed on the organized sector
mills. The technology in powerlooms was comparable to that of the mill sector, except perhaps
at the most advanced end of the technology, and it did not suffer from restrictive labour
regulations which handicapped the mill secror.

As a result, the mill sector has increasingly consisted of spinning mills. Weaving survives only in
the composite spinning and weaving mills, and these have declined over time. In 1960, about 11
per cent of the world’s installed spindleage was located in India. This increased to 15 per cent in
1987 with virtually all the expansion in the specialized spinning mill sector. India has the largest
number of spindles (26.41 million in 1989) in the world.

Production in the mill sector actually declined from 4.5 million square metres in 1980/81 to just
below 2.0 million square metres in 1993/94. Production in the handloom scctor increascd from
3.1 million squarc mctres to 5.5 million squarc mctres, but the share of handlooms in todal
production of fabrics declined from around 25 per cent in 1980781 to about 20 per cent in
1993/94. The powerloom scctor in this period grew at an annual rate of 10.9 per cent and actually
increased its sharc in fabric production from 38.6 per cent to 71.2 per cent.
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The National Textde Corporation (NTC) was set up in 1908 with the primary objective of
managing 16 sick mills that had been taken over by the Gawernment. By 1973 the number of sick
mills in government hands had gone up to 103, These were nationalized mm 1974, Subscquently.
more mills were taken over. bringing the number of mills under the care of NTC 10 123, By 1984,
the accumulated cash losses of the NTC mills had reached Rs 8 billion, and today they are Rs 27
billion. About Rs 18 billion of these losses bave alrcady been reimbursed by the Government of
India.

Box HI.C. Major highlights of textile policy

India’s textile policy has traditionally favourcd cotion over man-madc fibres. The highly
protectionist policy towards the production of svathetic fibres and varns. combined wath a
domestic industrial policy which encouraged fragmentation of capacity. cnsured that
domestic production of synthetic fibres and yarns was much more costly than in the rest of
the world. This was compounded by a tax policy which treated synthetic fibres and varns
as luxsry goods and subjected them to much higher rates of taxation.

Restraints were placed on the expansion of mills to help the handloom sector which was
viewed as an employment-intensive sectos. In fact the principal bencficary of this policy
has been the powerloom sector which has cxpanded rapidly at the expense of both the
mills and the handloom sector.

Goverament policy in the 196s and 1970s favoured production for the domestic market
rather than exports. This was because the policies brought about higher relative
profitability in the protected domestic market for a number of reasons, including an
overvalued currency.  Exports were primarily viewed as a means to acquire
licenses/permassion o import equipment and consumables for the profitable up-market
segment of the domestic cconomy.

The following are some of the significant policy changes since July 1991

(1) The textile industry was dehicensed in August 1991 under the New
Industrial Policy. The Textile Control Order, 19860, was repealed in
Ducember 1992 and was finally replaced by the Textiles (Development
and Regulauon) Order 1993, Under the new policy. no prior approval of
the Government is required to set up textile mills, including powcriooms,
Restrictions on wool and sitk powerlooms have also been removed.

(1) Machinery for textiles can be imported at a concessional customs duty
rate of I3 per cent by exporters subjeet 1o an export obligation of four
omes the value of the machinery. The access to modern textile machiners
at reasonable prices through imports is significant because of one of the
problems Yaced by textile mills in the carlier protective regime has been
the Jack of availability of modern extiic machiners within reasonable
delivery schedules.

(iii) Customs duty rates on imports of raw materials and intermediates have
been reduced substantially. (See Box THLD)
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From the peak share of S8 per cent of all developing country exports of textiles (including
garments) in (953, India’s share fell precipitously to a meagre 8 per cent by 1969, At present. it
is around 2 per cent. The textide industr, was a victim not only of the heavy-industrics-oriented
strategy of industrialization but zlso of the policies to protect the handloom sector. which actually
prevented the expansion and modernization of the mill sector. For example. it was only when the
Textile Policy of 1983 emphasized the need for an integrated policy frame for the different
subsectors of textiles that the Government hfted the virtual freeze on the weaving capacity of the
mills which had been in place since 1956.

The export performance of textiles improved in the 1986, with exports growing at the rate of 133
per cent per annum between 1983/84 and 1993/94 (see Table HL18). In the fourfold increase in
carnings from textile exports in ike decade ending 1993/, the dominant contribution was made
by cotton textiles. However, exports of textiles from man-madc fibres also increased in importance
s as 1o increase their share from less than 7 per cent in 1983/84 to almos; 20 per cent in 199394

The increase in jeans exports from India created a growing demand for high quality denim. This
provided an opportunity for exploiting India’s comparative advantage in the short stapke vanety
of cotton with coarse count varn.  Arvand Mills was the first 1 the fate 1980s (o set up a
sophisticated dveing plant. air-jet looms and finishing facilitics for denim. In 1993 the compavy
was expected to produce SO million metres of denim. making it the fifth largest producer of denim
in the world. Ity exports have also accelerated to reach a level of Rs 1 hillion ia 1993 /94, Modern
Group. an export-oricnted unit for demim fabrics with a capacity of 10.5 million metres per annum,
started production in 1991 with the technical collaboration of Atlantic Mills of the United States.
Many others have followed suit. the Tast to eater being K.G. Denim Ltd of Cotmbatore with a
capacity the same as the Modern Group and a buv-back arrangement of 30 per cent of its
production with its forcign collaborator, Lois International of Belpum. While the high energy
costs at present are a constraiming factor. the potential for exports is substantial. A major boost
to the denim industry has been provided by the setting up of production centres i India by top
brand names such as Wrangler and Levi Strauss.

Table 1ILIS.  Exports of textiles, 1981/82-1993/94
(S million)

Cotton textiles

(man-made/ Man-made

powerlioom), Cotton textiles fibre wWooilen Siih
Year inciuding yarn (Handloom) testiles textiles test-les Total
17R1/82 316.8 137.4 1.7 168.9 it 742.5
1987 /83 325.2 133.8 5.1 178.5 85.” 786.3
1983/84 308.9 121.8 9,7 1169.2 81.3 691.0
1984/85 396.6 141.6 45,4 178.3 i03.4 815.3
1935 /A6 384.0 131.9 10.8 124./ 127.7 809.1
1986 /87 438.6 129.7 53.4 135.5 157.4 509.6
198/ /88 196.6 184.1 122.3 125.12 153.8 1,382.1
1988/89 730.2 196.2 185.8 18/.8 189.7 1,489.2
1689/90 896.8 205.3 3153.9 261.0 149.1] 1,90C.1
1990/91 1,143.3 227.0 354.2 51.4 243.0 7,013.0
1991 /92 1,284.3 781.6 1151 68.1 2742 2.353.3
1492/93 1,756.0 339.1 338.0 102.5 236.7 7.355.5
1993/94 1,594.¢% 413,/ 585.8 142.9 252.% 2.989.4

i
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Table I11.18. Continued.

Compound growth rates (Percentage per annum)

1981/82- 1990/91- 1983/84-
1990/91 1993/94 1993/94
Cotton textiles (man-made/powerloom),
including yarn 15.3 11.7 17.8
Cotton textiles (handloom) 5.7 22.1 13.0
Man-made fibre textiles 26.8 18.3 28.0
Woollen textiles -12.4 40.6 1.8
Silk textiles 13.5 12.9 10.7
Total 1i.7 14.1 15.8

Source:  Ministry of Textiles.

Another arca of dynamism has been that of terry fabrics. This is an area of cost competitivencss
and high margins. A typical high quality terry fabric manufacturer is Welspun Polyesters which
started production in late 1993 and earned almost Rs 1 billion in 1993/94, having had enthusiastic
responsc from the buyers of the fabric.

Box 1LD. Custom duties: textiles
(Pcrcentage)
Pre-199] Present
Polyesier filament yarn 180 65
Nylon filament yarn 100 65
Polyester fibres 180 (plus Rs 7/kg) 65
Viscose fibre 40 25
Viscose filament yarn 45 40
Acrylic fibre 150 65
Blended varns 150 65
Woollen yarn 110 65
Cotton yarn 105 25
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Fig. lIl.G. Textile exports,
1981/82 and 1993/94
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The competitiveness of the textile industry can be gauged by the rush of foreign investments in this
sector in the post-reform period. Between August 1991 and June 1994, foreign investment
proposals worth Rs 3.9 billion werc approved for this sector (see Annex Table A-25). The
approvals for textile production (including garments) numbcered 148, of which 50 were technical
and 98 werc financial collaborations.

Constraints and prospects

The textile industry in India has to make up for lost time. In order to regain the position in the
world which it enjoved only 40 ycars ago, the process of restructuriag must be carried forward.
A policy package is required not only to address the problems of the mill scctor, the powerloom
sector and the handloom scctor within an integrated framework but also to attend to the important
issucs of fibre use, cotton pricing and cotton yield.

In the mill scctor the challenge lies in separating the revivable mills from those which must be
closed down. The introduction of Maodificd Value Added Tax (MODVAT) 1o textiles as
rccommended by the Tax Reform Committec should help reduce the working capital requirement
and hence the interest cost of the organized textile mills, In many cascs, surplus land available
with the riills can be disposed of in order Lo raise resources for the purpose of compensating the
labour force and perhaps even rehabilitating some of the mills. But the Urban Land Ceiling Act
has stood in the way of the sick mills™ ability to sell their land or real estate in order to restructure

' themselves. The prohibition of new industrial investments in citics with a population of over half

a million, which was in force from 1977 10 1991, has also impeded textile restructuring in cities
such as Bombay and Ahmcedabad.
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A substartial amount has been spent from the National Renewal Fund (NRF) on Voluntary
Retirement Schemes for close to 35000 textile workers to help streamline the workforce in the
mills. But more nceds to be done. especiallv in the arca of retraining and assistance in the
redeployment of labour.

In mecting the challenges of globalization more emphasis will have to be placed on quality
production for exports. The decentralized system of production prevalent in India has an
advantage of lower labour costs and of freedom from excessively rigid labour laws that deny
manufacturers in the organized sector the flexibility they need to retrench labour in times of
difficulty. But this system of manufacture is not suitable for high quality standardized products.
High value products which are marketed under leading brand names demand the highest standards
in fabrics and freedom from defects, which cannot be achieved in the decentralized secior. A
successful export drive will therefore have to be based to a much greater extent on production
from modern mills, while the bulk of the domestic demand for fabrics could be met by the
powerloom sector. The handloom sector will have to concentrate more on high value products
for domestic as well as export markets.

Increased competition in the international arcna is leading to product specialization in textiles.
Countrics are trving for niche markets to boost their textile exports. There are lessons to be
lcarnt from the experience of the East Asian cconomies such as China. Hong Kong, Republic of
Korca and Taiwan Province of China. which now dominate world exports in textiles and ciothing.
Clothing accounted for 55 per cent of the textile exports from Taiwan Province and for 86 per cent
of those from Hong Kong in 1988/89. Except for Pakistan, whose cotton varn exports accounted
for nearly onc half of its total textile exports in 1988/89, other Asian cconomics are ir. -asingly
tucusing on clothing exports.

The Uruguay Round Agreement to phasc out the Multi Fibre Arrangement (MFA) over ten vears
hoids out the prospect of a liberalized world trade regime in textiles.  Countries which have a
competitive edge should be able to do well. The textile industry in India must modernize rapidly
if it is to mect this challenge.

The Agreement will have a significant impact on textiles and clothing in two ways. Firstly, quotas
on specified products will be gradually abolished over a ten-vear transition period.” This would
involve a 16 per cent reduction in the guotas for total imports irto the MFA quota countrics and
arcas (United States, European Union, Canada, Finland, Norway and Austria) on the datc of
commencement of the agreement, 17 per cent after three vears, 18 per cent after four vears and
the remaining 49 per cent at the end of the transition period.  Sccondly, the agreement
eacompasses “growth factors™ of 16, 25 and 27 per cent. respectively, applicd to the normal quota
growth rates under the existing hilateral agreements for the products that remain under quota.
From the date of coming into force only multilateral arrangements under the Uruguay Round
Agreement will apply 1o the textiles and clothing sector while bilateral discriminatory practices
adopted by quota countrics will cease o exist.

India stands 1o gain from the Uruguay Agreement in textiles and clothing notwithstanding the fact
that the liberalization of the sector is back-loaded during the ten-vear transition period. The back-
loading'will be offset by the above-mentioned “growth factors™ in quotas during the transition
period. ' This period would need to be utilized for strengthening the competitiveness of the industry
with a view 1o positioning the industry to meet competitive pressures from other developing
countries in the post-MFA period. Concerted efforts are required to upgrade technology, improve
quality 'and «trengthen marketing.  Investments in the modernization of textile and garment
factorics are needed 1o improve quality and diversify exports, particularly of cotton-based products,
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where India cnjovs competitive strength. Even though redeployment of textiles and garments
production from high-wage economies (Taiwan Province and Hong Kong) to low-wage countries
is already taking place within the Asian region. Indian textile and clothing industries will face ficree
competition from other developing countries, especially Bangladesh. China, Indonesia. Pakistan.
Sri Lanka and Viet Nam. in a quota-free world. This wall once again provide Indian textiles with
an opportunity to regain their position in world trade.

C. GARMENTS

Resource base

The resource base for the garment industry is provided by the textile mdustry in India. The fibre
base for garments centres around cotton for woven clothes and wool for knitwear. The cotton
garment market is still active in the richer nations of western Europe and in the United States
despite the strong cmergence of low-cost. durable synthetic blends.  The use of synthetic and
blended fabrics in Indian garments. which was minimal until 1980, picked up sharply during 1985-
1990. Unlike the successful garment-exporting cconomics such as Hong Kong, Taiwan Province
and the Republic of Korea. which do not grow any cotton but make usc of their aceess to the
world market for raw cotton. the Indian cotton textile indusiry has relied on the domestic
production of raw cotton for the bulk of its requircments.

Recent trends

Garm:nts have emerged as one of the mast dvnamic scements of the texiles sector. Exports of
rcady-made garments grew at the rate of 18.5 per cent per annum over the ten-vear period ending
in 1992/93. Both in 1992 and 193, garment exports from India not only exceeded the targets set
by the Governmeat but grew almost twice as fast as world exports, 2011 per cent and 20.2 per cent
in 1992 and 1993, respectively.  Garment exports have become the single largest net foreign
exchange carner, accounting for about 15 per cent of the country's export carnings. It is significant
that these exports have taken place with very little import content.

The garment export sector centres on extensive subcontracting system making use of powerloom
fabrics and sccond-hand machinery.  Hard currency arcas such as the United States and the
Europcan Union have been the principal markets for India’s garment exports.  The apparel
industry in the developed western nations is characterized by a large degree of protectionism
through high tariffs and quantitative restrictions incorporated in the Muiti Fibre Arrangement
(MFA). Although these trade barricrs have acted as a major stumbling block, India has been abic
to reap the maximum bencfit from this constrained scenario by fully utilizing the quotas that have
been made avatlable. Still garment exports from India account for onls 2 per cent of world trade.
The recent change in the policy of the Government of India to allow large-scale units to enter the
garment industry if they undertake an export obligation of 50 per cent of their production is a
move to help exploit the potential for garment exports further,

India’s garment exports have catered 1o the global market, with different cconomics acquiring
prominence at different points in time. In 1970, the former Soviet Union wis India’s major export
market, accounting for more than 30 per cent of its garment exports, During the 19708 the share
of the developed countries incrcised rapidis, while that of the developing countrices and the former
Soviet Union fell considerably,
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During the decade 1983-1993. the principal export markeis for Indian garments have been the
quota-controlled regimes of western Europe and the United States. oCuring this period, the
relative shifts in the shares going to the United States and the European Union have largely been
governed by the cxtent to which the quota allocations to India were increased (see Table [1.19).
The share of cast European economies declined from 13 per cent in 1983 to 6 per cent in 1993,
while that of the developing cconomies as a whole remained stagnant at around 10 per cent.

Table 11.19. Garment exports by destination, 1983-1993, selected years

Destination 1983 1985 1987 1991 1992 1993

value ($ million)

western Europe 255 325 708 1.117 1,378 1,674
United States 219 283 466 590 781 892
Japan 14 33 29 83 125 119
South East Asia / 1 2 7 13 15 21
Soviet Union/CIS3 71 141 128 128 7 172
tastern Europe other than

former Scviet Union 12 10 9 41 a7 41
West Asia and North Africa 10 8 13 134 163 211
Others 52 61 69 295 303 337
Total 634 863 1,429 2,401 2,883 3,467

Share (Percentage)

Western Europe 40.2 37.7 49.5 46.5 47.8 48.3
United States 34.5 32.8 32.6 24.6 27.1 25.17
Japan 2.2 3.8 2.0 3.5 4.3 3.4
South East Asia / 0.2 0.2 0.5 0.5 0.5 0.6
Soviet Unior/C1S? 11.2 16.3 9.0 5.3 2.5 5.0
tastern Europe other than

former Soviet Union 1.9 1.2 6.6 1.7 1.6 1.2
West Asia and North Africa 1.6 0.9 0.9 5.6 5.7 6.1
Others 8.2 7.1 1.8 12.3 10.5 9.7
Total 100.0 100.0 100.0 100.0 100.0 100.0
Source . ~parel Export Promotion Counctl. Handbook of Export Stanstcs
a Figures for [983. 1988 and 1987 refer to the former Soviet Umion. those for 1991, 1992 and 1993 are for the

Commonweaith of Independent States

Japan is a fast growing non-quota market for Indian garments. India’s garment exports to Japan
increased from $14 million in 1983 10 $119 million in 1993, although India supplics at present no
morc than | per cent of the garments imported by Japan.  Amongst the developed countries,
Japan's import regulations on garments and textiles are undoubtedly the most libero!,
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Fig. llLH. Garment exports,
1983-1993, selected years
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Since three-quarters of India’s garment exports are to the restricted markets of the United States
and the European Union, any increase in exports to these countries can come about only by
improving the quality and thereby increasing the value of the garments sold. Though India has
fully utilized its quotas in almost all the countries and categorics during recent vears, the unit value
realization has been rather low. A acw Export Entitlement Distribution Policy for 1994-1996,
generally known as the Quota Policy, has been announced with a view to increasing the unit value
realization for quota items, simplifying procedures and imparting greater transparency in quota
allotments.

Garments are reserved for the small-scale seetor, which means that production units cannot exceed
an investment level of Rs 6 miliion in plant and cquipment and Rs 7.5 million for ancillarics.
Larger units are only allowed to be set up if they export 75 per cent of production. However, in
July 1993, these restrictions were liberalized to allow non-small-scale garment units 1o be sct up
with an cxport obligation of 50 per cent, provided investment in fixed assets in plant and
machinery does not exceed Rs 3 million. The Government has also followed. since July 1991,
liberal policies on foreign investment and technology agreements, including the free use of forcign
brand names.
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Fig. lILl. Destination of garment
exports, 1993

Western Europe

United States

W. Asia & N. Africa

CIS

Japan

Eastern Europe

\'nilﬂll‘ ": ;

South East Asia

Other

0 10 20 30 40 50 60
Percentage

The competitiveness of the Indian textiles and its clothing industry can be seen from the influx of
intcrnational giants such as Benetton, Hugo Boss, Lacoste, Pierre Cardin, Van Heusen, Louis
Phillipe, Arrow, Wrangler and Lewis, to name a few. These multinational concerns arc all sctting
up production bases in India to tap thc growing domestic market and exploit the comparative
advantage offered by India for exports from this sector. Foreign investment approvals since July
1991 have amounted to $124.5 million.

Constraints and prospects

A major constraint to the realization of India’s full potential in the garment sector has been the
policy of reservation of garment production to the small-scale sector. Most companics consider
an cxport obligation of 75 per cent, and that in perpetuity, to be an unduly stiff imposition.
Conscquently, there was very little response from large-scale undertakings for the manufacture of
garments. The liberalization of July 1993 has significantly weakened this constraint, but the
reservation policy remains at variance with the new liberal regime.

There is scope for substantial investment in the garment industry in specialized products.
Increased forcign investment, besides bringing in the much needed foreign cquity, would cxpose
Indian garment manufacturers to the kind of technology and processing being adopted by
intcrnationally reputed garment manufacturers.  India’s competitors, including Hong Kong, the
Republic of Korca, China and Taiwan Province have been pursuing a liberal forcign dircat
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investment policy aimed at upgrading the quality and improving the level of technology in the
garment industry. In India, there is an urgent need to upgrade the technology of garment
manufacturing as well as to develop human skills to absorb such technological upgrading.

India’s garment export industry has flourished on account of cotton-based apparel. Its garment
exports are still focused on fashion clothing items which are characterized by rapidly shifting
consumer tastes and high obsolescence. This is not to suggest that India should desist from
exporting these items just hecause they are volatile in nature. But it would be better for India’s
garment exports in the long run if these fashion garments were coupled with standard garments
which are usuallv based on synthetic or blended fabrics. Higher value addition could be attained
using a blend of man-made fibres.

Small exporters have a limited volume of demand for specific fabrics for particular purposes.
Short runs of specific designs with stringent quality demands typify the fabric requirement for
rcady-made garments. This has deterred integrated mills from supplying fabric to garment
cxporters. This in turn has nccessitated greater reliance on powerlooms where quality control
standards arc difficult to enforce. The reoricntation of the mill sector to the fabric requirements
of the apparel sector will become feasible only if the apparel sector itsclf undergoes some
restructuring to strive for higher growth in exports of standardized garments based on standardized
fabrics. India at present lacks the fabric base suitable for exports such as has been built up, for
example, by China. On the other hand, imported fabrics sourced by countries and areas like Hong
Kong and the Republic of Korea are cheaper than the fabrics domestically available to the Indian
garment exporters.

The fabric producers need access to internationally priced man-made fibres, and these industries,
in turn, require internationally priced raw material inputs. The size and internal efficiency of the
svathctic fibre producers is now such that they can produce competitively priced fibre if their
inputs are¢ provided at international prices. This is a major issue which will determine the future
substantial growth of India’s garment export industry.

Global textile imports show an international specialization trend towards finished products. India
can take advantage of the trend by devising suitable production and export strategies. Although
the reservation requirement has heen relaxed for units which accept an export obligation of more
than S0 per cent. it continues to discourage the sctting up of large-scale units which ¢nuld export
in large quantities in a quality controlled manner. So far, India has concentrated entirely on the
export of cotton-based apparcl.  Man-made fibre blends account for 60 per cent of the
international trade in garments. This growth arca will aced to be tapped.  Already, of the total
proposcd investment in textiles as of November 1993 of Rs 139 billion, Rs 69 billion is being
invested in the man-made fibre industry, while Rs 52 billion and Rs 11 hillion arc in cotton and
blended textiles and in textile products, respectively.

As mentioned onder textiles. the conclusion of the Uruguay Round and the agreement to phase
out the Multi Fibre Arrangement over ten years represent important deselopments with immediate
implication for India’s garinent industry.  Although the manncr of the phasc-out involving
substantial bzck-loading is disappointing, there is no doubt that it presents important opportunitics
for the future. India will face competition from Bangladesh, China, Indonesia, Malaysia, Paksstan,
Sri Lankas and Thailand in ¢xploiting these oppertunitics.
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D. JUTE PRODUCTS

India is the single largest producer of jute products in the world., contributing about 40 per cent
of global production. compared to 25 per cent by China and 15 per cent by Bangladesh. The jute
industry is not healthy by any standard. Production has been stagnant for the last 15 vears. There
are 73 jute mills in the country providing emplovment to 250,000 workers but most of the mills
are in financial difficulties. As of December 1992, 12 jute mills employing 34,000 workers were
closed for this reason. From a situation where 85 per cent of the production of jute manufactures
was exported in 1950/51. the industry has come to a stage where only 15 per cent of the
production is exported.

Resource base

The jute industry in India was severely affected by the 1947 partition because jute mills were
located in West Bengal while the jute growing areas were in East Bengal which became East
Pakistan and then Bangladesh. After independence the Government of India initiated a policy of
encouraging indigenous cultivation of jute. At present the area under jute is around 865,000
hectares (see Table 111.20) mainly in West Bengal, with Bihar and Assam being the other major
producers. Jute is mainly cultivated under rain-fed conditions and hence is dependent on the
monsoon.

Table 11120, Area, production and yield of jute, 1971/72-1991/92, selected years
(Three-year average)

1971/72 1981/82 1991/92
Area (thousana hectares) 177 867 865
Production (thousand tonnes) 900 1,080 1,584
Yield (kilogrammes per hectare) 1,256 1,335 1,852

Source: Mimstry of Textles.

Recent trends

The jute mills supply varn for the production of hessian, sacking and carpet backing cloth.
Hessian and sacking account for about 80 per ceni of the production and are consumed mainly
in the domestic market for packing food grains, sugar, fertilizers and cement. The demand for
these products has stagnated in the face of increasing availability of sythetic matcrials for packing
and carpet backing. Compulsory use of jute goods in the supply and distribution of specific
co wmaoditics have been attempted by the Government as an interim measure. Data pertaining
recent trends in production. coasumption and cxports are presented in Table 11121,
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Table 11121.  Production, consumption and exports of jote goods, 1989/90-1992/93, selected

years
(Thousand tonnes)

1989/90  1990/91 1991/92 1992/93 1993/94 1994/95

April-July
Production of jute goods 1,304 1,430 1,278 1,310 1,448 5073/
of which:
Sacking 671 808 650 659 784 239
Hessian kLY 331 339 318 342 124
Consumption (July to June) 1,108 1,235 1,080 1,098 1,239 338
Exports of jute goods
(Thousand tonnes) 237 219 237 196 189 58
(Rs billion) 3.0 3.0 3.9 3.5 14 1.1
Source:  Ministry of Textiles.
a/ Production data are from April to August.
- - - _______________________-—— - — - - - -
f Fig. l.J. Exports of jute goods,
1989/90 and 1993/94
Year
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Thousand tonnes
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The disintegration of the former Soviet Union has taken away the biggest market for Indian jute
goods, but interest in jute packaging materials is still akive in many of the newly formed states of
the CIS region. The Indian jute industry is attempting to recapture these markets without special
arrangements. The reduced supplies of jute yarn from Thailand to western Europe have also
created a new opportunity for the Indian jute industry. Over the last three years, the jute industry
has been making efforts to increase its exports to the General Currency Area.

More important, jutc manufactures such as jute /blended furnishing fabrics, made-up items (soft
luggage, shopping bags, and travel accessories), floor coverings. jute non-wovens and dcodorized
jute bags for packaging food matcrials are recciving special atieation from buyers in Europe.
Japan, Hong Kong. Republic of Korea and other new markets. Exports of these high value
products arc expected to incrcase from less than Rs 600 million in 1991/92 to over Rs 4 billion
by 1996/97, their share in total exports of jute goods increasing from 15 per cent to 50 per cent.

Constraints and prospects

The long-term prospects for the jute industry depend on realization of the potential of jute fibre
and the ability to exploit its advantages in new lines and activitics. FAQ has prepared a fong list
of diversified jute products which includes houschold textiles (such as jute/jute blend yarns,
upholstery. shectings, curtains. carpets, blankets and jute wall coverings/dividers), jute-based
apparel (jeans, safari or summer suits, cte.), jutc-based industrial textiles (soft luggage fabrics,
tarpaulins and awnings. coated fabrics. geo-textiles), jute- cinforced plastics (jute stick particle
board and decorative laminates), fire-retardant jute (brattice cloth and barrier fabric). jute
fabric/varn-based handicrafts (shopping bags. jute mattings and floor tiles. dolls and jutc-based
painted/printed wall coverings and room dividers on frames and jute knits). and jute/jute-blend
non-woven ftems (carpet underlavs. insulations, wr-conditioners, filter fabrics, wiper cloths and
dust bags). The industry has already taken up production of some of these items.

Onc of the most promising arcas has been jute geo-textiles which have applicativas in erosion
control and reinforcement of certain types roads or constructions.  Since jute is biodegradable. it
i eonsidered far more environment-friendly than synthetics.

These developments provide opportunity to the organized traditional jute industry to redesign its
machinery and equipment, adopt new technologics and make fresh investments for production of
jute fine varn. blended varn, processed fabrics and other items to exploit the opportunitics
provided by the new and growing markets.

Export-oriented jute manufacturers have realized that they should actively become an integral part
of the textile scene and derive maximum advantage from the ensuing liberalized and quota-free
iternational trade in textiles. A UNDP-sponsored jute programmec is assisting jute manufacturers
in accelerating their export-drive.

The biggest potential for exploitation of jute in non-textile arcas are jute compaosites (wood
substitute) and jute pulp for paper manufacture. These two product categories have the potential
for bulk consumption of jute fibre in new arcas. Sclected entreprencurs are being assisted 1o
establish manufacturing units for jute composites which acre now availsble for test markceting, The
user agencies involved in furniture, building, interior decoration, tea, fruits, garments, textiles and
engineering are getting involved in the test marketing efforts which would help in the cvolving of
standard processes, quality specifications and other parameters acceptable at the national and
nternational levels. The Ministry of Urban Development has also included jute as one of the
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renewable building materials in the context of the ban on use of timber in all its construction
activities.

The use of jute for paper is also being explored and a major international R&D contract for
development of jute pulp of international grade and quality is under way. This project envisages
cooperation with a large manufacturer of specialty paper whose final objective is to set up a
mother jute pulp plant of 50,000 metric tonnes per annum.

With the increase in demand for fibre for different applications for various end-uses, there is an
incentive for the jute growing farmer to cultivate jute of different grades and qualities. There is
evidence of the emergence of a new class of jute entreprencurs ready and willing to deploy the
fibre for diverse value added applications. The Government of India, in association with these
entreprencurs, is facilitating this development under the auspices of the National Centre for Jute
Diversification which was set up in 1992. It is expected to play the crucial catalvtic role for
disscmination of new technologies and to provide an interface between the entreprencurs and the
ever-changing market demands.

E. LEATHER AND LEATHER PRODUCTS

India has a large but traditional lcather industry which is being modernized in order to improve
its technological and competitive position. The industry has been dominated by the small-scale
and cottage sector which accounts for nearly 85 per cent of total production. Even though
goverament policy focused on this industry in the 1980s to provide incentives and support for the
production and cexport of valuc-added products, it did not favour the emergence of medium-sized
and large units unless they accepted stringent export obligations. The Government's industrial
policy of reservation for production in the small-scale sector of this industry has stood in the way
of the industry as a whole exploiting the tremendous opportunities offered by the strong increases
in world trade.

Resource base

India has the largest hivestock population in the world, accounting for 69 per cent of the total. Of
the 419 million livestock, 189 million are cattle and 70 million are buffalocs. The annual capacity
for tanning and finishing leather is 193 million picces of hides and skins. The various programmes
for improvement of animal hushandry should improve the availability of the main varicties of hides
and skins (sce Table 11.22). The export of raw hides and skins and semi-processed hides and
skins is banned in order to allow for the adequate availability of resources for the value-added
products. Nowadays the advanced counirics are the major producers of hides and skins.

Current policy permits the duty-free import of all types of leathers. This is important because
India docs not produce thick hides over 1.4 mm, which arc used for making a varicty of footwear,

or pigskins, which arc used for making cheap garments, shoes and other articles.

Leather chemicals, also an important part of the leather industry, are produced domestically in
substantial quantitics. Chemicals account for 10-15 per cent of the final value of finished leather,
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Table 111.22. Availability of hides and skins in India. 1987-2000, selected years
(Million picces)

Category 1987 1990/91 1994/95 2000
Cattle 23.6 24.2 25.0 26.4
Buffalo hides 18.0 19.1 20.6 23.2
Total bovine 41.6 43.3 45.6 49.6
Goatskins 17.7 87.4 101.5 126.1
Sheepskins 2.8 3%.9 37.8 42.4
Total ovine 110.5 122.3 139.3 168.5

Source:  Faghth Plan Working Giroup Report.

Recent trends

Global trade in leather and leather products has been registering a rapid growth in the past decade
despite the emergence of various substitutes. World imports of lcather increased from $4 billion
in 1972 to $16.3 hillion in 1985 and an estimated $41.5 billion in 1992.

Among the various uses of leather in manufacturing. footwear production accounts for 50 per cent
globally, upholstery for 10 per cent. and personal utility items such as wallets, bricfcases, handbags,
belts for the rest. It is expected that footwezr will continue to be the principal lcather-using
sector, while leather garments and upholstery will improve their shares somewhat.  Apart from
cxporting footwear and footwecar componcents, the Indian leather industry has rapidly diversified
mto exporting leather garments and leather goods in recent vears.

Data from the Annual Survey of Industries on valuc-added for leather and leather producis provide
a longer-term perspective on the growth of this sector. This information shows that the value-
added of this industry, adjusted for inflation, grew at the rate of 8.3 per cent per annum during
the 1980s, compared with 5.2 per cent per annum in the 1960s and 1970s. Because of the
problems of data coverage for the extensive small-scale and unorganized scctors in this industry,
these are gencerally regarded as underestimates. Industry data on the value of production indicate
faster growth.

The dynamism experienced by the leather industry is better reflected in the export growth of 16
per cent per annum between 1972 and 1991, However, the performance up to 1982/83 is less
impressive when viewed in the context of the tremendous rise in global trade in leather products
over this period. Also, the leather exports of India until 1982/83 consisted predominantly of semi-
finished and finished leather. whose share in the total value of exports was 65 per cent in this
peniod.

The beginning of a change in this sector may be traced to 1973, when the export of raw leather
was banned and ecmphasis was placed on a phased reduction in semi-finished leather exports and
on increasing the exports of finished leather and leather products. By the late 1970s, with
improvement in the quality of leather to international standards, major shoe manufacturers in the
United States, western Europe and the former Soviet Union negotiated the import of shoc uppers
from India. Shoc upper factories were allowed o be set up in the organized scctor, with 100 per
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cent export obligation. though this figure was reduced to 75 per cent subsequently. Duties on the
import of a range of capital goods were reduced. In the years 1985-1990 there was substantial
growth of modern production facilities, particularly in the manufacture of shoe uppers.

The consumption of footwear in India in 1991 was estimated by the Eighth Plan Working Group
Report at 380 million pairs, of which 95 million pairs were closed shoes. 250 million pairs were
chappals and 45 million pairs were sandals. By 1994/95 the consumption was expected to have
risen to 456 million pairs, with 114 million pairs of closed shoes, 282 million pairs of chappals and
60 million pairs of sandals. However, leather footwear production in the organized sector has
been slow to grow.

With the disintegration of the former Soviet Union in 199(1/91 and the continuing decline of the
shoe industry in western Europe and the United States, the demand for shoe uppers stagnated or
declined in many countries. This. coupled with the realization that the future of the Indian
footwear industry, both in the domestic and the export markets, depended on the growth of
footwear production, leadiog to more investment in sctting up shoc factories and in converting
existing shoe upper capacity into shocs.

The recent lowering of customs duty on leather machinery and raw materials is likely to strengthen
the cost effectiveness of the footwear irdustry (Sec Box ILE and Box IILF).

Box IILE. Policy initiatives in leather

1. No industrial licence required for capital goods and chemicals going into leather
industry nor for components other than some for footwear.

o

No industrial licence required for tanneries, footwear, leather outerwear and
lcather goods and accessories if investment in plant and machinery is less than
Rs 6 million.

3 Imports of chemicals, components, consumables, cic. allowed hbcerally at a
concessional tariff,

1 Import duty on machincry and raw materials for the lcather industry dropped
from 25-50 per cent to 4 uniform 20 per cent.

5. Forcign cquity up to 51 per cent and automatic approvals of forcign technology
agreements permitied in leather chemicals and auxiliarics, leather footwear,
garments and lcather goods.

6. Forcign export/trading companics allowed o open branches in India or invest in
trading companics in India up to 51 per cent.

7. Duty-free imports of raw hides and skins, chrome-tanned crust and finished
leather allowed.
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Box IILF. Customs duty reduction: leather sector
(Percentage)
Pre-1991 Present
Raw leather 105 0
Leather products 150 65
Leather machincry and raw material 25-50 20

The current production of leather footwear from organized factories in India is 30 million pairs
per annum and increasing fast. This is revealed in the value of exports of footwear from India,
which increased from $103 million in 1989/90 to $243 million in 1993/94. In the corresponding
period. export of footwear components decreased from $311 million to» $237 million. Footwear
and footwear components together accounted for 36 per cent of India’s exports from the leather
industry in 1993/94.

Exports (mcasured in US dollars) of leather and leather products from India grew at the rate of
19.5 per cent per annum from 1982/83 to 1990/91, although there was some decline in these
exports in 1991/92. The disruption in exports to the former Soviet Union was a major factor.
After 1991/92 there was a slow rccovery in India’s exports of leather products (see Table 111.23)
mainly because of the increased exports of lcather garments and lcather goods. Footwear exports
also picked up in 1993/94.

A significant development after 1985/86 was a sharp acceleration in the growth of leather garment
cxports. These exports grew at a rate of 45 per cent per annum hetween 1985/86 and 1993/94.
Even in footwear, there was movement in the dircction of value-added with an acceleration in the
exports of finished shoes and a decline in the exports of footwear components.

The Government has been providing institutional support to the leather and leather products
industry through rescarch into the design and quality improvement of lcather. The Central
Leather Rescarch Institute was set up by the Government to facilitate the modernization of the
industry. The Institute, with its focus on research and training in production, design and quality
control, has provided a strong impetus for the development of a modern leather industry in India.
Morcover, there is a network of other institutions engaged in the promotion of skills and technical
manpower nceded for the growth of this industry.  The Indian Institute of Leather Products
supports the training of technical manpower for footwear, leather garments and accessorics. The
Footwcar Design and Development Institute, the National Institute of Fashion Technology and the
Central Footwear Training Centre are other major institutes providing support. The Council for
Leather Exports helps the industry to promote exports.
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Table 11123. Export of leather and leather products, 1983/84-1993/94
($ million)

1983/84  1984/85 1985/86 1986/8/ 1987/88  1988/89 198990 1990/91 1991/92 1992/93 1993/94
Semi-finished leather 49.7 44,7 92.0 2.0 50.6 28.5 12.6 2.2 - - -
Finished leather 182.3 280.5 251.5 0.7 339.1 411.3 416.3 425.2 294.6 280.6 253.6
Leather footwear 21.9 24.3 28.8 64.3 89.3 82.4 102.9 122.9 174.8 164.2 242.9
footwear components 105.8 120.7 166.1 192.5 226.0 269.4 311.1 319.7 269.1 246.0 236.8
Leather garments 6.3 8.6 14.6 49.8 73.8 105.2 199.8 321.8 298.9 375.6 352.8
Leather goods 40.4 51.9 4.3 17.0 89.8 121.2 175.8 227.0 210.5 261.1 233.5
Total 406.4 530.7 578.1 746.3 868.7 1017.9 1,218.5 1,418.8 1,247.9 1,277.5 1,319.7

(30.6) (8.9) (29.1) (16.4) (17.2) {19.7) (16.4) (-12.0) (2.4) (3.3)

Source: Councit for §eather Fxports.
Note Figures in parcntheses show growth rate over the preceding year.
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Fig. LK. Principal destinations of
leather and leather products, 1993/94
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To supplement these efforts further, the National L. ather Development Programme with
assistance from the United Nations Development Programme (UNDP), is being implemented for
the integrated development of the industry. The Programnme aims to strengthen the industry in
critical arcas such as human resource development. design and product development, rescarch and
development, export enhancement, pollution control and development systems. The four-year
programme started in Juac 1992 and is being implemented through selected organizations and
agencies.

The industry appears to be responding to the policy measures as well as to the institutional
support as it maves from being a cottage industry to a modern export-thrust manufacturing
industry.  Over the past decade a number of modern export-orienied units have entered the
industry with technical collaboration and cquity investment from foreign investors. Puma, Recbok,
Nike and Adidas are all trying to get involved in the Indian footwear indusiry. But for leather
products as a whole, forcign investment intentions in the leather sector so far do not match its
potential offered. Since August 1991, 61 foreign rollaboration proposals for an investment of
nearby Rs 520 million have been approved (sce Annex Table A-26). A great deal more remains
to he done to accelerate the process of modernization.
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Coastraints and prospects

Demand for leather products is high in the industrialized countries. The annual consumption per
capita of leather fooiwear in the United States is projected at over three pairs. and in Germany,
the United Kingdom, Italy and France at over 3.5 pairs. Thz consumption of leather wearing
apparel is also very high. The relative saturation of consumption in the industrialized countries,
however, has been combined with a decline in their own production bases. For example, non-
rubber footwear production in the United States declined from 660 million pairs in 1969 10 163
million pairs in 1993. Similar trends are seen in most European countries. Rtaly is the only
country which is still able to produce a sizeable quantity of leather footwear. The main factor
responsible for the decline of the domestic industry in these countries is the rising cost of
production due to high wage levels and stringent environmental regulations. Since this is likely
to continue, the switch from domestic sources to imports on the part of the industrialized countries
will continue to provide additional markets. Future increases in the demand for leather products
are also expected to come from consumption in the newly industrializing countries.

Added to the export potential is the attraction of the growing domestic market. India's
consumption per capita per year of lzather footwear is very low at 0.46 pairs, compared with (.75
pairs in Pakistan, around 3 pairs in the United States and over 3.5 pairs in the United Kingdom.
This is expected to rise to at least 0.60 pairs by the year 2000 as incomes risc.

The Extreme Focus Group on Footwear. constituted by the Ministry of Commerce in 1991,
highlighted the tremendous growth potential of the industry. This was followed in 1993 by the
Murthy Committce Report, sponsored by the Ministry of Industry, which spelt out the potential
for the leather secior, keeping in view the growing trade opportunities and India’s compeiitive
strength.

Not only is gicbal trade expected to increase in size, but the likely declinc of some of the key
players in the global market, such as Italy, the Republic of Korca, Spain and Taiwan Province,
because of rising wage costs, will also provide fresh opportunitics for other exporters. India’s
realization of this potential will depend upon the ability to compete on grounds of price, quality,
delivery and reliability. Government policy has played an important role in modernizing the
leather industry, although more remains to be donc. In particular, reservation for production in
the small-scale sector is anathema for an inaustry which has such strong export potential.

F. CEMENT

India is the fifth largest cement manufacturer in the world, accounting for about 4 per cent of
world production. The ccment industry in India undcrwent a major transformation in the 1980s,
recording significant modernization and rapid growth. While per capita cement consumption in
India remains much lower than in other developing cconomices such as Brazil, China, Indoncsia,
Mcxico, Malaysia and Thailand (sec Tablc 111.24), faster growth of GDP in the new liberalized
cconomic regime is expected to raise the domestic consumption of cement in India. The rapid rise
in the importance of the Asian market in world ccment trade in the carly 1990 also offcrs
promisc of medium-term opportunitics for cement exports from India.
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Table [1124.  Comparison of per capita cement consumplion, selected countries, 1960-1991,
selected years
(Tonnes)

World average

Japan
United States
France

Mexico
Brazil
Malaysia
Thailand

China
Indonesia
India

Source: Cemburcau.

Resource base

The raw materials required for cement manufacture are limestone, clay, gypsum, slag and fly-ash.
India has adequate deposits of mestone, the principal raw material. As of December 1991, the
rescrves of cement-grade limestone deposits were estimated at 89.8 billion tonnes, sufficient to
mcet the needs for a few hundred vears (sec Table 111.25). Approximatcly 1.5 tonnes of limestone
arc required 1o manufacture one tonne of cement.

Coal plays a dual role in the manufacture of cement. Apart from acting as a fucl to provide
requisite heat and temperature for the formation of chinker, its ash content (basically silica)
consiitutes raw material for ¢ formation of clinker. India is the fourth largest producer of coal
in the world. Its reserves of coal were estimated at 193.8 billion tonnes as of January 1, 1993, The
poor and variable quality of the coal, however, has tended to pose problems in production
operations and maintenance of the cquipment, while also increasing heat consumption. Some
cement plants in the south have started using lignite which is available locally. Coal with less ash
content is also being increasingly imported as customs duty on coal has been lowered in recent
years.

Cement, like all process industries. requires uninterrupted power supply. In India, the quality of
power tends to be adversely affected by trippings, interruptions, low voltage and frequency
variations.  With an incrcase in the captive power gencration capacity of industry from
approximately 118 MW in 1982/83 1o 722 MW in 1992/93, the proportion of cement production
using captive power plants increased from 3 per cent in 1982/83 to 19 per cent in 1992793,

—
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Table 111.25.  Limestone deposits as of December 1991

Limestone deposits

Cement grade Share
States {Million tonnes) (Percentage)
Andhra Pradesh 30,434 33.9
Assam 806 0.9
Gujarat 10,399 11.6
Himachal Pradesh 5,505 6.1
Madhya Pradesh 6,209 6.9
Maharashtra 1,809 2.0
Meghalaya 4,308 4.8
Karnataka 11,891 13.2
Rajasthan 7,503 8.2
Bihar 1,070 1.2
Jammu and Kashmir 5,506 6.1
Tamil Nadu 1,406 1.6
Uttar Pradesn 1,329 1.5
Arunachal Pradesh 384 0.4
Goa, Qaman, Diu 49 ..
Hyderabad 29 0.1
Haryana 50 ..
Kerala 90 0.2
Lakshadweep i2 .
Manipur 436 0.5
Nagaland 594 0.7
Orissa 10
West Bengal
Total 89,829 100.0

Source:  Nauonal Council for Cement and Building Matenals.

The ccment industry is also hcavily dependent on transportation facilitics for hauling coal as well
as clinker or cement. The high ratio of transportation cost to valuc .n cement implics that location
is a very important clement in the calculation of cost. For this rcason, most cement plants tend
10 service regional markets. Even so, transportation is a major input in the industry.

Recent trends

Cement was one of the first industrics to be dercgulated in the 1980s. The industry had been
subjected o a stifling regime of price and distribution controls. By the end of the 1970s it was
dominated by technologically obsolete and undersized plants which were supported in their
incfficient operations by a regime which regulated not only the price and distribution of cement
but also, for the most part, investments. The mention of cement conjured up images of scarcity,
adultcration and corruption. The trend in the installed capacitics through this period shows a
distinct slowing down in capacity additions during the 1970s (scc Table H1.20).
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Table 11126.  Trends in capacity and production of cement®’, 1960/61-1993 /94, selected years

(Million tonnes)
End of year Installed capacity Production
1960/61 9.30 1.97
1965/66 12.00 10.97
1973/74 19.76 14.66
1978/79 22.58 19.42
1980/81 26.99 18.56
1981/82 29.35 21.06
1982/83 33.51 23.50
1983/84 36.00 27.00
1984/85 42.00 30.13
1985/86 44.00 3
1986/87 54.40 36.40
1987/88 57.47 39.37
1988/89 58.97 44.08
1989/90 61.55 45.4]
1990/91 64.36 48.90
1991/92 66.59 53.61
1992/93 70.19 54.08
1993/94 76.96 57.96

Source:  Cement Manufacturers” Association of India.

a, Includes mini-cement plants.

The most significant milestone in the policy history of the cement industry in India was the partial
decontrol of price and distribution of cement in 1982.  Against a background of eroding
profitability of the ccment industry during the 1970s, a process of policy reforms was sct in motion
in 1977 when a favourable price formula was introduced for new units ensuring a 12 per cent post-
tax return on net worth. In 1982, a scgment of the output of the firms producing cement was
frced from price and distribution controls. This policy was designed to allow generation of internal
funds and make investment in cement attractive. The pricing policy was combined with liberal
industrial licensing policics, particularly for large industrial houses, to encourage investment. The
relative profitabifity of cement companies clcarly improved in the 1980s. Competition led to the
development of brand names for cement.  Prices began to decline. In 1989 the Governmant
announced the complete decontrol of the price and distribution of cement.

The response from the industry to the Goverament's policy initiatives of deregulation was very
enthusicstic indeed. Between 1982/83 and 1991792, installed capacity incrcased at a rate of 7.7
per cent per annum and production at 8 per cent per annum, compared with growth rates of 2.9
and 3.4 per cent per annum, respectively, during the previous decade. There was a flood of entrics
into the industry from first-time cement producers. The new investments were on scales much
larger than the existing ones and in (dry process) technologics which were more encrgy-cfficient.
As a result, the growth in capacity and production in the 1980s was associated with rapid
modernization of the industry.
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A recent study of the cement industry including detailed analysis of 20 corporations in the industry
for the past six years shows how some of the new entrants in the post-1982 period distinguished
themselves by achieving very high efficiency and profitability levels. The study also shows how
compctitive pressures drove other firms in the industry to seck to emulate the high standards set
by these firms.%/

The large cement plants in the private sector, however, coexist with cement plants in the public
sector and mini cement plants. The public sector produces a little over 5 million tonaes, roughly
10 per cent of the total cement production. The public sector companies have incurred substantial
losses and their future prospects are dependent on Government support. The mini cement plants
produce another 3 million tonnes. The mini cement plants are made viable by large fiscal
concessions.

Fig. llLL. Cement production,
1960/61-1993/94, selected years
Mitlion tonnes
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o ......................................
1960/673/74 80/8185/8686/8787/8888/8989/90 90/91 91/92 92/9393/94
Fiscal year

Of the 200 odd mini cement plants, many are closed while others are incurring increasing losses.
It may be difficuli for them te withstand the competitive pressures arising from the large modern
cement plants in the private sector. As for the competition among the latter, in recent years it has
taken the form of higher grades of Portland cement to attract business through non-price
competition.

With the lowering of the custom duty on cement from 105 per cent before 1991 10 65 per cent at

present (see Box HLG), the competition from imports will also increase. But the industry is weli-
poised to facd this challenge.
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Box 1I1.G. Customs duty reduction in cement

(Percentase)
Pre-1991 Present
Ordinary cement 105 65
White cement 105 65

A number of foreign investment proposals amounting to Rs 2.2 billion have been approved in the
period from August 1991 to June 1994 (see Annex Table A-27).

Constraints and prospects

The principal constraints on cement production in India arise from the quality of coal, power and
railway services. The high and variable ash content of coal leads not only to high energy
consumption and pollution but also makes the task of maintaining the equipment morc difficult.
The interruption and frequency variations in power supply are also damaging to a continuous
process industry such as cement. The limited availability of railway wagons and bulk handling
facilitics impose further constraints for an industry whose operations are highly transport-
intensive.

The transportation constraint can be released by the seting up of split level plants. Moving
clinker in open wagons is easier and cheaper than moving bagged cement in closed wagons or by
road. Also, moving towards a product range which includes Pozzolona Portland cement for some
market segments is an alternative which is driven not only by technology and the market but is
also environment-friendly as it uses fly-ash.

The cement industry is likely to benefit from the development of roads and ports as infrastructure
devclopment goes ahead. The large investments which are expected in the power scctor should
help provide a crucial input to the industry.

The future prospects of the ccment industry in India, however, are linked to the prospect of higher
GDP growth in the cconomy and a favourable environment for exports. As the process of
economic rccovery picks up, the demand for cement is bound to grow rapidy.

Zxport markets in the ncighbouring countries arc also growing, In 1993/94 India exported closc
1o 3 million tonnes of cement and clinker, much more than cver beforc. Even though cement is
typically traded on a marginal-cost-plus basis to keep operating capacities at a high level, the
efficicnt Indian coast-based manufacturers arc compctitive for exporting to ncighbouring countrics
even on a full-cost basis. Not only have the fast growing South East Asian cconomics turned
major importers of cement and together with Bangladesh and the Middic East constitute a
potcntial market of close to 15 million tonnes, but Taiwan Province and the Republic of Korca
also havc import nceds of an almost cqual magnitude. Japan and China have benefited from thesc
openings in recent vears, and the Indian cement industry today is poised to take advantage of these
positive developments in the region.
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G. PAPER AND PAPER BOARD

India has a widespread paper and newsprint industry with 380 paper-mills and five newsprint mills
manufacturing annually 2.3 million tonnes of paper and 0.3 million tonnes of newsprint,
respectively. India is deficient in newsprint, importing about 40 per cent of its requirement.
However, additional capacity in the pipeline together with diversion of capacity from existing paper
mills is expected to increase the availability of domestic newsprint to meet future demand. Writing
and printing paper accounts for about kalf of the total paper production in the country, while
wrapping and packaging paper and boards account for the rest. The share of speciality paper in
the total value of paper production is substantial and growing.

Rescurce basc

India does not have ample resources of hardwood to generate the wood pulp needed for paper
production. The constraint on hardwood is the very low forest cover in the country. As against
a desired forest cover of about 33 per cent. available statistics indicate that only 19.4 per cent of
the total land is under forest cover. Even this percentage is widely regarded as an overestimate
since much of the land shown as forest land is serioucly degraded. The national forest policy
emphasizes the neced for increasing forest cover to 33 per cent and stipulates that forest-based
industries must raise their raw material needs through farm forestry by involving the growers. The
paper manufacturers have, however, pleaded to be allowed to raise plantations on their own. The
Department of Wasteland Development is exploring the possibility of using certain kinds of
wastelands for plantation.

Recognizing the constraints on the availability of wood, the Government has encouraged, through
fiscal incentives, use of unconventional raw matcrials such as grass, bagassc, wheat and rice straw,
jutc and waste paper. However, there are various constraints on the ability to usc these raw
matcrials because of their scasonal availability, dependence on monsoons, and problems of storage
and transportation on account of their bulk. Besides. wheat and rice straw are used as animal
fodder, and bagassc is burnt in supar mills to produce steam. Also, by and large. agricultural
wastc fibres do not lend themselves to making superior grades of paper and therefore this
application is restricted to ordinary varictics of writing and packaging paper. The usce of these
non-conventicnal raw materials also requires significant modifications to the existing plant and
machincry of the paper plants. Notwithstanding thesc difficulties. there has been a discernible shift
towards use of non-conventional materials in the paper industry. Waste paper has emerged as an
alternative to wood pulp to manufacture various grades of paper, mostly packaging grades. A
good numbcer of paper plants in India use waste paper, including imported waste paper. Waste
paper accounts for 23 per cent of the production of paper and paper board. In keeping with the
worldwide cffort to recycle waste paper, the paper industry in India is stepping up its use of
reeycled fibre. India imports almost S0 per :ccnl of its waste paper requirement,

Recent trends

Up to the end of the 1960s, paper pmdu:cli()n was mainly in large integrated paper-mills.
Production lagged hehind demand as new investments were not forthcoming in the absence of
forest raw matcerials.  Responding to the acute shortage of paper in the carsly 1970, the
Government introduced controls on the production of writing and printing papers and ordered
mills to produce these in fixed proportions. It also requisitioned a fixed percentage of production
at controfled prices for supply 1o government agencics for printing notcbooks and other reading
material. During this period, the Government also started encouraging the sctting up of small
paper plants based on unconventional raw materials. These plants had shorter gestation periods

— - —— o o e 4 A e e e e e e e e+ oy e v

2 United Mations Industnal Development Orgamization




148 Industria! Brunch Profiles

and they were also expected to help industrial dispersal, unlike the integrated paper-mills, which
had been set up ncar forest cover mainly in eastern and southern India.

The new paper-mills of smal! capacities were allowed to import second-hand paper machinery.
Fiscal benefits in the form of concessional excise duty rates were also provided. Several of these
small paper plants had capacities below 30 tonnes per day as against a size of 100 tonnes per day
or more for the larger mills.

By the end of the 1980s there were over 300 small paper-mills accounting for more than half of
the total installed capacity in the paper industry. The uneconomic size of these plants, combined
with the industry's overall vulnerability to the supply of raw materials, had led to a large number
of these onits turning sick. At present 151 paper milis are either sick or not in production. In
retrospect the policy of encouraging small paper plants was clearly misplaced. It has led to a
steady decline in the average size of paper-mills in India to around 10,000 tonnes in 1993
compared with 50.000 tonnes in South-East Asia and 85,000 tonnes in the Asia Pacific region.

Trends in preduction of paper and paper board reflect the constraints described above.
Production incrcased rapidly in the early years with an annnal rate of growth of 10 per cent per
annum in the 1950s and 8 per cent per annum in the 1960s. The growth rate declined sharply to
3.8 per cent per annum in the 1970s and subscquently improved to 5.8 per cent per annum in the
1980s. More recently, there has been an acceleration in growth with total production increasing
by 8.3 per cent in 1992 and 6.6 per cent in 1993 (Table 111.27). Several policy measures have been
taken by the Government with a view to helping modernize the paper industry and reduce the
environmental degradation caused by the industry. The major initiatives are listed below in Box
IILH.

Box 111.H. Recent policy initiatives: paper industry

(i) The industry continucs to be regulated through licensing because of environmental
concerns  However, units which use 75 per cent or more pulp derived from non-
conveniional sources such as agricultural residue, bagasse, grass. jute etc. are
cxempt from compulsory licensing.

{i1) Paper-mills using agricultural residues and other non-conventional raw materials
to the extent of 50 per cent or more are charged concessional rate of excisc duty
(10 per cent).

(1i1) Manufacturc of paper containing not less than 75 per cent by weight of pulp made
from rice and wheat straw, jutc, mesta or bagassc is charged a concessional ratc of
excise duty (5 per cent).

(iv) Wood pulp and waste paper can be freely imported at a low rate (10 prr cent) of
customs duty,

(v) Import of newsprint is allowed duty-frec.

(v1) Automatic approval of forcign techrology agreements and forcign equity
participation up to 51 per cent is permitted in paper and pulp including peper
products.

(viy  The tarniff rate on the import of paper declined from 145 per cent in July 1991 10
65 per cent at present.

(viti)  The budget for 1994/95 has attcmpted a major rationalization of excisc dutics by
replacing the numerous specific and ad valorem rates on different types of papes
with a general range of duty of 5 1o 20 per cent.

I'i
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Table 11127 Production and capacity utilization, paper and paper board, 1951-1993, selected

years
(Million tonnes)

Capacity vtilization

Year Installed capacity Production (Percentage)
1951 0.137 0.132 96.35
1960 0.400 0.345 86.25
1970 0.880 0.750 85.23
1980 1.556 1.112 71.47
1981 1.660 1.240 74.70
1982 1.820 1.210 66.48
1933 1.920 1.20C 6z.50
1984 2.170 1.320 60.83
1985 2.350 1.500 63.83
1986 2.660 1.580 59.40
1987 2.76C 1.680 603.87
1988 2.850 1.720 60.35
1989 3.013 1.850 61.38
1990 3.049 1.956 64.15
1991 3.284 1.965 59.84
1992 / 3.418 2.128 62.20
19932 3.786 2.268 59.90

Source:  Director General of Technical Development. Mimsstry of Industry.

a/ Estumate.

Fig. IL.M. Production of paper and
paper board, 1951-1993, selected years
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Constraints and prospects

As literacy and the overall standard of living increases, the consumption of paper is expected to
increase. India has a low per capita consumption of paper by international standards. Per capita
annual consumption of paper in India is 3.2 kilograms as against 14 kilograms in China, 125
kilograms in the Republic of Korea, 170 kilograms in Hong Kong and 309 kilograms in the United
States. At the same time, the industry is likely to face competition from plastics in some areas
of packaging, particularly flexible packaging. New competition will also emerge fro.n superior
quality and cost-cffective products from global suppliers with reduced import tariffs. India will
therefore have to focus on cost-effective production and quality products 10 become competitive.
These challenges will need to be met vy upgrading technology, developing economies of scale,
manufacturing fibre based on plantation wood and simultaneously improving the productivity of
all resources to become cost effective. Pollution management and safety standards will also have
to be brought on par with world standards to ensure environment-friendly production.

H. PETROLEUM REFINING

India has a substantial petroleum-refining sector which refines domestic as well as imported crude
to produce about 85 per cent of the petroleum products consumed in the country. Until recently
the petroleum sector including production of crude oil. refining as well as marketing. was reserved
for the public sector. As part of the new economic policies this sector has been thrown open for
private-scctor investment.

Resource base

The geological resources of hydrocarbons in India are estimated at 21.31 billion tonnes. About
onc half of (hese resources are in the form of natural gas. Nearly 61 per cent of the total
hydrocarbons are onshore and the remaining 39 per cent are offshore. As of 1 Jaruary 1993, the
proven geological reserves of hydrocarbons were estimated at 5.9 billion tonnes. These established
reserves are spread over Bombay offshore, Kutch offshore, Cambay basin, Rajasthan, the Assam-
Arakan belt, Krishna-Godavari onshore and offshore basin and Cauvery onshore and offshore
basin. The recoverable reserves of crude petroleum as of 1 April 1993 were estimated at around
780 million toanes. of which Bombay High offshore alone accounts for 60 per cent, followed by
Assam onshore and Gujarat onshore at 20 per cent cach.

Trends in crude oil production and imports

Crude oil production increascd sharply after the discovery of Bombay High in the mid-1970s. Oil
production during the 1980s increascd at a rate of 11.2 per cent per year. The production peaked
at 34.0¢? million tonnes during 1989/90 (sce Table 111.28), of which Bombay High contributed 21.9
million tonnes. Production from the Bombay High oilficlds cntered into a phasc of decline when
the overworked oil wells were shut down compulsorily during 1990/91. Thereafter production
declined to 33,02 million tonnes in 1990/91 and dipped further (o 26.95 million tonnces during
1992/93. Production during 1993/94 was 27.03 million tonnes,

Compared with a growth rate of 11 per cent per vear during the 1980s, crude oil production
declined at the rate of 5.6 per cent per year during 1990/91-1993/94. The decline in crude ol
production is not duc to inadequate reserves. India is in a far more comfortable position than a
numbcer of other countries in terms of oil rescrves, as is indicated by its reserve/production ratio
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of 28.1 in 1992 as compared with 9.8 in the United States, 5.9 in the United Kingdom, 149 in
Malaysia and 22.2 in China. The decline has occurred mainly because of technical constraints such
as the high gas-to-oil ratio in Bombay High wells, the high water content in the North Gujarat
ficlds and inadequate water injection in the Gandhar field of Southero Gujarat. In addition to
these short-term constraints, there has also been the problem of overexploitation of wells and
underinvestment in exploration and other activities.

The decline in domestic production led to a higher dependence on mmports of crude oil and
petroleum products. Imports of crude oil increased at an annual rate of 2.4 per cent between
1980/81 and 1990/91. The share of imported crude in domestic consumption declined sharply
from nearly 63 per cent in 1980/81 to 40 per cent by 1990/91. During 1991/92 this share
increased to 47 per cent, rising to 55 per cent in 1992/93.

Table 11128.  Crude oil production and imports, 1980/81-1996/97, selected years

Percentage change over previous year

Year Production Imports Production Imports
(Million tonnes) (Million tonnes)
1980/81 10.51 16.25 -10.7 0.8
1985/86 30.17 15.14 4.1 11.0
1986/87 30.47 15.43 1.0 2.2
1987/88 30.36 17.73 -0.4 14.5
1988/89 32.04 17.82 5.5 0.5
1989/90 34.09 19.49 6.4 9.4
1990/91 33.02 20.70 -3.1 6.2
1991/92 30.35 23.99 -8.1 15.9
1992/93 26.95 29.25 -11.2 22.6
1993/94 27.03 30.82 0.3 5.4

Eighth Plan estimates

1992/93 28.46 .. -6.2
1993/94 31.62 .. 11.1
1994/95 44.35 .. 40.3
1995/96 45.80 .. 3.3
1996/97 47.08 .. 2.8

Scurce:  Minustry of Petroleum and Natural Gas

Until recently crude oil exploration and production was undertaken exclusively by the two public-
sector units, the Oil and Natural Gas Commicsion and Oil India Limited. Under the new
cconomic policy, petroleum cxploration and production. including production from already
developed ficlds, has been opened up for private-sector investment.  Agreements have recently
been reached with private-sector investors for the further development of some already developed
offshore fields.

|
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Fig. llLN. Producticn and imports of
crude oil, 1980/81 and 1993/94
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Trends in production of petroleum products

As of March 1993 India had 12 refincries with an aggregate refining capacity of 52.8 million
tonnes.  Another refinery with a capacity of 0.5 million tonnes per year was commissioned in
September 1993, These refineries are able 10 mect 85 per cent of the total consumption of
petrolcum products. All existing  refineries arce in the public sector. The Indian Oil Corporation
owns six refineries with a total capacity of 24.4 million tonnes, followed by the Hindustan
Petroleum Corporation (HPCL) with two refineries of 10 million tonnes capacity (see Table
11.29).

The total investment in gross fixed assets in these refineries is of about Rs 979 billion. The total
turnover of these refinerics during 1992/93 was Rs 430.70 billion with a net profit of Rs 12,64
billion. Until recently the Indian Oil Corporation was the sole authorized agent allowed to import
crude oil and petroleum products. Marketing and distribution were handied by the Indian Oil
Corporation, Hindustan Petroleum Corporation, Bharat Petroleum Corporation and Indo Burma
Petrolcum Corporation Ltd. As part of the liberalization of cconomic policics the private sector
is now allowed to import and market certain petrolcum products.
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Tabie 11129.  Production of petreleum products by refinery, 1980/81-1992/93, selected years
{Million tonnes)

l..stalled capacity

Refinery as of 1 April 1994 1980/81 1990/91 1991/92 1992/93
Indian 0il

Corporation, Bombay 500 477 540 524 523
Bharat Petroleum

Corporation, Bombay 6,000 4,629 6,602 6,630 6,875
HPCL, Bombay 5.500 2,907 5.506 4,496 5.619
HPCL, Visakh 4,500 1,208 3,231 3,676 4,274
Indian Oil

Corporation,Guwahati 1,000 577 712 793 749
Indian Qil

Corporation, Barauni 3,300 432 2,206 2,060 2,097
Indian Qil

Corporation, Gujarat 9,500 6,629 8,791 8,877 9,258
Indian 0il

Corporation, Haldia 2,750 2,056 2,608 2,791 2,810
Indian 0il

Corporation, Mathura 7,500 - 7,414 7,825 7,430
CRL, Cochin 4,500 2,795 4,715 4,558 4,853
MRL, Madras 6,500 2,376 5,279 5,147 4,927
BRPL, Assam 1,350 37 957 976 944
MRL, Narimanam 500

Total 53,400 24,123 48,562 48,349 50,359

Source Ministey of Petroleum and Natural Gas.

Petroleum products

The total production of petrolcum products from these refinerics increased at a rate of 7.2 per
cent per year during the 1980s and domestic consumption increased at a rate of 5.9 per cent per
year. This differential in growth rates caused a reduction in imports of petroleum products during
this period. Production declined marginally by (0.4 per cent during £991/92 and increased by 4.2
per cent in 1992/93. There was a marginal increase of 1.5 per cent Juring 1993/94. Consumption
of petroleum products slowed down in 1991792 and 1992/93 reflecting the slower growtn of the
cconomy in these vears recovering from the crisis of 1990/91.

The rapid growth of road transport, including passenger cars, has contributed significantly to the
increase in consumption of diesel and petrol. Nearly two thirds of the consumption of the middle
distillates is accounted for by high-speed diesel. The large-scale introduction of diese! pump sets
in agriculture has also contributed to the growth of demand for dicsel. Kerosene accounts for
about 25 per cent of the consumption of middle distitlates and is used largely as cooking fucl and
lighting in houschoids. Demand for liqueficd petrolcum gas (LPG), an alternative cooking fucl,
has been growing rapidly but is constrained by supply.

The demand for petrolcum products is estimated to increase by 6.9 per cent per year in the firs
half of the 1990s  » reach about 81 million tonncs in 196/97. This demand would be met by
indigenous production (o the exieat of about 62 million tonnes, and a gap of 26 million tonnes
would he covered by imports. By 2001-2002 India would require about 102 million tonnes of

¢ United Nations Industnal Development Organization




154 Industrial Branch Profiles

petroleum products. The shae of light distillates would be 25 per cent, that of middle distillates
58 per cent and that of heavy-ends would be about 17 per cent.

Box IILI. Policy initiatives on petroleum refining
The following are the major changes in the policies for the petroleum sector.

(1) Petroleum exploration, development and refining has been thrown open to
the private sector. Norms and procedures for private investment have been
streamlined for quick and timely approval. Major international oil companies
like Shell, Caltex and ESSO (Exxon), which had left India after the
nationalization of the oil refining and marketing industry in 1974, have now
rcturned and are establishing joint ventures.

(ii) Since August 1992 “discovered” oil ficlds have been offered to private
companics for development. Two such contracts have alrcady been awarded.
Since January 1993 a system of continuous bidding during a year for
cxploration blocks has been initiated. Companics have been invited to carry
out surveys and arc allowed to sell the data generated.

(111) A parallel marketing system for petroleum products was established in April
1993 for threec major products. { :at is LPG, SKO and LSHS, under which
private partics are now allowed to import and market these commodities at
market-determined rates. Similarly, as a policy initiative, lubricants and lube
base oils were made free-trade products in November 1993

(iv) Import duty on LPG was reduced from 85 per cent to 25 per cent in January
1994, and was further reduced to 15 per cent effective from 28 February 1994
to give a boost to the parallel marketing system,

Il

Box 111J. Customs and excise duties: petroleum refining
(Perce nlage)

Er!._l()()l E[!.”.m E_LLM Prese

*.aphtha Nil Nil Varving 10
HSD Nil 30 specific {1
Motor spirit Nil 30 rates 0,
Kerosene ‘ Nil Nil 0

LPG 10 15 10,
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Although the existing refineries are all in the public sector there has been a major change in policy
in this regard following the economic reforms. Refining has now been opened up to the private
sector and several private sector proposals for refineries and other facilities for producing
petroleum products have been approved by the Government (sce Annex Table A-28).

Constraints and prespects

Currently the prices of petrolcum products are administered by the Government and are based
on a complex system of administered prices. Each refinery receives a retention price for each
product it produces, taking into account its cost of production, a standard throughput pattern and
a provision for return on cquity. Consumer prices are separately fixed with an element of cross-
subsidy under which some product prices are kept below the cost of production.

Subsidies are provided for products which are either consumed by the vulnerable sections of the
socicty or whose consumption is to be encouraged. In an environment where prices were
determined by market forces. such subsidies would have to be removed. In the short run this
would inevitably lead to an increase in the prices of some petroleum products. Past experience
suggests a high elasticity of consumption with respect to price. Diesel. kerosene and LPG are the
major subsidized products. Since the marketing of major petroleum products like MS/HSD are,
by law, still undertaken by the public-sector oil companics only, none of the new refineries in the
private sector has so far proposcd sctting up marketing networks. In such a situation cither the
public sector will have to develop additional marketing networks to meet marketing demands
across the country, or marketing will have to be permitted to the new cntrants.

L PETROCHEMICALS

The petrochemical industry is one of the fastest growing subscctors of manufacturing in India, with
an average growth rate of around 12-15 per cent per year from 1983/84-1993/94, The industry
is fairly di.ersificd and includes almost the entire range of petrochemicals, ircluding synthetic
fikc s, clastomers (synthetic rubber), polyme. s, fibre intermediates (dimethyl terephihalate (DMT),
polvterephthalic acid (PTA)) and basic building blocks (cthylene, propylene, benzene, ctc.). Rapid
growth in production since the late 1980s has greatly reduced the dependence on imports from
around 60 per ceni in the late 1980s 1o 25 per cent at present.

Resource base

The basic feedstocks for the petrochemical industry are petrolcum refinery products, such as
naphtha, kerosene and crached LPG, and products from natural gas. The domestic supply of these
feedstocks depends upon the growth of refineries, which in turn is driven mainly by the derand
for middle distillates. The discovery of the Bombay High oilficlds in the 19705 provided the
requincd mementum for the growth of petroleum refining and the petrochemical industry.

The availability of naphtha for petrochemicals bas been affected by the existence of a policy 1o
aflecate naphtha preferentially to fertilizers. About half of the total naphtha available is used for
the production of fertilizers and a quarter for petrochemicals. It is estimated thap naphtha would
be in short supply even if adequate refining capacity were created to attain self-sufficiency in
petroicum praducts by the end of the century.
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Gas could be an cffective substitute for both naphtha and kerosene. However, gas production in
the country s quite a recent phenomenon and is severely constrained by the lack of investment
and marketing support.

Recent trends

The petrochemical industry has expanded rapidly since the early 1980s, responding to the rising
demand for synthetic textile materials and the growing use of plastics in many areas. A rapid
expansion in capacity has resulted in stronger domestic competition, although doinestic producers
have in the past enjoyed considerable protection from foreign competition through import licensing
and high import dutics. More recently, the level of duty protection has been reduced as part of
the new economic policies.

Synthetic fibres

The growth of the synthetic fibre industry was triggered in the 1980s when large domestic
capacities were built up. As a result, the economy has not only attained self-sufficiency in
synthetic fibres but has also succeeded in exporting a small amount of polyester staple fibre and
polyester filament yarn. Exceptionally high growth rates were recorded in the 1980s by polyester
staple fibre (19 per cent) and polyester filament yarn (24 per cent), reflecting the low initial base,
and the growth rate slowed down subsequently in the 1990s; even so it remained high in absolute
terms at 12-13 per cent. The consumption of nylon filament yarn has levelled off in the 1990s
largely because of a shift in consumption in favour of polyester and blended fabrics. Data on the
volume of major synthetic fibre production are presented ir Table 111.30.

Table 11130.  Production of synthetic fibre and fibre intermediates, 1983/84-1993/94, selected
years
(Thousand tonnes)

Polyester Polyester Nylion Fibre
staple filament Acrylic filament intermediates
Year fibre yarn fibre yarn DMT/PTA
1983/84 26.7 47.9 16.6 30.4 25.1
1990/91 134.2 195.3 42.4 39.9 126.9
1993/94 200.1 286.2 67.5 37.3 369.2
Annual compound growth rates
(Percentage)
1983/84-1990/91 19.1 24.9 14.5 3.3 26.0
1990/91-1993/94 12.3 13.6 14.9 -1.6 2.7

Source.  Mimistry of Chemicals and Feruhizers, Depanment of Chemicals and Petrochemicals
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Fig. l1l.O. Production of selected
petrochemicals, 1993/94
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Polymers

The production of low-density polyethylene (LDPE). high-density polyethylene (HDPE) and
polyviny! chloride (PVC) dominates the polymer group. Demand for these products was spurred
by the rapidly growing demand for packaging and the widespread usc of plastics in almost all walks
of life. Production of polymers increased fast in the 1980s and accelerated further during the
1990s (sce Table 111.31).
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Table 11131.  Production of major polymers, 1983/84-1993/94, selected years
(Thousand tonnes)

Year wope?/ Hope</ Polypropylene pvcd/ Polystyene
1983/84 107.1 38.9 27.3 100.7 15.8
1990/91 / 108.7 34.1 49.8 147.0 23.3
1993/942 7.1 179.6 91.3 358.4 40.8
Annual compound growth rates (Percentage)

1983/84-1990/91 0.2 -0.2 9.0 5.5 5.7
1990/91-1993/94 16.3 74.0 22.4 4.6 20.5

Source: Mimistny of Chemicals and Fertilizers. Depantment of Chemicals and Petrochemucals.

Fsumate.

Low-density polvethyiene.
High-density polyethylene.
Polvwanyl chlonde.

N TW

Elastomers (synthetic rubber)

Elastomers play a complementary role to natural rubber in India and the ratio of the latter to the
former is stable. The production of synthetic rubber fell drastically during 1990/91-1993/94 (see
Table 11.32). The growth of the synthetic rubber industry has been hampered to some extent by
the lack of availability of monomers like butadicne.  However, the availability of other raw
matcrials such as styrene and acrvlonitrile was expected to improve following the commissioning
of new capacities.

Table 11132.  Production of elastomers, 1983/84-1993/94
(Thousand tonnes)

Year Styrene-butadiene rubber Polybutadiene rubber
1983/84 21.1 11.5
1930/91 40.4 15.4
1993/94 28.9 14.8

Source Ministry of Chemucals and Fertilvers, Department of Chemicals and Petrochemicals

To meet the growing demand of petrocheinicals in the country, several large projects are currently
at varion . stages of tmplementation (see Table 111.33). These projects involve a total investment
of the cquivalent of $8 billion.  If all these projects materialize, the total capacity of the
petrochemical sector is expected to increase to over 6 million tonnes, making India sclf-sufficient
in petrochemicais. "
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Table 11133.  Major petrochemical projects approved by the Government

Capacity Investment
Project Feedstock (Thousand tonnes) (Rs billion)
Olefin complexes
[PCL-Gandhar Gas 300 35
Reliance-Hazira Natura! gas 750 60
GAIL-Auriya Gas 3oc 35
Assam Gas naphtha 300 35
Haldia Naphtha 300 35
Vizag Naphtha 300 35
NOZIR Naphtha 300 35
Aromatic complexes
JK Petrochemical Naphtha 140 P-xylene 20
200 PTA
NAPCO Nap-tha 140 P-Xylene 20
200 PTA
Total 2,930 310

Source:  Mimstry of Chemicals and Fertilizers. Department of Chenucals and Petrochemicals.

The jiberalization of industrial and trade policies in 1991 has had an impact on the industry in
many wavs. Industrial liberalization and the removal of government restrictions on investments
by large domestic firms has helped domesltic producers to set up new plants more casily and has
also encouraged a shift to plants which are closer to economic scale. 1t has also encouraged
technology inflow, foreign investment and global tic-ups. The policy has also exposed the domestic
industry to international competition through imports. All major petrochemical products are now
freelv importable and thercfore import licensing restrictions ace not a barrier to import as they
were carlier. Polyester staple fibre is the only petrochemical product which is on the restricted
list of imports, but it can be freely imported against special import licences which are issued 10
exporters and can be traded in the market.  The import taniff structure for the petrochemical
industry has also been rationalized and significantly reduced since 1991, Compared with the duty
rates of 150 per cent prevailing carlicr on some petrochemical products, the maximum duty rates
on syathetic fibre/varns and polymers have been reduced to 65 per cent, with upstream producrs
facing much lower duties. These duty rates are expected to be reduced further in subsequent
vears.

Constraints and prospects

The petrochemical industry i facing constraints reselting from high raw material costs,
uncconomic plant capacitics and high capital cosis which affeet the cost structure of this very
capital-intensive industry,  In spite of these constrairts, significant growth is taking place. The
current Jevel of production of petrochemicals is not adequate to meet the growing demand, which
15 estimated (o increase by 15 per cent per vear by the vear 2000 (see Table 111.34). At present
excess demand for these products is met by imports. Massive private investment is planncd 1o
mect the requirement in the coming years.
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Table [II34.  Capacity (cap) and consumption (con) of petrochemicals, 1979/80-2000, selected

years
(Thousand tonnes)

1979/80 1990/91 2000 )
Product cap con con/cap cap con cap/con™’ cap con cap/con™
Polymers 296 247 83 481 892 185 2,370 2,497 105
Elastomer 60 42 70 12 105 146 289 237 147
A~omatics 177 165 93 315 357 113
Other chemicals 108 119 110 487 374 17 831 945 114
Synthetic fibres 116 88 16 588 454 77 833 1,176 141
Intermediates 109 90 83 655 791 121 2,119 2,198 104
Total 866 751 87 2,958 2,973 101 6,353 7,110 112

Source:  Depariment of Chemicals and Petrochemicals. Annual Report 1993-94.

a/ Percentage.
b/ Included 1n mtermediates for the vear 2000 projections.

While the petrochemical industry in India is poised for rapid expansion, the global petrochemicals
market faces problems of overcapacity. Petrochemical prices on the world market have been
rclatively low in the last two years and although they have firmed up recently, the medium-term
prospects remain soft because of continuing capacity expansion in Saudi Arabia, China, India, the
Republic of Korea, Taiwan Province of China and Indonesia. Many of these countries follow an
aggressive export strategy and can be expected to ensurce adequate availability of petrochemicals
worldwide subject only to the underlying trends in oil prices. Indian industry will have to compete
against frecly available petrochemical products subject to modcrate tariffs. India’s competitive
advantage in exporting petrochemicals is weak because of the high costs of inputs. Indian
production costs are also high duc to high capital and infrastructural shortages and high operating
costs resulting largely from the costs of feedstocks, power and financing. Nevertheless, as the
domestic industry matures and approaches the international levels of scale and icchnology, some
petrochemicals products may become internationally competitive provided inputs and financing are
available on internationally competitive terms.

J. FERTILIZERS

The importance of the fertilizer industry in India is duc to its link to agriculture. The ()()vcmmct:\l
has aimed at a substantial degree of self-sufficicncy in this scctor, with imports supplementing
domestic production. India’s fertilizer industry produces 20 different types of fertilizers, the most
important being nitrogenous fertilizers such as urca and diammonium phosphate and single
superphosphate.

The industry comprises public-secor units, cooperative sector units and private-sector units, Al
present there are 57 large and medium-sized fertilizer plants and about 80 smaller units producing
single superphosphate. The industry has been subject to rigid price control for several years, with
cach praducer receiving a price separately calculated on the basis of the cost of cach unit, with,a
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subsidy to ensure that the price to the farmer is substantially below the average cost of production.
This policy has been modified recently by freeing phosphatic and potassic fertilizers from controls,
but the arrangement continues for urea.

Resource base

The raw matenals naphtha and natural gas are domestically available for the production of
nitrogenous fertilizers. Production of phosphatic fertilizers is based largely on imported raw
materials. Potassic fertilizers are not produced in the country as there are no known reserves of

potash.

Nitrogenous fertilizer plants set up before 1980 used naphtha as the fecdstock. Between 1978 and
1982 a number of ammonia plants were set up with fuel oil as feedstock. In addition, two coal-
based plants were set up in 1980 in an effort 1o reduce dependence on hydrocarbon sources, but
these have not performed to expected standards.

Due 1o the availability of assoctated and free gas from the oilfields in Bombay since 1985, some
gas-based fertilizer plants have been set up. Since there are rich recoverable reserves of natural
gas in the country, the Government lays emphasis on gas as the future feedstock for all urea
plants. In 1992/93, pas accounted for 48 per cent of the total production of fertilizers, followed
by naphtha (27 per cent), fuel oil (15 per cent), ammonia (7 per cent) and coal (1 per cent).

The domestic raw material basc for the production of phosphatic fertilizers is negligible.
Indigenous supplics of rock phosphate are less than S per cent of the total recquircment. As a
result, India imports rack phosphate and sulphur 1o meet the needs of the local manufacturers for
phosphoric acid. In 1992/92 domestic production meets about one fifth of the total demand, the
remaining four fifths of phosphoric acid consumption being met by imports (sce Table 111.35).
India has no source of clemental sulphur, which is produced only as a by-product from some of
the petroleum refincries and fucl oil.

Recent trends

Production of nitrogenous and phosphatic fertilizers increased at an annual rate of more than 11
per cent between 1980/81 and 1990/91. The growth of nitrogenous fertilizer production slackencd
during 1991/92-1992/93 mainly becausc of the delays in the commissioning of ncw gas-bascd
plants. !

Table I1135.  Production and imports of raw: materials for fertilizer production, 1980/81-
1992/93, selected years
{Thousand tonncs)

Rock phosphate " Sulphuric acid Phosphoric acid
Year Production Imports Product ion Imports Production  Imports
1980/81 448 1,845 '2,183 816 275 -
1990/91 553 3,366 3,522 1,848 372 959
1992/93 605 . \ . .. 354 1,439

Source  Depantment of Feruhzers. Mimistry of Chemicals and Fertilizers
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There was an absolute decline in the production of phosphatic fertibizer because demand was
adverscly affected by the withdrawal of the subsidy following the decontrol of phosphatic and
potassic fertilizer prices in 1992. The steep fall in demand was caused by the sharp increase
(100 per cent} in the price of this fernlizer (sce Table 111.36). Demand is expected to recover
once the impact of the price rise has been ahsorbed.

Table 11136.  Consumption of fertilizers, 1980/81-1993/94, selected vears
(Million tonnes)

Nitrogen Phosphate Potash Totai?/
(N) (P) (k)

Year Production Consumption Production Consumption Consumption Production (ansumption
1980/81 2.2 3.7 0.6 1.2 6.6 3.0 5.5
1990/91 7.0 8.0 2.1 3.2 i.3 9.1 12.5
1992/93b, 7.4 8.4 2.3 2.8 0.9 9.7 12.1
1993/94 7.3 9.4 1.8 2.8 0.9 9.1 13.1
Annuai compound grow:h rates
(Percentage)
1930/81-
1990/91 12.2 8.0 10.1 10.3 8.0 1.7 8.0
199G/93 -
1923/94 1.4 5.% -5.0 -4.4 -11.5 0.0 1.6

Source: Depanment of Fertiizers. Mimnistry o Chemicals and Fertilizen

a Productieon refates 1o N+ P and consumpuion relares to N+ P - K
b, Estimate

With the increased domestic production of nitrogenous fertilizers, the import growth in these
fertilizers declined significantly during the 1980s. However, imports of potassic and phosphatic
fertilizers grew significantly during the same period because of the input constraints on domestic
productien. The imports of urea increased during 1991/92-1993 /94 mainly because of continuing
growth of demand for nitrogenous fertilizer while supply stagnated.

There has been a significant improvement in the level of capacity utilization in the industry over
the years, varyving in recent vears at around 84 per cent for nitrogenous plants and 60 per cent for
phosphatic plants. The problem of low production and capacity utilization in parts of the ferilizer
industry is mainly duc to technological obsolescence,
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Box 11LLK. Price control and fertilizer subsidy

Fertilizer prices have been controlled by the Government through a retention price-cum-
subsidy scheme for indigenous nitrogenous and phosphatic fertilizer units since November
1, 1977. Under this system cach producer received a fixed producer price, determined
scparately for each plant on the basis of its cost of production. some norms of efficiency
and the requirement of a 12 per cent post-tax return on equity. Consumer prices were
kept lower than the average of producer prices and the difference was madc up by a
central Government substdy.

The policy was designed both to ensure a reasonable re.urn on investment and to provide
fertilizers to farmcers at reasonable prices so that their application in farming could be
cnhanced. Subsidy was also paid on impuorted fertilizers to maintain parity hetween the
cost of imports and the domestic consumer price. The subsidy on domestic and imported
fertilizers increased from Rs 19 billion in 1984/83 10 around Rs 61 billion in 1992/93
{almost $2 billion), placing a heavy burden on the central budget.

The system was reviewed in 1992 and in an cffort to contain the budgetary burden the
prices of phosphatic and potassic fertilizers were decontrolled. However, the system was
retained for nitrogenous fertilizers.

Fig. lILP. Production and consumption
of fertilizers, 1993/94
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Coustraints and prospects

India’s consumption of fertilizer per bectare is still quite low, but accelerated agriculiural
development will undoubtedly generate a growing demand. This should stimulate domestic
production as long as the availability of raw materials justifies it.

Although the Government has indicated that it will progressively phase out subsidics, it is not clear
whether the subsidy on urea will be phased out completely and if so over what pericd. This has
created some uncertainty about future investment in the industry since new plants are much more
cxpensive than the average present cost of production. If urea prices were to be completely
decontrolled. demand might shrink substantially for some time.

The application of fertilizers in India indicates overuse of nitrogen relative to phosphates and
potassium, compared with the ideal ratio of 5:4:2. In this context, the partial decontrol of
phosphates and potassium, which led to an increase in their prices. has worsened the situation.

K. PHARMACEUTICALS

India's pharmaceutical industry has grown from a fledgling in the 1950s, based largely on
converting imported bulk drugs into formulations, to one producing a wide variety of bulk drugs
and formulations covering a large number of therapeutic groups. With a total turnover of around
Rs 83 hillion for bulk drugs and formulations combined. the industry is today onc of the largest
and most technologacally advanced in the developing world. In recent years it has emerged as a
significant ¢xporter, exporting low-cost bulk drugs to industrialized countries and formulations to
developing countrics.

Resource base

The pool of scicntifically and icchnically skilled and competent professionals has cnabled India to
have a visible presence in the international market as onc of the few developing countrics that are
net exporters of pharmaceutical products. The industry, however, has been able 1o make use of
skillcd manpower resources only for the development of synthetic pharmaccutical products. It
lacks technology in the capital-intensive arcas of fermentation and biotechnology. Raw materials
and technologics based on fermentation continue to be imported.

Recent trends

Until the recent liberalization through the announcement of the acw drug policy in May 1994, the
pharmaccutical industry in India was subjected to rumcerous controls.  Certain items were
reserved exclusively for production by the public scetor. Licensing restrictions on forcign-owned
companics were designed to limit their arca of operation to producing from the basic stage. This
was supplemented by extensive price controls and a deliberate policy of encouraging production
in the small-scale sector by exempting it from the controls.  Bulk drug producers were also
required to supply part of their production to non-associated formulators.

The industry has evolved into four distinet segments as a result of the differential policices of the
Government. ‘

Publie-sevtor umirs: There are Tour major public-sector units: Bengal Chemicals & Pharmaceuiicals
Lid. Bengal Immunity Lid, Hindustan Antibiotics Lid and Indian Drugs and Pharmaccuticals Lid.
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All these units are making losses and suffering from outdated techanology. They have concentrated
on the manufacture of essential drugs, which are subject to tight price controls. The public-sector
units account for only about 2 per cent of the market.

Foreign-owned comparmies: Many of the internationally known drug companies are operating in
India through their Indian subsidiaries, in which they hold 40 per cent or more of foreiga equity,
for example Astra Ltd, Bayer, Burroughs Wellcome, Cyanamid, Glaxo, Hoechst, Parke Davis,
Pfizer, Rhone Poulenc and Sandoz. These companies together account for about 40 per cent of
the market. Most of them have been in India for a long time. However, as a consequence of the
restrictive drug policy of the Government, they have not kept up their investments and new
product introduction.

Organized-sector Indian companies: There are a large number of Indian-owned pharmaceutical
companies in the private sector, many of which have substantial technological capabilities and have
shown considerable dynamism. These include companies such as Ranbaxy, Cipla, Cadila, Dr
Reddy's Laboratories, Lupin, Alembic, Sarabkai and Wockhardt Ltd.

Small-scale units: There are more than 8,000 small-scale pharmaceutical manufacturers. Most
of them manufacture formulations from bulk drugs produced by the organized-sector units or from
imports. The proliferation f these small manufacturers was encouraged by government policy,
which gave special incentives to small-scale producers, including exemption of their products from
price controls.

The growth of production in bulk drugs and formulations since 1980 is summarized in Table 111.37.
The growth raic in current rupee values was around 12 per cent per annum in the 1980s and
accelerated to 22 per cent per annum in 199)/91-1993/94.

Table 11137.  Trends in production, 1980/81-1993/94, selected years
(Rs million)

1980/81 1990/91 1991/92 1992/93 1993/94
Bulk drugs 2,400 7,300 9,000 11,500 13,200
formulations 12,000 38,400 48,000 60,C00 69,000

Source: Ministry of Cnemicals and Fermlizers.

An important positive development in recent years has been the growth of exports in the
pharmaccutical industry. Exports of bulk drugs incrcased from Rs 185 million in 1983/84 10 nver
Rs 10 billion in 1993/94 (scc Table 111.38). The increase in the export of formulations is also
substantial, from Rs 615 million in 1983/84 to Rs 7.7 hillion in 1993/94.
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Tabie 11138.  Export trends, 1980/81-1993/94, selected years

(Rs million)
1980/81  1983/84  1988/89  1991/92  1992/93  1993/94
Bulk drugs 13 185 2.829 7,226 8,561 10,096
formulations 351 615 1,573 5.585 5,537 7.718

Source:  Ministry of Commerce.
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The drug policy of 1994 sought to remove barriers to the growth of the industry. Highlights of
the policy are summarized in Box IILL.

Box HI1.L. Highlights of the new drug policy, 1994

1. Industrial liccnsing has been abolished. Other restrictions on ratio parameters,
sale to non-associated formulators etc. have been removed.

2. Foreign equity up to 51 per cent is permitted. Foreign collaborations are io be
automatically granted.

3. The span of price control will be 50 per cent as against the carlicr 70 per cent of
the medicines marketed.

4. There will be one category of price-controlled drugs, with maximum allowabl:
post manufacturing expenses of 100 per cent, as against two such categories
carlier.

5. A national drug authority will be set up on the lines of the United States Federal

Drug Administration.

The growth of the Iudian pharmaceutical industry is to a significant extent attributable to the
Indian Patent Act of 1970, which provided for only patents on the particular process of producing
pharmaceuticals for a period of scven years. This provided opportunities for the Indian industry
1o introduce products still under patent in the developed countries. The GATT agrecment of 1994
allows for product patents to be introduced in India in the year 2005 after a transition period of
tcn years. The industry thercfore has to gear up for competition. Indigenous rescarch and
development will play a very important role in the industry’s development.

Constraints and prospects

The pharmaccutical industry in India is significantly dependent on the import of essential starting
raw materials and finc chemicals. L. addition, the packaging industry has not kept pace with the
development of the pharmaceutical industry. This may be a direct result of stringent price controls
which affected the industry’s ability to improve packaging. Overall, this is s major handicap as
quality packaging is essential for the stability of pharmaccutical products, especially under tropical
conditions.

In the ten years that Indian pharmaccutical companies have to adjust to the patent laws laid down
in the GATT rules, one or more of the following courses are open to them. They may become
licensees of original rescarch companies, enter into strategic alliances or form joint ventures. for
the introduction of new products, exploit product introduction opportunitics that are still available
during the transition period. such as the custom synthesis of chemical compounds and
intcrmediates, and/or concentrate on generic products.

The industry can maximize its advantage as a low-cost manufacturer of generic products by sclling
them in the developed countrics, which offer an increasingly large market for generic products in
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order to contain health-care costs. This will require substantial investment in upgrading Indian
manufacturing faciliti.s and adherence to international quality standards.

In the medium to long term the major Indian companies will have to invest substantially in
research and development. Lacking in experience and resources, Indian companies may need to
collaborate with international rescarch companies which may be attracted by the availability of
skilled manpower and the low cost of rescarch in India.

Most of these opportunities can be exploited through substantial investment, but the new drug
policy may not help generate the surplus required to fund this. Competition among Indian
companics in a highly fragmented market will also erode the profitability of the industry, especially
of the smaller companies which would not be able to garner the resources necessary to pursue the
opportunitics available. The industry may therefore witness a trend towards consolidation, with
suniving small units becoming ancillary to the larger ones.

L. IRON AND STEEL

India’s steel industry consists of seven integrated steel plants and around 177 mini-steel electric
arc furnaces and sccondary rerollers. Total crude steel production during 1993/94 was 18 million
tonnes, of which about 14 million tonnes was from the integrated stecl plants.  Prior to the
cconomic reforms of 1991, the integrated stecl plants were subjected to extensive pricing and
distribution controls. Creation of new capacity was subject to licensing and the general policy was
onc of cncouraging only public scctor investment in large-scale stecl plants. The industiry was
relatively closed to foreign competition with steel imports subject to import licences and high
tariffs.

The new policy has created a liberal environment with the abolition of licensing and price control
and an end to the policy of reserving steel for investment onlv by the public sector.  Protective
barricrs have also been lowered by gradualiy reducing the tariff rates, while tariff rates still remain
high at 50 per cent. Significantly, the government also announced that the public sector stecl plant
at Visakhapatnam which, though technically modern and efficicnt, had suffered from enormous
cost overruns arising from the delays in implementation, would he the last integrated steel plant
in the public sector. Instead. the public sector will concentrate on modernization, technological
upgrading and cxpansion of output from the existing locations and facilitics. Therefore, the private
scetor is expected to play a larger role in the Indian steel industry in the years te come.

In spite of the modest growth of world demand for steel and declining demand in developed
countrics, the Indian steel industry is poised for more than a doubling of steel production by the
year 2000. This cxpansion is primarily duc to a rapid growth of ¢xpected domestic demand,
especially for infrastructural development, and is evidenced by the very low per capita consumption
of steel products in India compared with other developing countries.

Resource base

India is well endowed with the major raw matcrials required for a modern steel-making industry.
India’s biggest advantage in stecl-making is ample availability of good quality iror orce reserves,
amounting to 12.7 billion tonnes in 1990. The bulk of these reserves (4.6 billion tonnes) are of
hacmatitc orc which is suitable for steel production (sce Table HIL39). At the current rate of
cxploitation of 57 million tonncs per year, including around 30 million tonnes of exports, the total
reserves would last for more than 160 years.
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India also has large reserves (8.6 billion tonnes) of coking coal. but these suffer from the probem
of high ash content (17-21 per cent). At the current rate of exploitation, the reserves of prime
coking coal would last for 100 years and the rest for much longer. However, the high ash content
of the coal, even after washing and beneficiation. is a major problem. At present. the Steel
Authority of India Limited (SAIL) and the Tata Iron and Steel Company (TISCO) are importing
coking coal 1o blend it in a proportion of 25 to 30 per cent with indigenous coal. while the
Visakhapatnam Steel Plant (VSP) is importing 75 per cent, to achieve major improvements in
efficicncy and reduction in production costs. About 40-50 per cent of the total coking coal
requirement will continue to be imported on quality considerations.

India has sizeable rescrves of fluxes, comprising limestone (1.7 billion toanes), dolomite (9.8 billion
tonnes) and manganese ore (0.2 billion tonnes). On current rates of exploitation, these reserves
would last longer than the reserves of the primary raw materials of iron orc and coal.

Table 11139. Haematite ore reserves by state and gradc"/ . 1990
(Million tonncs)

High Medium Low Bulk dust/ Total

State grade grade grade Other black iron

Bihar 34.4 1,791.3 903.2 186.3 50.8 2,966.0
Orissa 313.3 1,287.6 752.0 304.8 8.6 2,666.3
tastern Region 347.7 3,078.9 1,655.2 491.1 59.4 5,632.3
Madhya Pradesh 558.4 483.2 516.0 401.8 71.0 2,030.4
Karnataka 221.2 437.9 72.3 194.7 0.6 926.7
Andhra Pradesh 6.4 5.2 3.7 3.6 45.9
Southern Region 227.6 “43.1 104.0 197.3 0.6 972.6
Goa 13.5 153.2 465.4 117.2 12.2 761.5
Maharashtra 0.3 34.5 14.8 126.3 175.9
destern Region 13.8 187.7 480.2 243.5 12.2 937.4
Rajastan - 0.2 6.4 2.3 - 9.0
Northern Region - 0.2 6.4 2.3 - 9.0
Total 1,147.5 4,193.1 2,761.8  1,336.1 143.2 9,581.8

Source Center for Momtonng Indian Feonomy
a, Fhe grades arc defincd as high with e al 65 per cent. medism with e ot 62.65 per cont. and low with Fe ol

less than 62 per cent
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The stock of metals in the Indian economy is low and the rate of scrapping of metal-based
products is also low. Moreover, with a shift in steel casting technology towards continuous casting,
the scrap generation by the main producers is likely to decline. Close to half the present scrap
requirement is imported and India is likely to remain a net importer of scrap for stcel-making and
re-rolling industries. Some of it can potentially be substituted by sponge iron, as India has a wide
resource base of non-coking coal and natural gas to support a large domestic production of sponge
iron.

India’s natural gas reserves are projected to last for more than 25 years at more than double the
rate of current production. Gas is being commercially produced in the north-castern. western and
southern regions of the country at the rate of 30 million metric standard cubic metres per day.
This 1s expected to double by the vear 2005.

Skilled manpower is an additional asset which is suitzbly emploved in the Indian steel industry.
Morz than 40 per cent of the workers employved by the main producers (SAIL. TISCO. VSP) are
skilled. and another 40 per cent semi-skilled. The overall industrial relations climate in the sieel
sector in India is peaceful.

Recent trends

Steel was regarded as a crucial industry by Indian planners. but the actual growth of steel capacity
and production has not been impressive. There was a sharp increase in production in the 1950s
from a very low base of LS million tonnes in 1950/51 to 3.4 million tonnes in 1960/61,
representing an annual growth rate of 8.6 per cent. The growth slowed down in the 1961k 10 6.3
per cent per annum and faltered 1o 4 per cent in the 1970s. It picked up marginally to 4.7 per
cent per annum in the 1980s, but this is still well below expectations as well as capabilities.

Part of the reason for the slow growth of steel production in India, despite the substantial
comparative advantage that India has in producing steel, is the poor performance of the public
sector steel industry (see Table HI1.40). For a varniety of reasons, partly having to do with excessive
Government:control on prices and product-mix and partly persistent overmanning, the public
scetor steel industry was never able to generate adequate funds to finance increases in capacity
as well as modernization.

An claborate framework of industrial and trade policies affected the performance of both public
sector and private sector integrated stecl plants, but the public sector was affected more adversely.
By 1986/R7, the capacity utilization of the only remaining primary producer in the private sector
was 100 per cent, while that in the public sector plants taken together was 70 per cent, and that
too, after de-rating substantial capacitics in *hese plants by 1993/94. However, by 193794 capacity
utilization in'the public sector steel plants improved to a leve! higher than 9% per cent. with the
exception of 'VSP and Durgapur where the plants were in a phase of stabilization as was TISCO
duc 1o the commissioning of new units.  Table 1131 presents steel production, trade and
consumprion’ data for 1993/94, !
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Table 111.40.  Production of crude steel by sector, 1950/51-1999/2000
{Million tonnes)

Public sector Private sector Share of

, Secondary public
Year SAlLY  vIZAG  Total TISCO 1ISCO sector Total Totatl sector
1950/51 - - - 1.08 0.34 0.08 1.50 1.50 0
196¢/61 0.78 - 0.78 1.63 0.91 0.10 2.64 3.42 22
1969/70 3.78 - 3.78 1.71 0.70 0.35 2.76 6.54 58
1970/71 3.61 - 3.61 1.72 0.83 0.34 2.69 6.30 57
1980/81 5.48 - 5.48 1.88 - 2.03 3.91 9.39 58
1981/82 6.64 - 6.64 1.96 - 2.16 4.12 10.76 62
1982/83 6.68 - 6.68 1.9 - 1.36 3.4 10.02 67
1983/84 5.96 - 5.96 1.97 - 2.50 4.47 10.43 57
1984/85 6.25 - 6.25 2.05 - 1.9¢ 3.99 10.24 61
1985/86 6.97 - 6.97 ¢.10 - 2.56 4.66 11.63 60
1986/87 6.84 - 6.84 2?25 - 2.54 4.79 11.63 59
1987/88 6.94 - 6.94 2.28 - 2.75 5..3 11.97 58
1988/89 8.48 - 8.48 2.31 - 2.71 5.02 13.50 63
1989/90 8.27 - 8.27 2.3 - 2.78 5.10 13.37 62
1990/91 8.76 - 8.76 2.30 - 3.86 6.16 14.92 59
1991/92 9.63 .59 10.22 2.42 - 3.35 5.77 15.99 64
1992/93 9.83 1.05 10.88 2.48 - 3.80 6.28 17.16 63
1993/94 9.83 1.36 11.19 2.49 - 3.07 5.56 16.75 67
1999/2000“ 16.20 3.00 19.20 3.10 - 12.70 15.80 35.00 55

Source:  SAIL Iron & Steel Statistics. Steel Scenano Statstical Yearbook July 1994, and orher industry sources

a/ Steel Authonty of India Ltd. (SAIL.) has five integrated steel plants located at Bhilai. Durgapur. Rourkela.
Bokaro ané Bumpur. 11SCO (Bumpur) was nationalized in the early 1970s. Therefore. its production is shown
under SAIL from 1980/81 onwards.

b/ Crude steel producuion for the vear 1999/2000 ts a projection hased on plans of the existing producers and the
areenfield projects which are likely to matenahize.

Taking advantage of the strict regimentation imposcd on the primary produccrs in the period from
1970 to the mid-1980s, a number of entreprencurs cntered the industry 1o expand clectric arc
furnaccs, Icading 1o the creation of substantial capacity in this sector. This sccordary steel sector
comprising mini-sicel plants was heavily dependent on imported scrap, mainly from the United
States and western Europe. |

Prior to liberalization the sccond:ary scctor henefited from the fact that its prices were not subject
to pricc control. More recently, with price liberalization for the steel sector and gencral
deregulation, it has to compete on a level playing field with wtegrated steel plants and its
weaknesses have surfaced.  With increases in the rates of power and the prices of serap, this
industry, which dominatcs the rehar and light structural market, kas suffered a major setback,
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Table 11141.  Production, trade and consumption of steel, 1993/94
(Million tonnes)

Production Import Export Consumption
Pig iryn 2.25 0.02 0.62 1.65
Scrap? 2.80 2.6 0.00 5.4
Sponge iron 2.40 - 0.70 1.80
Semi-finished steel 6.03 0.09 0.58 5.54
Finished steel 15.18 1.02 1.26 14.94
Flats 6.93 0.96 0.47 7.42
Plates 1.59 0.07 0.31 1.35
Hot-rolled coils/skelp 2.19 0.33 0.04 2.48
Hot-rolled sheets 0.44 0.06 0.00 0.50
Cold-rolled sheets/coils 1.74 0.13 0.03 1.84
GP/GC sheets 0.58 0.00 0.07 0.51
Electrical sheets 0.11 0.06 0.00 0.17
Tin plates 0.09 0.14 0.00 0.23
TMBP 0.07 0.06 0.00 0.13
Pipes 0.12 0.11 0.02 0.21
Kon-flats 8.25 0.06 0.79 7.52
Bars and rods 5.79 0.01 0.63 5.17
Structural 1.87 0.00 0.16 1.71
Railway material 0.59 0.05 0.00 0.64
Alloy and special steels 1.20 0.06 0.03 1.23

Source:  SAIL Iron & Steel Statistics. Steel Scenano Statistical Year-book July 1994 and other industry sources.

a/ The data for scrap 1s for the calendar year 1992 as reported in Internatirnal Iron & Steel Stansrics.

Fig. ll.R. Production of saleable crude
steel by sector, 1980/81 and 1993/94
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Capacity utilization in the secondary sector declined from 70 per cent in 1969/70 to 43 per cent
in 1986/87 and 38 per cent in 1993/94. This sector has been looking for solutions to its problems
which lie in the introduction of new technology which can either replace scrap or reduce the
utilization of power.

The main producers based on the biast furnace (BF) route, mainly in the public sector, produce
close to 80 per cent of saleable mild steel. In contrast, the entire production of alloy and special
steels is non-BF so far. More than 85 per cen! of alloy and special steels production in India
comes from the private sector.

A large proportion (54 per cent) of the steel produced in India is in the form of long products,
like bars and rods, and structural and railway parts. In reoent years, there has been a shift in steel
production towards flat products such as hot-rolled and cold-rolled coils, sheets and plates used
in the automotive and the white goods sectors. However, long-run projections indicate that long
products would continue to constitute close to 55 per cent of the steel consumption in India due
to a large potential for the absorption of sieel in the infrastructure sectors. India also produces
2.3 million tonnes of pig iron and 2.4 million tonnes of sponge iron. More than 90 per cent of the
pig iron production in India comes from the main producers in the public sector, while more than
90 per cent of the sponge iron production comes from the private sector.

e
—

Fig. lll.S. Capacity utilization in
Indian steel industry, 1969/70,
1986/87 and 1993/94
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India has a long way to go to come up to international technological standards. The share of the
outdated and inefficient open-hcarth furnacc process in total steel production is 23 per cent
comparcd with 10 per cent for the world as a whole and 14 per cent for China. The share of the
more efficient basic oxygen furnace process is 46 per cent comparcd with 60 per cent for the world
and 64 per cent for China. Similarly, the share of the morc efficient continuous casting process
is 20 per cent in India comparcd with 70 per cent for the world and 34 per cent for China.
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A process of modernization of the Indian steel industry began in the mid-1980s. with the integrated
steel plants in both the public and private scctors cngaging in technological upgrading of the
existing facilitics towards encrgy-efficicnt technologies such as moving from the open hearth
furnace to the basic oxygen furnace (BOF) and continuous casting (CC). The public sector
company, SAIL. has undcrtaken programmes of technological upgrading, intrnducing BOF
furnaccs at Durgapur and Rourkela stecl plants. Significantly, the modernization of the SAIL
plants is being cxecuted without any budgetary support. Starting early in the 1980s, TISCO
launched its modernization programme which covered the installation of LD furnaces. billet
casters, a state-of-the-art bar and rod and hot strip mill and a new blast furnace. thereby achieving
parity with international standards and specifications.

India has a comparative advantage in the production of steel. Even with its current incfficient
technological status (leading to high specific consumptions). Indian iron ore (per tonne of steel)
costs only 32 per cent as much as Japanese ore. Indian iron ore prices arc only 26 per cent of the
iron ore prices paid by the Japanese steel producers.  In spite of a very low overall labour
productivity in India. the cost of labour (per tonne of stecl) is 31 per cent lower in India than in
Japan. The advantage in terms of factor price of labour is much higher, with wage rates in India
being only 3 per cent of those prevailing in Japan. As a result, labour costs in India make up only
around 15 per cent of the cost of steel compared to levels ranging between 25 per cent ard 35 per
cent in the developed countries like Japan and United States. Besides, Indian labour in the
existing units is largely skilled and is open to new technology. retraining and redeployment.

Once the process of modernization and technology upgrading by the main producers is completed,
it would provide a competitive edge to these producers in the future steel markets in India and
abroad. Using state-of-the-art technology. it is possible to set up steelworks in India which will
be cost-competitive internationally. A recent study® substantiates the claim that cfforts made by
the Indian stee! industry 1o become globally competitive in recent years have attained success. In
1991 and 192, the cost per tonne of steel in India was declining. while in Germany, Japan, the
United Kingdom and the United States it was iacreasing. Indian steel (excluding taxes and levies)
was cost-competitive against developed countries” steel in 1992 (see Table H1.42).

Table 111.42.  Steel cost comparisons: India and selected countries, 1981-1992
(S per tonne)

United Japan Germany®/ United Republic India

Yeir States Kingdom of Korea SAIL T1sCo
1981 555.9 483.1 464.5 573.3 294.0 354.4  252.7
1982 684.1 452.0 480.7 510.1 297.0 307.0 322.9
1983 593.6 452.7 415.4 403.0 271.0 485.7 364.3
1984 555.8 403.1 372.4 370.3 267.0 445.3  339.2
1985 521.2 393.5 355.4 359.6 255.0 475.1 370.8
1986 510.7 503.? 427.1 317.5 255.0 479.0 375.1
1987 481.0 510.3 471.2 317.2 - 508.1 415.7
1988 481.0 533.1 475.3 407.1 - 514.8 438.5
1989 490.3 512.6 461.5 401.4 - 508.8 439.0
1990 493.5 507.3 541.5 468.6 - 517.7 427.1
1991 518.1 541.6 538.4 474.8 - 429.3 368.3
1992 5272.4 585.8 586.1 479.5 - 384.6 361.6
Source Seel Sector Study, Investment and Credit Ranng Agency

4 Oata for 1811980 inclusive refer to the Federal Republic of Germany
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A number of policy reforms have been undertaken in the sieel industry. ranging from delicensing
for investment purposes to removal of price and distribution cootrol, reduction in import tariffs
and a more liberal foreign investment regime (see Box I11.M). The Government has also started
a process of divesting its equity in SAIL.

Box HLM. Policy changes: steel industry

Policy changes Implications for stcel industry in India

(i) Reductions in import tariffs on stecl Increased competition from imports for the
from the high levels of 85 to 120 per cent in domestic producers. putting pressures for
July 1991 to a maximum tariff of 50 per quality improvement and cost reduction.

cent in 1994, These are expected to soon
be further reduced to 20 to 30 per cent.

(ii) Pricing and distribution controls
removed. Steel prices to be determined by market

forces.

(1i1) Steel open to private sector investment

with no licensing requirements for broad Will generate increased competition from
banding and integration. No more the private sector.

greenficld steel investment in the public

scector.

(iv) Forcign investment allowed up to 51

per cent with automatic approval for New steel capacitics may be sct up with

technology transfer agreements. modern technology and majority foreign
cquity participation.

(v) Divestiment of government shares

(10.87 per cent) in SAIL: encouragement Will generate motivation for better financial
of joint ventures in critical linkage arcas performance 1o satisfy the new private

like power and potential arcas likc cement  sharcholders of SAIL; profitable

and information technology. diversification options to be actively perused

by public entcrprises o maximize returns.

The macrocconomic stabilization cfforts of the Goverament, however, led 10 a decline in
investments in the carly vears of reforms, in the process creating recessionary conditions in the
Indian industrial scctor. Domestic steel consumption declined by 1 per cent per annum from
1991792 10 1993/94. Steel production, however, grew at a modest rate of 4 per cent per annum
but this was largely because the industry was able to increase exports to offset the domestic
recession. However, exports were driven more by the devaluation of the Indian rupec and the
domestic recession and less by the competitiveness of Indian stecl.

In general, the integrated stecl plants have survived the recession with relatively betier financial
results and growth. New marketing strategics are being pursucd by cach of the main producess
to cope with the competitive environment. The secondary scctor producers, on the other hand,
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have been badly hit because of their inefficient technological base by the rationalization of the
power tariff and excisc duties and the firming of international scrap prices.

Most of the new investnents are in the direct reduction-electric arc furnace (DR-EAF) integrated
route with the bulk of the DRI output based on the gas route. Therc have also been attempts by
the existing sccondary sector units o move into forward and backward integration. The bulk of
marginal capacity is direcied towards flat products in view of their high returns compared to long
products. There is likely 10 be some excess capacity in the hot-rolled coil segment in the medium
term. Most of the new greenfield capacity which s either announced or is under creation would
be widely distributed, with more than half of it located in the Western region, followed by the
Southern and Northern regions. each accounting for 15 per cent of the new capacity creation. This
would reduce the mismatch between the locations of suppiy (in the Eastern region) and demand
(in the Western, Southern and Northern regions).

A number of foreign collaboration proposals have recently been approved. As of June 1994, 93
forcign collaborations involving invesiments worth Rs 6.8 hillion were approved (see Annex Table
A-29).

Constraints and prospects

With accclerated development and modernization of infrastructure, the demand for stecl in India
is bound to grow. India’s current per capita consumption of steel at 22 kg is much lower than the
average of 62 kg for the developing countrics as a group and the much larger average consumption
of 374 kg for the industrialized countrics. Consumption in the key sectors, such as agriculture,
infrastructurc and the rural scctor, is very low. Regionally, too, steel consumption in India is
skewed towards the west and south. There is a very wide scope for expanding the consumption
of steel in India in ahsolute terms with a wider distribution across sectors and regions and a
potential for high penetration in key sectors of agriculture and infrastracture. The overall size of
the domestic market in India by the vear 2000 is projected ai 30-35 million tonnes of finished steel
which is more than double the present consumption levels.

The constraint imposed by coal can be overcome in several ways. There are options to shift o
thc DR-EAF (bascd on natural gas) or to shift the new capacitics to locations where imported
coal could be cconomically blended. With the phasing down of the steel industry in the developed
countrics, there are opportunitics for redeployment of second-hand cquipment and cconomizing
in capital costs. Such options are being exercised by some of the new entranis in the Indian steel
sector, One new direction is the use of son-coking coal (indigenous/imported) for iron-making
in processes ke COREX. This has alrcady been announced for a unit to be located on the west
coast of India.

The infrastructural support (o the domestic steel industry in the form of ports, rail transportation
and power utilitics needs to be expanded through liberalization of these sectors. The focus of
policy on atiracting forcign investment in the power scector fifs in with this need. Coal mining is
being allowed on sclective basis for captive use. Privatization or encouraging greenficld private
investment in roads and ports is also being actively considered as part of the ongoing cconomic
reforms.

An analysis of the growth and competitiveness of the emerging deaders in the steed sector,
particularly in the newly industrializing countrics, reveals that a policy eavironment based on active
government support has contributed a great deal in enhancing their competitiveness. The lesson

| |
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for Indian policy makers is to use the policy framework to foster competitiveness rather than
protection.

The unfinished agenda of the cconomic reforms in the steel sector covers areas such as further
reductions in taniffs from the present high level of 50 per cent. labour reforms to reduce the load
of overmanning and exit policy to provide a2 smooth exit for the terminally sick in this industry.
In SAIL, a voluntary retirement scheme introduced a few vears back gave partial results. The
older plants will have a large number of workers retiring in the course of the next five vears and
replacements are being tightly controlled. Public sector reforms and privatization would help to
widen the ownership base of the public sector units in the steel industry and make them board-
managed companics with freedom to make corporate decisions independent of the Government.
Tax reforms are nceded to remove irrational levies such as cniry tax on interstatc movement and
also reduce the tariff barricrs to allow easier access to imported steel while providing adequate
safeguards against dumping

If the policy environment in India mects the challenge of accomplishing the unfinished agenda of
reforms, then the Indian steel industry’s future prospects are extremcly bright. India has a
potentially large home market and a large natural resource base with comparative advantages in
most of the raw materials and labour. With the vngoing cconomic reforms, this comparative
advantage can be converted into a competitive one for leading the future growth of the stecl
industry in India.

M. ALUMINIUM

The aluminium industry in India consists of five primary mctal producers and a large number of
secondary producers. Of the five, two arc in the public scctor and three in the private sector. The
latest primary producer to enter the fray was National Aluminium Company (NALCQ) in the late
1980s, with statc-of-the-art technology. NALCQ, which has no semi-fabricating facilitics, sclls its
entirc primary metal output. After mecting their captive semi-fabricating requirements, Bharat
Aluminium (BALCOQ) and Hirdustan Aluminium (HINDALCO) sell their residual primary metal
output. Owing to scverc power cuts, Indian Aluminium (INDAL) is a nct buver of aluminium.
Madras Aluminium (MALCO) is not currently operational.

Resonurce base

India has substantial basic resources of bauxite to support its drive to become a global player in
aluminium. India’s tradition of wastc recovery also works to its advantage; cvery picce of
aluminium gets collected and reused.

Bauxitc, the basic raw material for the manufacture of aluminium. is found in abundance in the
country, the total recoverable reserves being of the order of 2,525 million tonncs (sce Table THL43).
Most of these reserves are located close to the coast. At the cusrent rate of production, the
reserves would last for nearly 280 vears.

There are, broadly, two grades of bauxite availablc in India. The first, constituting about 20 per
cent of the total and {found in Gujarat, has very high alumina content and is hest suited for non-
metallurgical 'use. The second is more widely avazilable and is morc suited for producing

*"metallurgical-grade alumina, which is the raw matcrial for aluminium mctal. Because of its high

"Gibbsite content, this grade of bauxite lends itsell to being refined into alumina at Jow

I
temperatures and therefore uses less energy.

¢ U mired Nations Industrial Development Organization




178 Industrial Branch Profiles

Table 111.43.  Recoverable reserves of bauxite, as of April 1990
(Million tonnes)

State Proved Total
Orissa 310 1,442
Andhra Pradesh 170 592
Maharashtra 58 87
Bihar 12 61
Madhya Pradesh 63 141
Gujarat 36 198
Total 649 2,521

Source: Mimstry of Mincs.

Waste recovery and scrap collection s a long-standing practice in India. Around 90.000 to 100,000
tonnes of aluminium scrap. nearly 25 per cent of the country’s total primary metal production. is
recveled cvery vear.

A large pool of technicians, scientists, engineers and other professionals directly emploved in the
aluminium business in India is an additional asset. India has been a major source of skilled
manpower for aluminium smelters and fabrication plants in the Middle East.

Recent trends

The current installed capacity of the aluminium industry in India is 610,000 tonnes per annum.
Capacity in operation, however, is 520,000 tonnes per annum duce to the closure of two smelters
owing 1o unecconomic power tariffs imposed by the State Electricity Board for HINDALCO and
a weak financial position in the case of MALCO. Demand grew at a compound growth rate of
9 per cent per annum during the five-year period ending 1990/91 but deciined during lh(. period
1991/92-1992/93. This largely reflects the reduction in offtake by the state electricity boards due
10 financial pressures and the general recession in the cconomy which affected mhu.r consumer
scgments.  The 1980s saw the emergence of NALCO in the public scctor which became a
trendsctier in production cfficiency. As capacity ncarly doubled over the decade, pmduclmn levels
increased from 200,000 tonnes in 1980/31 1o almost 450,000 tonnes in 19%0/91,

A process of deintegration has been going on in the world aluminium industry since the :Ia(c 1970s,
Cempanics and countrics have sclected activities in which they can sustain compcetitiveness, and
have got out of others, This trend began to be reflected in India in the 1980s, leading to a
prolifcration of independent producers of sheets, foils and extrusion and rods.  NALCO,
capitalizing on the competitive advantage provided by the bauxite from the Orissa mincs, set up
its smelter 1o use only S0 per cent of the installed capacity of alumina and exported the rest,

At present, the bulk of alumina production is being cxported from India. Like Australia, India
could be a highly competitive supplicr of alumina to the world. Some of its competitive strength
is lost at the next stage of production because of the high power intensity in the production of
aluminium, power being a very scarce and expensive input, |
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In aluminium, there was substantial capacity erpansion during the 1970s but production did not
keep pace with the increasing capacity (see Table 111.44). Inadequate power supply was a major
factor in constraining czpacity utilization during the 1970s. The Aluminium Control Order, 1970,
was another. In recent vears, the use of aluminium in utensils, doors, windows and automotive
castings has been encouraged through concessional fiscal levies. Environmental concerns also
favour the replacement of wood by aluminium.

Table [1L.44.  Capacity, production and sales of aluminium, major aluminium producers,

1992/93

Capacity Production Sales
Producers (Thousand tonnes) (Thousand tonres) (Rs billion)
National Aluminium (NALCO) 218 190 11.9
Hindustan Aluminium (HINDALCO) 150 160 9.8
Bharat Aluminium (BALCO) 100 9} 5.1
Indian Aluminium (INDALCO) 117 23 7.6
Madras Aluminium (MALCO) 2% .. ..

Source:  Ministry of Mines

Fig. Il.T. Production of aluminium by
major producers, 1992/93
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Prior to the economic reforms of 1991, protection from foreign competition was provided to
aluminium by imposing high custom duties on waste and scrap (85 per cent) and wrought products
(103 per cent). The domestic regulatory regime, including the aluminium price control, had a
stifling effect on the industry. Besides, heavy excise duties on aluminium encouraged the use of
stecl even where the intrinsic lightness and anti-corrosivity of aluminium made it the more rational
choice. The situation has undergone dramatic change in the 1990s as the regulatory environment
has been dismantled. excise duties have been lowered ard custom duties have also been reduced
(sce Box TILN).

Box HILLN. Major policy reforms
Aluminium price decontrol

The aluminium price decontrol of 1989 was a major turning point for the industry as the
rate of return on investments in this industry was no longer artificially suppressed. As
the price of aluminium increased. the independents were adversely affected. while the
vreanized scctor set out to plan major expansions in capacity. In the liberalized economic
regime of trade policy reform, as the custom duty on aluminium has been lowered,
competition from imports has become a reality.

At present the domestic aluminium industry is protected by an import duty of 25 per cent
and a countervailing duty (to maich the excise duty on domestic production) of 25 per

cent.
Customs duty reduction {percentage)
Prc-199] Present
Ingots 5 (plus Rs 6,000/MT) 25
Waste and scrap 85 28
Wrought products 105 50
Excise duty reduction (percentage)

Ingots 20 (plus Rs 2,500/MT) 20
Waste and scrap 30 20
Wrought products 35 20

'In the semi-fabrication sector, estimates of capacity and production arc less reliable as the number
b pliners s Taree. A significant number of them operate in the unorganized sector. Demand
stmulus from construction has been slow. However, the growth of this sector cannot be measured
‘eanrch in tonnaee because, with the development of aluminium fabrication tcchnologics, down-
"eauning has been an important trend worldwide and in India. For example, aluminium sheet used
Hor closures and packaging has on average become 25 per cent thinner over the last decade.
‘Similarly, aluninium used in vial caps has been downgauged by ncarly 35 per cent and some
aluminium soofing sheet as much as 47 per cent,

| . . . . . .
Ouality conscinusaess now persades the market. Customer demand for improved quality including
I . . . . ) . L .
INO 9000 certification s pushing the enatire industey 10 take the quality rouic. The variable quality
and quantits of metal supphy owing 1o swings in international prices and production problems at
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home tends to inhibit the investment drive that could lead to wider and more beneficial application
of the metal.

The aluminium price decontrol of 1989 was a major step forward in the direction of policy reform
for the industry. This was followed by the reduction in tariffs in the post-1991 period. Excise
duties have also been lowered to stimulate domestic demand. The industry has responded
positively to these changes. Production of aluminium peaked in 1992/93 at 454.000 tornes and
then declined to 465,000 tonnes in 1993/94. The industry is going through a process of
restructuring to respond to the new challenges.

Waste recovery in India at present is essentially in the unorganized sector which employs obsolete
technology, resulting in poor quality of metal, heavy environment pollution and health hazards for
the employecs. With breakthroughs in the recycling technology, it is possible to produce very high
grade mctal without adverse effects on the environment. The Indian tradition of collecting every
bit of scrap could be an important asset. Of late, recycling of aluminium has assumed importance
because of the technological advances in the developed economies in the last decade.

Two major foreign collaboration agreements have recently been approved for the production of
aluminium products (sec Annex Table A-30), one of them with 100 per cent foreign equity.

Constraints and prospects

The per capita consumption of aluminium in India is very low at 0.57 kilograms compared to 22
kilograms in the United States and 16.4 kilograms in Germany. It is also much lower than the per
capita consumption of 5-7 kg in the Asia-Pacific region. Compared (0 other developing
cconomies, the volume and variety of applications of aluminium in India in the building, transport,
machinery, consumer durables. packaging and tclecommunications sectors is very low and the
quality and design are very poor. Also, there are no block uses of aluminium in the country, e.g.
railway freight cars, large aluminium containers, gas cylinders, automotive wheels and cngine
blocks and cvele rims. The major consumer of aluminium in India is the electrical scctor (37 per
cent), followed by transportation (19 per cent), consumer durables (12 per cent) and the fast-
growing packaging scctor. Demand from the clectrical sector is likely to grow with the emphasis
that the present Government is placing on attracting investment - domestic as well as foreign - in
the power sector in the liberalized cconomic regime.

As the trend towards deintegration of the aluminium industry strengthens worldwide and in India,
it is important to recognize the role of the various subscctors which constitute the aluminium
industry, and devclop policics accordingly. To date the emphasis in India has been on primary
aluminium. System flexibility with regard to balancing demand with or without :mports, and rapid
response in terms of import duties and levies, would go a long way in providing the confidence
nceded for growth in the downstream sectors. At present, user industrics arc growing rapidly,
while the supply of metal is insufficient.

NALCO has alrcady proved itself to be the lowest cost producer of alumina in the world. INDAL
in alliance with Tata Industrics and Hydro Aluminium of Norway, and Larscn & Toubro, in
alliance with Alcoa of the United States, are cach planning cxport-oricnted alumina plants of |
million tonnc capacity to be located in Orissa. Each of these plants can be expanded to as much
as to 2 million tonacs per annum capacity. NALCO's alumina plant of 800,000 tonncs capacity
is also amenable to brownficld cxpansion to 1.2-1.5 million tonnes. Al these are in Orissa.
Bevond that, there is the prospect offered by the bauxite deposits in Andhra Pradesh and
Maharashtra. A clcar declaration on the bauxite arcas available for exploitation is also called for,
to encourage investment bascd on the otherwise attractive bauxite available in India.
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For the primary smelting scctor, a major constraint is imposed by the availability of power which
is an important input accounting for over 25 per cent of the metal cost. The economic capacity
for aluminium smelters today is 200,000 tonnes per annum, which requires in turn power-
generating capacity ranging between 400 and 500 MW. Investment in power of that magnitude by
a greenfield smelter would push up the cost of the metal at least in the initial 10 to 15 vears of
operation. It is necessary, therefore, for the Government to clarify whether greenfield smelters
will have to have their own captive power, and also whether such captive power is permitted only
on the basis of coal or also on the basis of hydroelectric resources. In China, aluminium has been
declared a strategically necessary material and claims priority for power allocation.

By becoming a globa! player in alumina, India (like Japan) may also be able to solve its metal
supply problem through tolling or through equity swaps with smelters which do not havc captive
alumina.

Given the large domestic market and the availability of skilled manpower. India can also ‘gmw nto
being a significant suppher of semi-fabricated and fabricated aluminium products. However, metal
shortage and the high price of world metai may act as strong inhibitors to the gromh of semi-
fabricated products in India. The quality of fabrication and lack of development in dcsugn are two
constraints upon the semi-fabricating and fabricating industries. While market pull W‘l" lead to
rapid upgrading of quality and designs, a concerted effort at research and de\elopmcm will lend
speed to the exercise.

A demand spurt is expected in 1994/95 in virtually all scgments of the market for aluminium metal
and its semi-fabricated products. Prices have already hardened worldwide and thanks to the
cfforts made to export Indian semi-fabricated products since 1991, the export market shows
excellent prospects.

Excellent opportunitics also exist for modern, hi-tech, large scrap recycling based not only on
domestic scrap generation but also on imported scrap. This is an employment-intensive activity
and India will have a competitive advantage for the foresceable future.

N. MACHINERY AND CAPITAL GOODS ‘

Indian industrial planning has traditionally given special importance to the capital goeds sector.
This was because the strategy was heavily influenced by the Mahalanobis model, which ¢ssentially
reflected a closed economy framework, in which the creation of a larger capital goods sector was
seen 1o be essential to sustain high levels of investment.  The strategy was implemented by
following a polic» of stimulating dircct investment by the public sector in capital gond% and also
by encouraging private investment in machinery and other capital goods through pollcxcs of strong
import substitution.

As a result, India has an cxiensive capital goods industry which today accounts for close to 20 per
cent of the organized manufacturing scctor. It produces a wide range of products for dcﬁ,ncc as
well as commercial needs and manufactures complete plants and machineries for a Iargu number
of industrics such as sugar, textiles, cement, steel. petrochemicals, mining, agriculture, power and
iclccommunications. The industry encompasses public scctor units in the heavy machinery and
cquipment scctors (including machine tools), large private scctor units producing a wide range of
machincry and small-scale units producing simple machinery.

¢ Umited Nations Industnal Development Orgamzation




Industrial Branch Profiles 183

Resourve base

Iron and steel forms the basic resource for the development of the machinery industries (see
industry branch profile of iron and steel, Chapter 111 Section L). India has developed a large and
diversified metal industries base which supplies critical inputs to the machinery industries. Mining,
which was carlier largelv reserved for the public sector, i1s now opening up. with 13 mincrals (such
as gold, diamond. tin, copper. zine, iron ore) having been dereserved for exploitation by the private
sector. Impori duties on metals have also been lowered substantially.  All this provides a good
basc for a healthy development of the capital goods sector n future.

Recent trends

Value added in clectrical machinery, adjusted for price changes, grew at a compound annual
average rate of close 10 9 per cent in the period from 1980/81 to 1988/89, while that in non-
clectrical machinery grew at the rate of 4.6 per cent per vear. Tlic industrial production data show
a much faster growth of electrical machinery during the 1980s (see Table 111.45). To some extent
this is because of the much faster growth of the electronics industry in the 1980s. The latter is
included as part of clectrical machinery in the index but not in the Annual Survey of Industry
classification which is the source of the value added data.

|
In the 1980s when the Indian industrial sector began to be dercgulated and technological
moderrization became important, the policy towards capital goods began to be reviewed. Users
of the capital goods were critical of restrictions on the import of machinery which were aimed at
protecting the high cost and often also the technological inadequacies of domestically produced
machines. There was a growing demand for import liberalization and for low tariffs on imported
machinery (o stimulate technological upgrading of Indian industrics and, make them more
competitive. At the same time, some policy-makers believed that developing the domestic capital
goods industry was necessary o conserve the scarce foreign exchange and build a strong
indigenous technoogical base, all of which called for import regulations and high tarifts. The need
for high tariffs on capital goods was also justified in terms of the high cost of snputs such as steel,
and it was argued that the effective protection of capital goods was actually much lower.

Table 111.45.  Growth of machinery production, 1980/81-1994

1980/81 - ‘ April-June

1990/91 1991/92 1992/93 1993‘/94 1994
Non-electrica! machinery 6.4 -2.0 -1.3 2.7 1.6
flectrical machinery 18.8 -12.1 -2.1 -h.8 .2
Machinery (total) 11.9 -9.5 -1.9 -4.1 21.9

Source Mimstry of Industry

——— —— e s o ——p 4t i

In the event, the import of capitul goods remained subject to ticensing restrictions during the
19805, but the system was operated with greater flexibility than in the past Greater weight was
given to the need for technological modernization in determining the justifiability of import,
especially in the case of new investments. Imports of machinery were pcrmiilcd sclatively casily,
and at Jower tariffs for new projects, especially for industries such as fertilizer and petrochemicals,

and also for 100 per cent export-oriented wnits. However, the overall policy remained restrictive,
I
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In 1987 there was a reaction against the freedom to import capital goods for new projects at lower
rates. The rate of duty for capital goods imported for projects other than fertilizer projects was
raised to 80 per cent, reflecting the need for using tariffs for protection as import licensing was
weakened.

The new economie policies aim at making Indian industrv internationally competitive, and this has
led 1o major changes in the policy towards importing capital goods. Import licensing of capital
goods has been aboiished and Indian investors are free to buy the capital goods they need either
from domestic sellers or from imports. Equally important, the duty levels on capital goods imports
have been reduced.

Import duties on capital goods ha.c been scaled down to a range of 20-40 per cent, representing
a substantial reduction from the levels prevalent in 1991 (see Box I11.O). The import duty on
capital goods has been reduced to 23 per cent in general, with a special zero duty provision for
fertilizer projects and a duty of 20 per cent on power projecis. Duties on specified machinery
items range from 25 per cent to 45 per cent.  Units registered under the 100 per cent Export-
Oriented Units (EQU) scheme and units in the free-trade zones are allowed duty-free import of
capital goods. Besides, under the Export Promotion Capital Goods (EPCG) scneme any actual
user can import capital goods with a facility of 15 per cent duty by undertaking to export four to
five imes the value of the machines over a period of four to five vears. On an import-weighted
basis these reductions in taniff rates have amounted to a reduction in the average duty on capital
goads imports from 97 per cont in 1990/91 to 38 per cent in 1993/94.

Box 11L.0O. Customs duty reduction for machinery industries, 1991/92 and 1994/95

(Percentage)
1991/9 199495
(After 1991 budget)
Genceral machinery 105, 80, 40 25
Machine tools 125, 90, 70 45, 35

Project imports

General 80 25
Fertilizer 15 nil
Pctroleum refining 80 25
Power 30, 40 20
Coal-mining R0 25
Elcctronics o0 25

Source: Mimistry of Finance.
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Although the reduction in import duties on capitai goods is substantial, taniffs are still higher than
those prevailing in most other developing economies. Continued high rates of protection reduce
the international competitiveness of Ind:an industry and this is a frequent complaint of investors,
although it can be argued that their costs can be absorbed for domestic sales because of higher
levels of protection available for most user sectors.

The liberalized policy towards imports of capital goods has yet to show up in any large shifi in
import propensity towards imported capital goods. The import substitution phase of the 1960s is
reflected in a sharp decline in the import ratio up to the carly 1970s and iis maintenance at a low
level during the 1970s. The ratio began to increase again in the 1980s but declined in 1988/89,
probably reflecting the imposition of an 80 per cent tariff on project imports in 1987. It bas risen
marginally again in 1992/93 following the new policics and is estimated to increase further in
1994/95 and subscquent years as the full impact of the new policy is felt.

Fig. lIlLU. Growth of machinery
production by selected products,
1990/91-1993/94

Percentage
40 « :

30
20

10 :

0 .

-10 1

-20
1990/91 91/92 92/93 1993/94
Fiscal year

BB Electric machinery -.... Electric motors Electiic generators

Motor starters Power transformers

The reduction in the protective tariff for capital goods has been accompanied by a reduction in
dutics on components and raw materials for capital goods also, but there are inputs on which duty
rates have not been reduced to the same fevel or lower than the duty on capital goods.  Inputs
such as steel and certain types of plastics and certain clectronic items benefit from the higher level
of protective tariff.  This has generated strong pressure from the capital goods industry on the
Government to climinate these anomalies and reduce duty rates on these items to g level
comparable with dutics' on capitel goods.
|
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Annex Table A-31 presents the major foreign investment approvals for the machinery industries.
Foreign investmen: proposals of over Rs 25 billion were approved in the period from August 1991
to September 1994,

Constraints and prospects

India’s machinery-producing sector. although initially developed behind high protective walls, has
demonstrated substantial strengths and is capable of producing cost-effective products wh’ -h can
hold their own in an increasingly open market. It has also made a small beginning in exports.
The technological gap which existed earlier between Indian products and international products
has been considerably narrowed due 10 the rapid introduction of foreign technology. With the
more recent trend of direct foreign investment in this sector, the process of technological
modernization will vndoubtedly be speeded up.

A key factor in the growth of the machinery industries will be the rate of progress made in
reducing custom dutics on metals and other critica! inputs to bring Indian cost levels more in linc
with world prices. Tie taiiff structure at present contains anomalies because the customs duties
on capital goods has been reduced more sharply in the first few vears to encourage investment and
modernization in the econony, while the pace of reduction in duties on some of the key inputs
has been more gradual. However, these anomalies can be casilv corrected over the next two vears.

0. AUTOMOBILES

India is an important major manufacturer of automobiles and autowotive components.  Its
produciion of two-wheeler vehicles is among the fargest in the world. However, India’s share in
the world production of cars and commercial vehicles is 0.5 per cent and 2 per cent. respectively.
Automotive components have emerged as a strong sector of the Indian avtomobile industry in
recent vears.

After decades of high regulation and heavy protection, policies towards the automobile sector
began to change in the 1980s. Domestic dercgulation and a liberal approach towards foreign
investment and technology led to greater competition and a wider range of products. The
automobilc boom was interrupted by the overall cconomic recession at the beginning of the 1990,
The automotive industry came out of the recession in 1993 and was forging ahcad in 1994,

Automotive design and salety regulations are evolving in India. Scat-belts are now mandatory in
new passenrer vehicles, safety glass is required for all vehicle windows and windshiclds, and crash
standards nave been imposed for vehicle integrity. Fucl efficiency norms came into being in 1983,
whilc emission standards started developing after 1989, The Environment Ministey has proposed
new emission standards that come into cffect in 1996, Fucl emission norms cquivalent to she
Euro-1 norms will be introduced in India during the 1990s. The Euro-2 norms which are duc 1o
he adopted in Europe shortly are scheduled te be introduced in India by the year 2003

Passenger cars

The passenger car industry in India developed within o highly regulated and protecied cconomic
environment during 1950-1980.  Import controls and very high taniff rates on cars cut off all
competition from imports. Domestic industrial ficensing ensured that there was little competition
within the cconomy. The industry was dominated by two indigenous producers, Hindustan Motors
and Premicr Automobile Lid. and until the carly 1980« the only passenger cars on the market were

I I
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updated versions of European t=chnology of the latz 1930s and early 1960s. High excise duties
and the poor quality of the roads also had their effect in curbing demand.

In 1981 Maruti Udvog Lid was set up as a Government company with the objective of modernizing
the passenger car industry. The Suzuki Motor Corporation of Japan was the joint-venture
collaborator with 26 per cemt equity and an option to increasc cquity up to 40 per cent. The
product offered by this company tapped the latent demand for a fucl-efficient car from the
growing middle classes of India and thercby helped to expand the marl.et. Competitive pressures
also forced the other manufacturers to introduce improved models.

The market for cars grew at a rate of 16.8 per cent per annum during the 1980s compared with
3.6 per cent during the 1970s, despite the fact that the excise duty on cars was raised from 15 per
cent in 1983 to 42 per cent in 1989 and 66 per cent in 1991, and the import duty on automotive
components inaicased from ) per cent to 6 per cent and then to 70 per cent over the same
period of 1983-1991.

The economy’s recession of 1991 and 1992 had a specially severe impact on the automobile sector.
The sharp increase of 60 per cent in the price of petrol in a short span of two years in the
aftermath of the Guif crisis also contributca to it. Car sales declined by 1.2 per cent in 1991 and
4.6 per cent in 1992, This led to a moderation of the high excise dutics on motor cars, reducing
duties in two stages from 60 per cent 1o 40 per cent in March 1993, Import duty on comnonents
was reduced to 50 per cent in March 1993, Import duty on steel and other raw materials was
reduced from 85 per cent to S0 per cent in March 1994, Various state governments also reduced
the sales tax on passenger cars.

The industry came out of the recession in 1993, with domestic sales sncreasing by 21.6 per cent in
1993 10 reach a volume of 200000 (sce Table HL46). This was partly a reaction to the change in
indirect taxes on cars and partly also the result of lower direct taxes increasing disposable income,
easicr availability of finance and improved corporate profitability. The revival has continued into
1994 and car sales during January-August 1994 were 21 per cent higher than in the same period
of the preceding vear.

The industry is set for further modernization and several manufacturess have announced ambitious
plans for the introduction of new products in coflaboration with well-known foreign firms (scc
Anncx Table A-32). Mcrcedes-Benz, the automotive subsidiary of Daimier-Benz of Germany, has
formed a joint venture with Tata Engincering & Locomotive (Telco) of India. one of the world's
lcading makers of commercial vehicles, with an investment of about DM 250 million (£102.4
million) for the assembly in India of Mercedes-Benz E-Class exceutive cars as well as petrol and
dicsel engines.  Daimler-Beny holds a stake of just over 10 per cent in Telco, Volkswagen of
Germany, the leading European car maker, has also signed a memorandum of understanding with
Eicher Goodearth of India to study the feasibility of joint vehicle production in India. The Eicher
group produces Mitsubishi light commercial vehicles under licenee in India. General Motors and
Hindustan Motors have announced a 50-50 joint venature to produce the Opel Astra, General
Motors’ best-sclling car in Europe. The agreement provides for production to begin in the third
quarter of 1995, starting with 20000 cars a vear. Dacwoo Corporation of the Republic of Korea
is 1o mak. its latest Racer car for India’s upper middle-class market, starting in September 1995,
and producing 25,000 cars in the first vear. Dacwoo will cmerge as the majority sharcholder after
a restructuring of the existing Indian joint venture, DCM-Tovota,

* United Nations Industrial Development Orgamization




188 Industrial Branch Profiles

Table [11.46.  Sales of automobiles, 1980-1994, selected years

{Thousands)

Jan-Aug
1980 1990 1991 1992 1993 1994
Cars 37.C 174.6 172.5 164.5 200.0 156.2
Jeeps 15.7 41.4 33.1 39.3 44.6 32.2
Commercial vehicles 68.4 141.1 139.3 126.2 136.6 116.7
Light commercial vehicles (LCVs) 19.5 56.0 55.0 50.9 68.8 57.0

Medium and heavy commercial vehicles
MCVs/HCVs 48.9 85.1 84.3 75.3 68.6 59.6
Two-wheelers 373.7 1,854.0 1,635.5 1,477.9 1,693.2 1,328.1
Mopeds 104.5 438.2 402.3 408.¢ 451.9 317.0
Scooters 167.8 940.5 800.6 689.4 805.9 625.8
Motorcycles 101.3 475.2 432.5 380.4 435.4 335.3

Growth rates (per cent per annum)

1980- Jan-Aug

1950 1991 1992 1993 1994

Cars 16.8 - 1.2 - 4.6 21. 21.0
Jeeps 10.2 -20.0 18.7 13.5 20.0
Commercial vehicles 7.5 - 1.3 -9.4 8.2 34.8
LCvs 11.1 - 1.8 - 1.5 35.2 34.0
MCVs /HCVS 5.7 - 0.9 -10.7 -8.9 35.0
Two-wheelers 17.3 -11.8 - 9.6 14.6 20.6
Mopeds 15.4 - 8.2 1.4 10.8 9.0
Scooters 18.8 -14.9 -13.9 16.9 19.0
Motorcycles 16.7 -9.0 -12.0 14.5 36.0

Source:  Automotive Component Manufacturers Assnciation and Association of Indian Automobile Manufacturers

At the same time Maruti-Suzuki is expanding its production capacity from 130,000 vchicles to
200,000 by the end of 1994 in order to expand sales in both the domestic and export markets.
Suzuki is to begin cxporting its Alto minicar to western Europe from India. Alto, Jaunched carlier
this year in India as Maruti Zcen, is the first model Suzuki has developed as an overscas production
base for introduction in overseas markets.
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Mopeds, motorcycles and scooters

Two-wheclers provide a popular and affordable mode of transport for India’s vast middle classes.
The major moped manufacturers are TVS-Suzuki and Kinctic Engineering Ltd.  The major
manufacturers of scooters are Bajaj Auto Lid, Lohia Machines Ltd and Kinctic Engincering.
Matorcycles arc manufactured by Indo-Japanese collaborations like Bajaj-Kawasaki, Hero Honda,
TVS-Suzuki and Escorts-Yamaha, which command the major share of the market.

Policy towards the two-whecler industry underwent a significant change in the 1980s when the
Government allowed the import of foreign technology and liberalized product range restrictions.
As Indian manufacturers of two-wheelers catered into collaborations with major Japancse
companics, this led to the introduction of newer improved models. With upgraded technology. fucl
efficicncy and reliability, together with price, became important criteria in influcncing consumer
choice. Even in quantitative terms the two-wheeler industry saw stcady progress during the 1980s,
with production and salcs growing at the rates of 16.2 and 17.3 per cont per annum respectivels.

During 1990-1992 production of two-wheelers dropped from 1.88 million units 1o 1.48 million units.
The recovery during 1993 brought production to 1.7 million units and the buoyant markct
conditions in 1994 were generating rapid growth. In the first cight months of 1993 sales of
motorcycles and scooters grew by 36 per ceat per annum and 19 per cent per annum respectively,
while moped sales lagged behind at 9 per cent per annum.

Scooters form 50 per cent of the two-whecler market. Up to the late 1980s demand for scooters
far exceeded the supply, a situation which has now been reversed. Scooter sales increased at the
rate of 18X per cent per annum between 1980 and 1990,
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Motorcvcle sales grew at a rate of 16.7 per cent per annum during the 1980s. The mid-1930s saw
the introduction of 10-cc motorcyeles with Japanese collaboration. Hero Honda was the sole
occupant of the four-stroke segment. Successive rises in petrol prices saw Hero Honda cornering
a major share of the market. At the end of the 1930s Bajaj Auto (with Kawasaki) introduced its
own four-stroke motorcycle. This sector is geared for a major shake-up and manufacturers are
intraducing or planning to introduce new vehicles.

Mopeds were the most rapidiv growing seement of the two-wheeler industry between 1970) and
1934, increasing their share of the total production from 11 per cent to M per cent. To some
extent this was due to the emergence of the rural market. where mopeds found acceptance. As
competiticn from scooters and motoreveles picked up in the second half of the 1980s in response
to the liberalized regime, the moped industry was adversely affected. In fact this industry has been
ailing stnce the mid-1980k and sales dechned continuoush from 1988 to 1991, The industry has
been diversifving from siegle-speed mopeds in the 30-75 cc range to new models with automatic
transmission. multispeed scooters and minimotorcycles.

Not onh did the two-wheeler industry come out of its recessionary phase in 1993, but the longer-
term prospects for this industry arce also very bright. Given the high rate of urbanization (3.5 per
cent per annum during the 1980s and likely to continue at the samle rate). the number of small
cities is fikely 1o grow in the sears (o come. Since the mass transit system is unlikely to be
developed ar i fast cnough pace. the demand for two-wheelers iy expected 1o increase. New
markels are alo emerging in the rural arcas with the expansion and improvement in the condition
of rural roads and the development of a wider net for distribution’ channels. There is also the
increasing demand from women, which may be met by developing new products which combine
the features of mnlan\c'gs and scooters. Some manufacturers have abso started exports of two-
wheelers. There is pnlgnll.ll tor export growth, particularly 10 South- E.N Asta and Latin America.
as this indusin mndgrnllu selt and widens its product range.

Three-wheelers

The Indian automohile in:dusln includes a three-whecler segment, m:;sinl\ uscd as urban passenger
taxi transport and alvo as a delivers wehicle. The total production of three-wheelers was 93,000
in 19971, which rgprugnud a threclold increase over 1970, Bajag »\ulu Lid. Aute2obile Products
o Indis Ltd and Scooters India Lid are the principal producers uf three-wheelers in India. Of

these. Bajag Auto accounts for 80 per cent of the total production.
Commercial vehicles

| |
Commercial vehicles had o small and stagnant market untif the 19705, The slow growth of rail
transport fuclicd the grpmth of the road transport sector, but the peor quality of the road
intrastructure fended to limu the demand for commercial vehicles, Goverament policies in the
past reulated this indusies in two arcas: light commercial vehicles of 1-2 10naes pavload used for
short distance haukage and moediom ‘heass commercial vehicles of 8-10 tonnes pavload. which
included truchs and buses. Until 1988 ficensing regulations prevented major bus and truck
producers trom diversifving their product range.

The chanee in governmont policies towards the automative sector in 19%0 meant that Japanese
manulacturers like Tovota, Nissan, Mitsubishi and Mazda eatered the commercial vehicle sector,
collaborating with local partners in the light commercial vehicie segment (gross sehicle weight up
to 6 metric tonnes). During 198319093 growth in commeraal vehicles was fed by the light
commercial vehicle (LON) <cgment o o rate of 94 per cent pcr: annum. The joint venturces,

|
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however. were adversely affected by the appreciation of the ven and delays in the indigenization
programmes.

Goverament policies were also responsible for the fragmentation of capacity in the LCV segment
caused by the multiplicity of ficences issued by the Government during the 1980s. However,
market forces are increasingly posnting towards structural consolidation. In recent vears the
dominant plavers have consolidated their positions and there have been no new entrics. This is
an area where indigenous technology has done well in the market in compcetition with products
from join: ventures with major international producers. Telco. a late entrant in the LCV market
in 1986, has cornered 30 per cent of the market share. while Bajaj Tempo accounts for another
30 per cent. Bajaj Tempo has a technical collaboration with Mercedes-Benz to manufacture its
T-1 range of LCV's.

The medium and heavy commercial vehicle sector (MCVs/HCV's) producing trucks and buses is
dominated by two producers. Telco and Ashox Levland: Hindustan Muotors has an insignificant
market share. Telco and Ashok Leviand figure among the top ten producers of MCVs/HCVs in
the world. Tcelco with its market share of almos: 70 per cent has entered into a joint venture with
Cummins Engincering Company of the United States to manufacture high-performance engines
in 1993 to meet world-class emission and fucl-efficiency norms. Telco currently exports about 12.5
per cent of its total sales of products which have been developed based on indigenous technology.
In 1987 IVECO of haly and the Hindyjas. through a jointly owned forcign company, acquired a
controlling stake of 51 per cent in Ashok Levland. This company is the largest bus supplicr to the
state transport corporations in India. At present its products are available with HINO cengines
from Japan. The company plans to introduce the products of IVECO into the fast-growing
LCV/ICV (intermediate commercial vehicl with gross vehicle weight of 7-8 tonnes) scgment.
IVECO is kikely to use Ashok Levland as a production base for exports to its global distribution
nctwork. The lofig-run leadership in the MCV/HCV market will be determined on the basis of
appropriate design. reliability and after-sale service. Unlike the LCV sector, the MOV HCV
sector, which accounted for almost 70 per cent of the sale of commercial vehicles in 1983, grew
by only 1 per cent per annum between 1983 and 1993, By 1963 the share of MOVS/HCVS had
declined to M) per cent of the commercial vehicles market.

The macrocconomic stabilization measures of 191 and 1992 and the associated credit squeese had
an especially adverse effect on the demand for commercial vehicles. Sales of LOV declined from
S6.000 in 1990 10 33000 in 1991, while those of MOV /HOV dechined from 83000 10 34,300, The
recession deepened in 1992 and brought the sales down to 505649 (i decline of 7.5 per cent) and
75,320 {a decline of 10.7 per cent) in 1992, The budget fer 192394 Towered the oxcise duty rates
on commercial vehicles from 23,125 per cent 10 13125 per cent i an cffort to help the industry.

With the gencral cconomic upturn, the LVC industry was well on its way to recosery, stthough the
MOV/HCV segment was stll fanguishing in 1993, In January-August 1993 both scgments of the
commercial vehicles industry showed <ales growth of well over 30 per cent. However, competition
from imports was sl absent because import dutics in the range of SLS131 per cent on
commercial vehicles and 37.5-114.5 on parts and components sl remain high. Commercial
sehicle sales are projected 1o grow at close 1o 9 per cent per annum untif the vear 2000; the LCV
segment is projected to grow at a faster rate of 11 per cent per annum and the MOV HOV
segment af 7 per cent per anpum.

Automotive components

The decade of the 19505 was g watershed in the deselopment of the sutomotive component
industry in India. The advent of o large number of Japancse imsestors on the wene in the carbs
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19805, spcarheaded by Suzuki through its joint venture with the Government of India (Maruti
Udyvog Lid). brought in much iarger volumes and also put pressure on the component industry to
cnhance capaaity. develop new products and lay greater stress on quality. In 1986 the Goverament
of India removed hicensing restrictions on aute components.  Some component manufacturers
started busincss during this period to cater to the growing volumes of vehicle production.
Investment grew rapidly and mew products such as melveoated piston rings. cera metallic clutches,
dual-brake systems. diaphragm clutches and ashesros-free brake linings were developed for the first
time. This period also witnessed Japanese coliaborations in the auto componcnt industry.

The Indian auvto component industry has emerged as an internationally competitive industry
capablc of penctrating world markets. It 15 no loager a voung industry catering o demand from
the domestic automobik: indusiry. It was for this reason the industry was able to step forward
confidentlv into cxport markets 1 the 199%0s, withstanding the shock of a deep recession n the
Indian vehicle industry between 1991 and 1993 Exports grew at 20 per cent per annum in dollar
terms during 1991-1994.

The satisfving turnaround in the fortunes of the Indian vehicle industry in 1993,/94 means that the
component indusizy is maintaining a growth of 23 per cent in production and 17 per cent in
exports in dollar terms. The economic reforms introduced by the Government in 1991 have begun
to pay dividends. The delicensing of the passenger car industry has been a very significant signal
that the Indian automotive industry can be a major vehicle of growth.

However. the major spurt in the demand for the component industry can only be consolidated if
there is a rapid addition to capacity through new investment.  In 1992793, cven during the
recesstonary perind, the Indian component industry made an investment of about Rs 5 hillion in
new plant and machinery. Investment rose to Rs 7.8 hillion in 1993 /94 and is expected to touch
Rs 11 hillion in 1994 /95,

Constraints and prospects

Road transport is plaving an increasingly important role in mecting India’s growing needs. Tts
share of surface freight traffic has increased from 12 per cent in 1931 to 38 per cent in 1981 and
almoct 60 per cent in 11, while that of passenger traffic has increased from 26 per cent in 1951
to 62 per cent in 1981 and just under R0 per cent in 1'91

Efforts are being made by the Government to attract private investment in roads. A few projects
have been undertaken on o Build-Operate-Transfer (BOT) basis, but for these o vicld quick
results, the egal procedures concerning acquisition of land by the private sector need o be
simplificd. If this is combined with more privatization of passenger transport, this should gencrate
strong demand for the commerctal vehicle indusiry. At present, over 50 per cent of Indian bus
transportation is in private hands and this is expected foncrease in the nedt two or three sears.

The prospects for the commercial vehicle industry bave improved. With interest rates going down.
casing of goverament controly and general cconomic recovery, the fortunes of the industry are
looking up. Various non-banking financial service companics, along with the major manutacturers.
are offering hire-purchase financing. which ic becoming increasingly altractive.

|
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P. ELECTRONICS

The clectronics industry in India developed very slowly for many years as 2 comsequence of
restrictive policies which discouraged consumer electronics and also discouraged foreign investment
and foreign technology in this technology-driven sector. The situation changed in 1982 with the
introduction of colour television of a programme to cover the whole country with a network of
tclevision transmitters. Similarly, modernization and expansion of the telecommunication system
with a switch over from the old cross-bar exchange to electronic exchanges provided a push for
clectronics catering to the communication industry. The introduction of computerization in
government offices and in organizations such as the railways also created a market for computers.
All this has stimulated the growth of the componcat industry. Electronics has been onc of the
fastest growing industries in the 1980s.

Box IILP. Liberal policy regime on electromics

There is no more licensing except for defence-related items and four items of consumer
clectronics, namely video cassette recorders, colour television sets. compact disc players
and tape recorders. Almost all clectronic components can be imported without an import
licence. The same is true for the import of capital goods and raw materials for electronics.
Import dutics have been substantially reduced, though they are still much higher than the
intcrnational average. Dutics on components and materials bave also come down (see Box
HLQ). There are no locational restrictions on setting up any electronics units. Since
clectronics has been assigned the status of a priority industry, foreign investment up to 51
per cent docs not require any approval but rather is subject to automatic approval.

Though Forcign Investment Promotion Board (FIPB) approval is required for more than
51 per cent foreign equity, there has been no rejection of any request for cven 100 per cent
cquity in the clectronics industry.

Resource base

The most important clement of the resource base of the Indian clectronics industry is the
abundancc of top class technical and managerial manpower. 1t was in recognition of this fact that
Texas Instruments set up a chip design centre in India in 1986 and Novell sct up a product
development centre morce recently. The availability of world class technical skills in India cnsurcs
that technical know-how nceded for high quality manufacture can be casily absorbed to attain
world standards.

Most of the special matcerials used in the manufacture of clectronic components are not produccd
in India. The high incidence of customs duty pushes up the cost of the imported matcrials in India
but the Government has alrcady begun the process of reducing these datics, although morc
remains (o be done (sce Box 11.O). ‘
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Box H11.Q. Custems duty reduction in electromics

(Percentage)
Pre-1991 Present
Television sets 150 65
Video cassette recorders 150 65
Computers 85 65
Raw maiterials 40-60 2
Piece parts 60-80 30
Components 83-90 20
Recent treads

The policy regime before Junc 1991 was highly regulated i line with the overall sirategy of
inward-oricnted industrialization.’’ Under the four-tier tariff siructure (materials, parts of
components, componenls and equipment), a rather high degree of protection had been built up
for even the most unviable uvnits manufacturing the smallest parts or input matcrials. The
liberalization of the economy in 1991 has made a significant difference.

A significant portion of the Indian electronics industry is geared towards manufacture of
components c.g. resistors, capacitors and memory chips. This phenomenon can be traced to the
policies of import substitution which encouraged Indian industry to target low tcchnology
component manufacture which had a ready-made domestic market and was shiclded from
internaticnal competition. This resulted in the build-up of an clectronics infrastructure which was
high cost by international standards. In the rest of the world, component manufacture is done by
very large, vertically integrated companies. The very high duties on components and materials and
the high cost of indigenous components stand in the way of developing clectronic cquipment
industries which carn higher margins.

Almost two thirds of the electronic components produced in India go to consumer clectronics, of
which about half arc specific to the tclevision industry only. A quarter of the components
produced domestically are for the telecommunications sector. The component industry in India
is focused mainly on picture tubes, semiconductors, resistors, capacitors, printed circuit hoards,
ferrite components, clectromechanical components etc. Semiconductor devices account for only
7 per cent of the production in India comparcd to around 30 per cent in industrialized countrics.
The pmdu:ctinn of integrated circuits is almost negligible. The valuc of clectronics production
grew dramatically from Rs 12.2 billion in 1982 to RS 137.2 billion in 1993 (sce Table 111.47).
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Table 11147.  Electrosics productien, 1982-1993, selected years

(Rs million)
Item 1982 1968 1991 1993
Consumer electronics 3,395 24,000 30,000 38,500
Industrial electronics 1,900 9,362 14,100 17,000
Computers 522 4,860 8.300 10,500
Communication equipment 2,548 9,000 19,350 31,500
Strategic electronics 1,004 3,900 5.150 3,580
Components 2.140 10,233 17,500 24,600
Free-trade zone hardware 457 1,840 2,685 4,505
Computer software for export 129 850 3,300 7,000
Total 12,175 63,605 100,425 137,185

Source: Department of Electronics.

In the face of policy reforms the components industry is lookinyg for greater vertical integration,
capacity cxpansion and technology infusion. The colour picture tube (CPT) industry is a case in
point. Far from being intimidated, the industry is now going for major expansion projects and
looking to export markets. Hotline of India, in partnership with Goldstar of the Republic of
Korea, is setting up a unit for manufacturing 3.6 million colour picture tubes. JCT Electronics and
SAMTEL Colour, two of the existing colour picture tubes manufacturers, are creating additional
capacities of 2 million and 1 million, respectively. By 1997, Indian colour picture tube production
will exceed the projected demand of 7 million colour television sets in the Indian market. Major
investments are also being made in glass shell manufacturing.  Large international companies like
Matsushita, Sony and Goldstar, which are coming in with plans for major investments in
cnlcrtainment clectronics, are encouraging well-known component manufacturers to set up
operations in India. The large investments proposed in the telecommunications sector will also
have a similar impact on the component industry.

The establishment of a chain of 21 laboratories of international standards for testing and quality
control has been a very significant achievement of the last few years. These labs, sct up under the
Directorate of Standard, Testing and Quality Control with financial and technical assistance from
Germany, provide assistance to the Indian industry in testing and calibration, product development,
system rchability prediction and assessment and training in quality and reliability. The Directorate
has succeeded in generating greater quality consciousness in the Indian industry. Already 65
Indian clectronics companics have got 1SO 9000 certification.

Exports of clectronic equipment and components from India have been quite modest so far,
becausc in the pre-liberalization era, it used to be more profitable 1o scll in the domestic market
than cxport. To somc cxtent, this has been corrected now and Indian companics are increasingly
looking for cxport opportunities. There are still some problems of harassment by customs and
proccdural difficultics in procuring inputs at international prices. On the other hand, the flexibility
and additional incentives provided by the schemes for clectronic hardwarc technology parks and
software tcchnology parks arc attracting companics (o set up export-oriented operations. Thesc
parks arc specifically designed to fulfil the nceds of a globally oriented clectronic mduslry These
arc schemes for export-oricnted production in customs-bonded premiscs.
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Under the software tzchnology park scheme, datacom equipment as well as computer hardware
and software can be imported duty-free. There is an export obligation equivalent to 1.5 times the
sum of the wage bill and the forcign exchange outgoings on account of import of computer
hardware and softiware. Under the electronic hardware technology park scheme. capital goods as
well as all inputs can be imported duty-free. There is no fixed value addition requirement. but
domestic market access at concessional duty is available on a graded scale based on value added.
Exports from India include colour and black and white television sets, audio equipment, monitors,
power supplics, headset assembly, magnetic media. picture tubes. electrolytic capacitors, printed
circuit boards. ferrites, etc.

Forcign investment amounting to Rs 1.6 billion has got approval in this sector so far, and the
interest is growing (sce Annex Table A-33). The latest development is the decision of Seny
Corporation of Japan to manufacture colour television sets. broadcasting equipment, software and
other hi-tech products.

Fig. HLW. Production of selected
electronics, 1982-1993, selected years
Rs billion
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Television sets

The television industry, which had been the locomotive of gmvﬂ:h in the 1980s, staricd stagnating
towards the end of the decade, as the continuous rise in taxcs made television scts unaffordable
to many potential consumers. Scveral of the smaller companices, had to bow out during the latter
part of the decade. a process which was incvitable and desirable, and the market came to bhe
dominated by half a dozen Indian companics. Howcever, even the largest of these companics sells
only half a million scts, which is small by international standards.

B T T
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In a significant reversal of past policy, the Government reduced the tax rates for television sets and
components in 1993, lcading to substantial price reductions. This, along with the availability of
satellite television since 1992, has set off a small beom, with the market now growine at about 30
per cent per annum. The growth rate will be much higher in the coming years as several channels
with local language programmes become available and as more entertainment programmes are
offered as opposed to an almost exclusive focus in the past on education and social issues. In the
wake of the liberalization in policy with respect to the use of foreign brand names and foreign
technical collaborations, a number of major international companics are now poised to enter the
Indian television market. Sony Corporatton of Japan has recently been granted approval to set
up a 100 per cent owned subsidiary for produciag colour television sets and other electronic items.
Competition in this sector is likely to intensify before the industry stabilizes and may lead to
another shake-out.

Telecommunications

Reforms in the telecommunication sector have lagged behind in the general process of economic
reforms in the cconomy. However, some important steps have already been taken. The carlier
monopolization by the public sector of tclecommunications cquipment manufacture has been given
up, and internationai companies like Alcatel, Fujitsu, Siecmens and Ericsson are manufacturing
switching cquipment. Terminal equipment and small exchanges are alrcady being manufactured
by a number of units. Value added services have been thrown open to the private sector. Two
private sector companies are in the process of setting up very small aperture satellite networks.
Private sector companies are being licensed to operate cellular phonces and paging systems.

The National Telecom Policy announced on 13 May 1994 takes the further step of opening up the
provision of basic services to the private sector. With the implementation of this policy, the Indian
telecommunication scene will undergo a major transformation.  Alrcady, there is increased focus
on consumer needs as MTNL has started franchises all over the country by way of ISD/STD
booths.  This transformation is opening up immense opportunities for service providers and
cquipment manufacturers. The new service providers will add a substantial demand for
telecommunications cquipment and while much of this may he imported to bezin with, it is likely
to create an expanding market in which competitive supplicrs will be able to thrive. India, along
with China. is likely to become the world's largest and most attractive market for
telecommunication equipment. This will provide a boost to hardware manufacture and software
development in India.

Information technology and computers

The sccond half of the 1980s saw rapid growth in the production of computers in India. The
National Informatics Centre set up NICNET linking nearly 500 townships within its nctwork with
the offices of the central and state governments. Scveral Indian computer companies also started
up during this period. The Indian market for computers, however, remained corfined (o
government and corporate offices. The former Soviet Union also offered an interesting market
opportunity abroad. A recent sign of the growing awareness of the importance of information
technology in India is the rapid growth of the compulter training business directed at a broader
clientele than the cor, orate sector. There is now a fast-growing home market for personal
cemputers which is very price conscious.  As the tariff levels come down and prices get slashed,
this market is expected to grow even faster. Indecd, India could be market for 1 million personal
computers by 1997, In the wake of the opening up of the cconomy, Indian business (both
manufacturing and scrvices) is incrcasingly Jooking (o information technology to improve
productivity and competitiveness. The improvement in telccommunications infrastructure is also
beginaing to make networking a reality.
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Before the liberalization of the economy, the Indian computer market was dominated by half a
dozen Indian manufacturers. The main threat to them came from the unorganized sector (the
garage assemblers). This scenc is fast changing even though the unorganized sector continues to
grow faster than the organized sector. Already the industry is growing at a healtby rate of over
30 per cent per annum, but it is now poised to take off on a much steeper growth trajectory.

The price of Indian-made computers remains high because of the high level of fiscal protection
(65 per cent) and the relatively high tariff (40 per cent) on components which have to be imported,
such as central processing unit chips, memory modules and hard disc drives. As the tariff level
comes down, domestic computer prices are expected to drop, giving a fillip to the computer
market. Most of the other peripherals and components are manufactured domestically and are
available at competitive prices.

The most conspicuous case of foreign investment approved in the information techrology sector
after the reforms was the re-entry of IBM in partnership with the well known Indian business
house of Tata. Subsequently, Hewlett-Packard acquired a majority stake in the largest of the
Indian computer manufacturing companies. Other major international companies like DELL and
Compaq have chosen to take advantage of a new scheme, electronic hardware technology park,
which permits a company to use the domestic market entitlement accruing to an export-oriented
unit to sell an item different from the exported products. Thus, an Indian company sells complete
motherboards to DELL and sells DELL computers in the Indian market at 2 concessional rate
of duty. Motorola has started manufacturing two-way radios in Bangalore under the electronic
hardware technology park scheme. A number of fresh investments and technical collaborations
are in the pipeline and the Indian computer industry is looking forward to very exciting times.

Fig. ILX. Import intensity of
electronics production by product,
1994
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Software

The Indian computer software industry is still relatively small but has gained a reputation for
quality and price competitiveness. India’s software industry is primarily export-oriented although
there has also been increasing demand for application-specific software within the country,
particularly in the service and banking sectors, e.g. Banknet. Software and services exports kave
been growing rapidly. Initially almost the entire software exports were to the United States
market but the share has now come down to 65 per cent, with Europe accounting for another 20
per cent. Recognizing the cost advantage of developing softwar- in India, the European Union
has now set up Software Support Services and Education Centre at Bangalore to create a body
of Indian software personnel oriented towards the Europear platforms and way of working. As
the industry grows, it is likely to face a shortage of pers. nel capable of managing turnkey
projects.

Software did not suffer from all the constraints which manufacturing had to face under an inward-
looking policy regime because competitiveness in this sector depends primarily on the quality of
technical and skilleld manpower. Many Indian educational institutions are of international
standard. The soltware industry has come to acquire a certain glamour in the Indian milieu and
hence attracts the best talents.

The advantages of technical manpowzr, combined with a rather fortuitous decision taken by the
Government some years ago to adopt UNIX as the industry standard, provided a headstart to the
Indian software industry. Access to the latest models of computer hardware and software tools,
and availability of high-spced data communication links were rather limited in the pre-
liberalization days. In order to meet the need for a reliable telecommunications system for speedy
date transmission, the Department of Electronics has set up threc carth stations at Bangalore,
Hyderabad and Thiruvannanthapuram. Three more are cxpected to be set up shortly at
(Gandhinagar (Gujarat), Bhubaneshwar (Orissa) and Noida (Uttar Pradesh) ncar New Delhi. The
other facilitics for data transmission are provided by the Videsh Sanchar Nigam Limited and
SATCOM. Companies operating in all the major centres like Bangalore, Madras, Bombay and
Dclhi arc able to get 64 Kbps data communications link to any part of the world for a price that
is much lower than the prevailing rates in Europe. Software exporters arc also able to import
computer hardware on payment of 15 per cent customs duty.

India is now internationally recognized as a reliable source of software. It is therefore not
surprising that most of the intcrnational information technology majors have sct up software
development operations in India. These include IBM, Motorola, DEC, UNISYS, AT&T. Bull,
Hewlett-Packard, Verifon, Cadence, Citicorp, Novell, Dunn & Bradstreet, Hughs Systems and
Sicmens. Although the largest of the software companies is an Indian company, Tata Consultancy
Services, the list of the top ten is dominated by intcrnational companics. Initially, the Indian
softwarc industry grew up as provider of on-site services in the United States. With high-speed
data communication links becoming available at a rcasonable price, the scenario has undergone
a dramatic change. Offshore development of software in India is now coming into vogue.

The identification of India as the most cost-cffective source of high quality software in a report
commiasioned by the World Bank and the growing official concern and support for protection of
ntcliectual property rights have persuaded major international companics to think in terms of
product development in India.  The decision of Novell to set up its first product development
centre outside North America in India is an cxample. Sicmens has also started devcloping
telccommunications software in India. Significantly, Motorola's software development operation
in India scems to enjoy a higher quality rating than the parent company's operations in the United
States.
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Fig. lILY. Exports ot electronics,
1983-1993, selected years
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Constraints and prospects

A major constraint to the development of the electronics industry in India is the highly protective
structure of tariffs on materials and components. Not only is the duty of 20 per cent on materials
and 40 per cent on components too high for the industry to be globally competitive, but matters
are made worse by the fact that many materials can only be importcd at the peak level of tariff.
The Government has attempted to resolve this problem by devising the electronic hardware
technology park scheme, but for a healthy growth of the electronics sector, a further fine-tuning
of tariffs, especially those relating to computers and micro-electronics, is necessary.

The small scale of operations is another major constraint. In most cases, the scale is below the
critical minimum required for economic viability. Because of the small scale, companies are
unable to invest in marketing as well as R&D. The large Indian business houses with financial
muscle avoid making forays into electronics for fear of the fast pace of the changes in technology.
This, however, is now beginning to change.

Considerable improvement is also called for in the procedures for clcarance of incoming and
outgoing cargo if international operations are to become attractive. The absence of a truly modern
infrastructural system and paperless transactions is ancther constraint.

The potential for immediatc market expansion is tremendous in view of the Jow level of
penetration.  This is true of almost every segment of electronics, be it telecommunications,
counputers or television. The attraction of such a large market is drawing global players into India.
Given the entrepreneurial and technical talents already available and the new-found dynamism of
the Indian economy, the industry seems well-poised to respond 1o these challenges.
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Table A-1. Structure of manufacturing valwe added by major industry groups, 1960/61-
1988/89, selected years
(Percentage share)

Two-digit industry group
of the National Industrial
Classification 1960/61 1970/71 1980/81 1988/89
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Sources:  Annual Survey of Indusmes (vanous issues), C.S.0. and Minsstzy of Planning.
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Table A-2. Employment treads by major industry groups, 1960/61-1988/89, selected years
oyment Growth in employment
{Million} (Percentage per anmm)
1960/61 1988/89 1960-1980 19681-1989
food 0.54 1.32 1.0 4.4 -3.8
Beverages 0.01 0.04 0.05 7.8 3.6
Tobacco 0.28 0.30 0.38 3.9 0.4
Textiles 1.31 1.69 1.35 1.0 -2.6
Footwear 9.91 0.08 0.13 9.4 5.9
Wood and cork 0.04 0.07 0.07 2.7 -1.5
Furniture 0.02 0.02 0.02 0.4 -1.6
Paper and products 0.05 0.13 0.13 4.6 -0.6
Printing and publishing 0.11 0.15 6.15 1.1 -0.7
Leather products 0.02 0.03 0.05 2.5 4.5
Rubber products 0.04 0.08 0.10 4.1 1.3
Chemicals and products 0.14 0.49 0.57 6.5 1.8
Petroleum products 0.01 0.04 0.0% 8.6 1.2
fon-metallic minerals 0.18 0.36 0.44 3.0 2.1
Basic metals 0.20 0.58 0.62 4.7 0.6
Metal products 0.09 0.19 0.21 3.0 0.7
Non-electrical machinery 0.15 0.41 0.45 5.0 0.6
Electrical machinery 0.09 0.32 0.38 6.9 2.1
Transport equipment 0.32 0.63 0.67 2.7 0.2
Miscel laneous 0.06 0.14 0.20 6.4 3.5

Sources: Annual Survey of Indusmes (vanous sssues). C.5.0. and Planning Commussion.

Table A-3. Tariff rates for selected industry groups, 1990/91-1993/94
(Percentage)
1990/91 1991/92 1992/93 1993/94
A. Import-weighted averages
Total 87 64 47 13
Agricultural products 70 30 25 17
Capital goods 97 76 50 38
Intermediate goods 114 55 40 31
Consumer goods 164 144
B. Import duty collection rates
Total 47 4 37
Food products 47 27 12
Capital goods 60 64 53
Chemicals 92 82 71
Man-made fibres 83 63 45

Source:  Ministry of Finance. Government of India and World Bank
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Table A4, Sugar cane recovery and yield, major states, 1992793

State Recovery (Percentage) Yield (Tonnes per hectare)
Assam 8.4 38.8
West Bengal 8.0 51.7
Bihar 9.4 45.4
Uttar Pradesh 9.7 55.4
Punjadb 9.4 56.9
Haryana 16.0 48.9
Rajasthan 9.4 46.5
Madhya Pradesh 9.9 33.4
Gujarat 11.3 85.5
Maharashtra 11.3 76.4
Karnataka 10.6 86.0
Andhra Pradesh 10.2 72.1
Orissa 9.1 64.6
Tamil Nadu 9.4 104.0
Kerala 8.0 69.3
Pondicherry 9.4 80.5
Goa 9.5 42.3
Kagaland 1.9 50.0
All India 10.3 63.8

Source:  Indian Sugar Mills Association

Table A-S. Productivity of coffee cultivation, average of 1987/88 and 1988/89
{Kilogrammecs per hectare)

Size of holdings

(Hectare) Karnataka Kerala Tamil Nadu Other states
0-4 9729 407 357 526
4 - 10 1,090 189 367 152
Above 10 1,107 363 659 200

Soarce Cotfee Board of India. Bangalore
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Table A-6. Raw material conssmption in textile production, 1970/71-1993/94, selected years
Thousand tonnes Percentaqge share

1970/71 1980/81 1993/94 1870/71 1980/81 1993/94
Cotton 1.123 1,313 1,965 93.; 88.1 83.3
Cellulosic 13 133 147 6.0 $.0 6.2
Polyester 10 29 186 0.8 2.0 7.9
Acrylic - 51 - 0.4 2.2
Others i 8 11 0.1 0.5 0.4
Total 1,206 1.489 2,360 100.0 100.0 100.0
Source: Mimistry of Texnles.

Table A-7. Installed capacity in textile mills, 1979/80-1992/93, selected years
Mills Installed capacity
{Number) {Million)
End-year Spinning Composite Total Spindles Looms
1979/80 400 291 691 21.1 0.208
1989/90 70 281 1,051 26.6 0.181
1993/94 906 269 1,175 28.3 0.169
Compound growth rate (percentage per year)
1979/80-1983/90 6.8 -0.3 4.3 2.3 -1.4
1989/90-1993/94 4.2 -1.1 2.8 1.6 3.2

Source. Ministry of Texules

Table A-8. Regional distribution of textile mills and installed capacity, 1993
Mills Instatled capacity

{ Number ) {Thousand)
States Spinning Composite Total Spindies | ooms
Andhra Pradesh 10 2 17 1,610 1.2
Tami! Nadu 463 22 485 8,740 1.9
Gujarat 34 87 121 4,038 52.9
Maharashtra 62 7% 137 4,965 55.8
Total 629 186 815 19,353 117.3
Share in all-India total 2 69 71 C 69 74.0
{percentage)
Sewars v Minsstn of Tetsles

£ 1 rited Natons Indusinial Development Organization
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Table A9. Direction of Indian exports of leather and leather products, 1988/89-1993/94

($ million)
Country 1988/89 1989/90 1990/91 1991/92 1992/93 1993/94
Gerwany 199.8 249.0 350.5 278.3 301.2 324.1
Italy 15.7 139.5 172.3 123.5 120.9 129.3
United Kingdom 111.5 135.1 171.8 144.9 141.3 159.2
Belgium 5.0 5.1 6.8 9.7 10.3 8.9
Demmark 9.1 15.6 22.0 21.5 19.3 20.8
France 43.2 53.1 62.7 61.3 8.4 63.7
Greece 0.7 0.6 0.9 0.6 2.2 2.3
Ireland 0.2 0.2 0.3 0.5 0.9 0.9
Netherlands 16.5 18.0 23.9 21.7 26.5 27.9
Portugal 10.2 3.6 20.6 19.2 20.3 14.8
Spain 9.4 16.0 25.1 27.7 32.7 25.0
cIs 215.4 178.9 175.4 159.9 80.3 39.2
Czechoslovakia 11.5 10.4 9.2 20.5 10.9 12.7
United States 133.2 156.1 174.8 176.3 208.1 240.9
Canada 11.5 17.9 16.3 18.7 18.0 15.9
Japan 19.4 20.8 27.8 20.3 23.8 15.9
Australia 22.6 26.3 25.6 24.9 24.2 26.5
Switzerland 8.8 13.2 15.5 17.9 17.0 16.1
Republic of Korea 5.3 8.9 11.0 8.2 1.6 4.3
Others 108.9 140.0 105.8 92.3 133.4 171.2
Total 1,017.9 1,218.3 1,418.3 1,247.9 1,272.3 1,319.6
Source:  Eaghth Plan Working Group Repont.
Table A-10. Coal reserves, 1993

Proven Indicated Inferred Total Share

State (Million tonnes) (Percentage)
West Bengal 10,590 10,867 3,666 25,123 13
Bihar 28,993 28,801 6,579 64,373 3
Madhya Pradesh 9,387 20,480 9,156 39,023 20
Maharashtra 3,170 1,179 1,927 6,276 3
Orissa 5,714 22,120 18,384 46,218 24
Andhra Pradesh 6,079 916 3,843 10,838 5
Others 919 549 458 1,926 2
Tota1®/ 64,852 84.912 “,013 193,777 100

(33) {44) (23) (160)

Source. Cement Manulacturers Association of India

a’ Figures in parenthesis indicate shares of proven. indicated and inferrcd reserves in the total.
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Table A-11. Measures of relative profitability of cement, 1980/81-1991/92

Return on total net assets Return on capital employed

(Reserve Bank of India) (ICICI Portfolio of companies)
A1l industry Cement A1l industry Cement

Year average companies average companies
1980/81 12.7 5.2 18.3 3.9
1981/82 12.3 5.9 18.0 10.0
1982/83 11.3 13.9 16.1 22.2
1983/84 10.0 11.9 14.0 17.7
1984/85 10.3 1.8 14.5 13.3
1985/86 10.1 7.0 16.8 12.3
1986/87 9.3 5.4 14.0 8.1
1987/88 9.1 4.2 12.7 1.2
1988/89 .. .. 14.3 5.2
1989/90 .. .. 15.2 7.9
1990/91 .. .. 15.6 23.2
1931/92 . .. 15.9 30.4

Sources: Reserve Bank of India (RBI) (1993) and The Industnal Credit and Investment Corporation of India Limited
(ICICT) (1984/85,1989/90 and 1991/92).

Notes:  Retumn in both cases s profit before tax with interest added back. but not including depreciation. Total net
assets is defined by the RBI as the total of assets i the balance sheet net of depreciation. ICICI defines
capital emploved as share capital. reserves and surplus and all borrowings.

Table A-12. Production and consumption of petroleum products, 1980/81-1993/94
(Million tonncs)

Year Production Coasumption Gross imports
1980/81 24.123 30.896 7.289
1981/82 28.182 32.523 4.884
1982/83 31.242 34.657 5.028
1983/84 33.149 35.84] 4.328
1984/85 33.513 38.795 6.092
1985/86 39.881 40.872 3.865
1980/87 42.761 43.662 3.047
1987/88 44.728 46.416 3.948
1988/89 45,699 50.092 6.495
1989/90 48.690 54.095 6.564
1990/91 48,562 55.035 8.660
1991/92 48,349 56.974 9.445
1992/93 / 50.359 58,902 11.283
19937943 51.084 60.67/ 12.076

Source.  Ministey of Priroleum and Natural Gas

|
a/ Provisional
\

+ v e e e i e+ et i i e = il i i i = e+ e e st e - —+ v < 4 cmememe s
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Table A-13. Expansion and new refineries to 1999
Refining capacity Capital outlay Completion
Location (Million tonnes) (Rs miliion) schedule
Madras Refinery Thanjavur 0.5 1,140 September 1993
Indian 0il Corporation Koyali 3.0 7.51¢ March 1994
Indian 0il {orporation Digboi 0.7 3,510 September 1994
Bongaigaon Refineries Bongaigaon 1.0 2,230 December 1994
Indian 0il Corporation Barauni 0.5 2,000 December 1994
Indian 0il Corporation Kamrup 0.2 200 December 1994
Cochin Refineries Ambalamugal 3.0 4,810 March 1995
Bharat Petroleum Corporation Bombay 0.5 0 March 1995
Madras Refinery Manali 3.0 14,000 April 1996
Black Gold Refineries Visakhapatnam 2.5 8,000 April 1996
Hindustan Petroleum Corp. Vizag 2.5 3,600 April 1996
Reliance Petroleum Jamtagar 9.0 51,420 June 1996
Mangaliore Refinery Mangalore 6.0 36,000 July 1996
Indian Oil Corporation Karnal 6.0 38,680 April 1997
Numaligarh Refinery Numaligarh 3.0 30,000 December 1997
Bharat Petroleum Corporation Sagar 6.0 56,000 April 1999
Parmar Refinery Corporation Jamnagar 5.0 45,000 End 1999
Hindustan Petroleum Corp. Ratnagiri 6.0 43,000 End 1999
Essar 0il Limited Jamnagar 9.0 40,500 End 1995
Ashok Leyland Paradeep 6.0 30,310 tErd 1992
Source:  Mimstry of Petroleum and Natural Gas.
Table A-14. Major petrochemical projects approved by the government
Capacity investment
Project Feedstock (Thousand tonnes) (Rs billion)
Olefin complexes
IPCL-Gandhar Gas 300 35
Reliance-Hazira Natural gas 750 60
GAIL-Auriya Gas 300 35
Assam Gas/naphtha 300 35
Haldia Naphtha 300 35
Vizag Naphtha 300 35
Aromatic complexes
JK Petrochemicals Naphtha 140 P-xyliene 20
200 PTA
NAPCO Naphtha 140 P-xylene 20
200 P1A
Total 2,930 275
Sowrce . Department of Chemicals and Petrochemicals

£ Lmited Nations Industnial Development Organization
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Table A-15. Fertilizer projects under implementation by sector

Capacity

{in lakh tonnes)
Project (State) Nitrogen Phosphate

Date of govern- Expected
ment approval/ Project cost date of
issue of LI/IL (Rs crores) commissioning

A. Public sector
HFC-Haldia Fert Project.
Midnapur (West Bengal) 1.51
8. Private sector
CFCL, Gadepan {Rajashtan) 3.34

Tata Chemicals it., Babrala 3.34
(uttar Pradesh)

Bindal Agro Chemicals 3.34
Ltd., Shahjahanpur
{Uttar Pradesh)

txpansion of Vijaipur 3.34
Fertilizer Project

Expansion of Aonla 3.4
Fertilizer Project

71/11 (Original) 88.03 (Original) Uncertain
81/07 (Revised) 281.96 (Revised)

16.10.84 764.00 (Original) Went into
1,200.00 (Revised) production
| in Decem-
ber 1993
28.06.85 980.00 (Original) August

1,250.00 (Revised) 1994

12.07.89 695.00 (Original) August
1,250.00 (Revised) 1994

30.09.93 987.30 (Original) October
1996

30.09.93 960.00 (Original) October
. 1996

Source: Mimistry of Caemucals and Fertrlizers.

¢ Lnited Nations Industnal Development Organizanon
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Table A-16. Drugs and pbarmaccuticals (monitored bulk drugs), estimated demand and
actual production (organized sector), 1990/91-1992/93
1990/91 1991/92 1992/93
Actual Estimated Actual Estimated
Name of the drug Unit production demand production demand
I. Antibiotics
1. Penicillin
a) Penicillin G Sodium My 94,139} 110.23)
} 330.00 } 330.00
b) Penicillin G Procaine mu 108.83}) 145.56}
¢} Penicillin G (1st Crysteis) MU 935,43) 1.017.28)
} 1.779.00 } 2.046.00
d) Penicillin G Benzathene MMy ic. 7 25.34})
2. Streptomycin , T 159.19 180.00 167.98 180.00
3. Chioramphenicol Powder®’ T 91.49) 89.94}
} 200.00 } 200.00
4. Chloramphenicol Palmitate®’ 1 19.35 17.08
5. Tetracycline T 219.04 266.00 174.26 280.00
6. Oxytetracycline / T 168.90 174.00 l77.33b/ 252.00
7. Ampiciilin Trihydrate? T 406.08 456.00 308.22, 525.00
8. Erythromycin T 57.60 82.00 91.85bl 88.00
9. Amoxillin T 97.92 152.00 84.33 175.00
10.Doxycyline T 2.12 12.00 1.26 12.00
11.Gentamycin Kg 1,609.00 6.655.00 675.00 7.320.00
12.Framycetin T 6.36 4.00 8.12 4.0C
13.Ri fampicin®/ 1 87.49 205.00 40.45 236.00
14 _ Ampicillin Sodium T 15.30 91.0C 39.34b/ 105.00
15.Cloxaciilin T 73.04 53.00 92.93b/ 59.00
16.Cephalexin 1 80.15 91.00 60.51 105.00
17.Griseofulvin 1 - 53.00 8.65 59.00
{1. Sulpha Drugs b/
1. Sulphamethoxazole? T 2,103.30 565.00 2,042.89 732.00
2. Sulphadimidine T 122.86 250.00 110.18 250.00
3. Sulphacetamide 1 34.71 58.00 85.28 61.00
4. Sulphadiazine T 4.07 87.00 - 91.00
5. Sulphamoxole T 63.97 69.00 49.49 73.00
6. Suiphaphenazole T 2.91 50.00 - 50.00
7. Sulphaguanidine T 48.00 180.00 84.45 180.00
8. Sulphasomidine T 15.48 60.00 2.24 60.00
I11. Vitamins
1. Vitamin A MMU 82.49 110.00 71.19 115.00
2. Vitamin Bl T 73.3%7 116.00 78.80 125.00
3. vitamin B2 1 24.57 49.00 19.84 52.00
4, Vitamin B12 Kg 333.13 270.00 354.88 288.00
5. Vitamin C T 900.12b 984.00 863.01 1,033.00
6. Vitamin 03 Kg 461.00 492.00 322.00 517.00
7. Vitamin [ 1 93.97 21.00 174.20 22.00
8. folic Acid / 1 1.94 9.00 3.21 10.00
9. Micotine Acid? f 0.86) 0.60}
} 278.00 } 292.0C
10.Nicot inamided/ ! 188.07} 100. 40}
I1.vitamin B6 1 40.9/ 64.00 57.47 67.00

U mited Natiops Industrial Development Organpzation
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Table A-16. (Continued)

1990/91 1991/92 1992793

Actual Estimated Actual Estimated
Name of the drug Unit production demand production demand
I¥. Analgesics and Antipyretics, etc.
1. Analgin T 138.30 1,736.00 261.30 1,823.00
2. Aspirin 1,494.32 1,852.00 1,320.67 1,945.00
3. Oxyphenbutazone / T 5.53 60.00 8.26 60.00
4. Phenyl Butasyue‘ 1 33.12 90.00 29.14 90.00
5. Paracetamol T 39.65 2,662.00 6.18 2,928.00
6. Pithidine Kg 460.00 695.00 161.00 729.00
7. Ibuprofen T 77171.78 183.00 731.37 210.00
8. Piroxicam T 1.15 1.33 1.37 1.40
V. Corticostervids b/
1. Dexamethazone Kg 362.00 695.00 377.00 729.00
2. Betamethasone Kg 1.141.00 1,389.00 1.190.00 1,459.00
3. Prednisolone Kg 2.246.00 5,209.00 1.949.00 5,470.00
4. Hydrocortisone Kg 15.00 1,100.00 2.00 1,155.00
Vi. Anti 1B Drugs al b/
1. PAS ?nd its Salts T 45.37 60.00 25.19 60.00
2. InWd T 44.92 333.00 25.45 366.00
3. Thiacetazone T 10.73 81.00 1.25 85.00
4. Ethambuto] 1 569.68 399.00 532.7925 439.00
5. Pyrazinamide? T 98.71 73.00 63.29 81.00
VII. Asti-malarials
1. Chloroquin 1 218.20 200.00 196.22/  200.00
2. Amodiaquin T 35.24 20.00 30.82 20.00
VI!l.Mti-dysemsyy Orugs b/
I. Hetronidazg}e T 33!.92b/ 532.00 273'86b/ 586.00
2. Tinidazole T 41.25 53.00 37.26 59.00
3. Diloxanide Furoate T - 93.00 - 102.00
4. lodochlorohygyonyuinoline T 194.50 n.a. 215.64 n.a.
5. Furazelidone T - 299.00 - 324.00
IX. AMntidiabetics
1. Chlorpropamide T 67.57 46.00 44.38 49.00
2. Tolbutamide T 43.05 25.00 34.67 25.00
3. Giybenclamide T .07 2.00 4.03 2.00
4. Insulin My 2,703.00 4,658.00 3,097.00 4,124.00
X. CnS St;r:lants
1. Caffeine T 55.39 156.00 46.91 164.00
2. Nikethamide®/ 1 0.06 3.00 0.06 3.00
XI. Diuretics
1. frusemide T 7.80 9.00 7.59 10.00
2. Acetazoiamide T 6.30 3.00 4.06 3.00
3. Hydrochlorothiazide T 16.47 4.00 8.58 4,00
4, Spironelactone i 0.57 1.74 0.26 0.82

{continued)
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Table A-16. (Continued)

1990/91 1991/92 1992/93

Actual Estimated Actual Estimated
Name of the drug Unit production demand production demand
XI1. Anti-asthmatics b/
1. Ephedrine T 49.49 58.00 40.00b/ 61.00
2. Salbutamol Kg 7.765.00 3,473.00 11,557.00 3,647.00
3. Terbutaline Kg 480.00 521.00 465.00 547.00
4. Theophylline T 175.64) 178.94}

} 286.00 } 304.00
5. Aminophylline T 3.65} 6.96}
XI11.Cardi lar Drugs
1. Propranclold’ T 3.76 14.00 .91  15.00
2. Xanthino' Nicotinate T 15.05 17.00 13.33 18.00
3. Digoxin Kg 26.00 41.00 17.85 43.00
4. methyl Dopa T 49.53 58.00 31.14 61.00
XIV. Anaesthetics
1. Lignocaine/Xylocaine T 6.14 27.00 6.18 29.00
2. Procaine T 37.31 80.00 48.41 88.00
XV. Antihistamins
1. Pheneramine Hal”te T 26.06 29.00 38.00 30.00
2. Diphenhydramine 1 1.20 21.00 1.53 22.00
XVI. Antihelmentics /
1. Piperazine and Salts? T - 50.00 -0/ 50.00
2. Mebendazole T 9.44 68.00 6.90b/ 79.00
3. Tetramisole/Levamisoie T 6.98 27.00 18.67 29.00
4. Pyrantel Palmoate T 46.91 19.00 48.73 19.00
XVII.Tranquillizers and Sedatives
1. Phenobarg}tone T 0.92 20.00 1.26 20.00
2. Diazepam T 2.26 25.00 1.13 26.00
3. Trifluperazine T 0.24 2.50 0.10 2.50
4. Imipramine T 2.49 6.00 0.4} 6.00
5. Nitrazepam Kg 240.00 490.00 250.00 524,00
XVIIL.Anti-filarials
1. Diethyl Carbamazine T 7.82 45.00 8.27 45.00
(DEC Citrate)

XIX. Anti-leprotics
1. Dapsone T 4.07 58.00 13.30 61.00
2. Clofazamine T 1.37 2.89 1.64 3.04
XXI. Other antibacterial b/
1. Trimethoprim T 344,14 133.00 3717.49 14€.00
2. Nalidixic Acid T 26.10 47.00 27.86 51.00
XXI1.Gastrointestinal b/
1. Ranitidine T 127.15 53.00 98.22 59.00
Source:  Ministry of Chemicals and Fertilizers.
a/ Major production s 1n small-scale sector which 1s not included 1n this statement
b/ Eistimate.

€ United Nations Industnal Development Orgamuzation




Statistical Tables 215

Table A-17. Capacity stilization in steel industry, 1950/51-1993/94, selected years
1950/51 1969/79 1986/87 1993/94
P cu C P Cu C F (ol] C P
Bhilai - 2.50 1.86 74 386 z2.23 66 400 4.03
Durgapur - 1.60  O.82 51 1.15 0.92 80 1.15  0.62
Rourkela - 1.80 1.10 61 1.40 1.10 79 1.40 1.15
Bokars - - 3.10 2.06 66 4.00 n
115C0 R In private sector------ > 0.67 0.5 79 0.37 0.32
Vizag - - - 3.00 1.36
Public sector - 5.90 3.78 64 9.72 6.84 70 13.92  1i.19
TISCO 1.00 1.08 108 2.00 1.71 86 2.25 2.25 100 3.00 2.49
11SCO 0.50 0.34 68 1.00 0.70 70 € mmemmee In public sector------ >
Secondary
sector 0.10 0.08 80 0.50 0.3% 70 6.00 2.5 43 8.00 3.07
Private
sector 1.6 1.50 94 3.50 2.76 79 8.25 4.81 58 11.0 5.56
Total 1.6 1.50 94 9.40 6.54 79 17.97 11.65 65 24.92 16.75
Source.  Steel Authonty of India Lid (SAIL).

Note:

C. P and CU stand for capacity (in mullion tonncs. production (in million tonnes) and capacity utiiization (in
percentage). respectively. The capaaities of Durgapur. Rourkela and [ISCO were derated i the 1970s, duc
to somic inherent technological bottlenecks in their expansion programme.

Table A-18.

(Mitlion tonnes)

Saleable steel production, 1993/94

Mild steel Alloy steel
Main Secondary
producers sector Total

(BF) (Non-BF) (Non-BF)
Public sector 9.81 0.00 9.81 0.18
Private sector 2.15 3.22 5.3 1.02
Total 11.96 3.22 15.18 1.20
Source:  SAIL
Note: BF route s the Blast Fumace Route, and the Non-BF route is the wse of Ihirector Reduction/Electne Arc

furnaces, re-rolling milis and induction furnaces, etc  The figures for the sec ndary sectors are for crude stecl.
viz. pencil “ngots. concast biflets.
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Table A-19. Technological status of Indian steel industry, crude steel production by process
(Percentage distribution)

Continuously-cast
Basic oxygen Electric arc Open hearth steel output
furnace route furnace route furnace route Total (Percentage of total)

World (average) 60 30 10 100 70
India 46 31 23 100 20
China 64 22 14 100 34
Republic of Korea 67 33 - 100 98
Taiwan Province 53 47 - 100 99
Brazil 78 20 - 100 57
Japan 69 3l - 100 96
United States 62 38 - 100 86
Canada 65 35 - 100 91
Germany 77 22 1 100 94
France 70 30 - 100 95
United Kingdom 78 26 - 100 94
Eastern Europe 47 14 39 100 24

Source:  International Iron and Steel Institution Statistics.

Note: The open hearth route is most energy intensive and is technologically incfficient in terms of productivity. A
higher share of continuously-cast steel cutput in the total steel production. significs a technological advantage
in terms of higher yields and productivity.

Table A-20. Per capita consumption of crude steel, selected countries, 1975-1992, selected
years
(Kilogrammes per capita)

1975 1980 1985 1990 1992
Industrialized economies 436.9 384.6 415.5 374.0
Developing economies 44.4 49.6 58.0 62.4
Republic of Korea 84.0 160.0 277.2 501.0 532.3
Taiwan Province - 355.4 328.0 754.7 1,024.0
Brazil 106.0 117.9 88.5 67.8 65.5
Mexico 103.0 148.7 98.7 99.4 111.0
Venezuela 196.0 186.3 102.1 84.2 105.0
Egypt 42.0 48.5 1.4 88.6 90.9
Saudi Arabia 196.0 335.7 324.9 190.3 226.3
Former USSR 554.0 566.1 566.3 528.6 395.3
China 38.8 43.6 67.8 59.3 71.3
India 14.0 16.5 19,2 26.2 21.7

Source: Investment and Credit Raung Agency. The Indian Stecl Industry, 1994.
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Table A-21. Production of aluminium, 1993/94

(Kg tonnes per year)
Extrusions Alumina Metal Sheet Foil
Primary producers 2,020 460 130 6 28
Indalco 270 4} 74 6 8
Hindalco 350 170 32 - 10
Balco 200 92 24 - 10
Nalco 800 157 - - -
Malco
Secondary producers
Organi zed - - 20 12 27
Unorgani zed - - 80 - 15
Total 2,020 460 230 18 70

Source:  Ministry of Mines.

Table A-22. Import intensity of Indian electronics, 1994

(Percentage)
Sector Import intensity
Consumer electronics 16
Components 18
Computer systems 64
Software 40
Others R
Average k)

Source:  Depanment of Electronics.
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Table A-23. Production of automobiles. 1980-1993, selected years

(Thousands)
January-
August
1980 1990 1991 1992 1993 1994
Cars 30.5 176.8 178.9 153.9 199.6 153.9
Jeeps 15.1 1.9 30.4 38.2 433 31.3
Commercial vehicles 66.3 145.6 145.7 128.1 127.8 122.4
Lvs 19.6 57.5 5.3 50.1 66.9 55.9
MCV/HCVS 48.C 88.1 89.4 77.9 68.8 62.5
Two wheelers 417.6 1.875.5 1,603.1 1.477.2 1.673.7 1,333.4
Mopeds 106.1 428.5 398.1 405.9 451.3 3i13.6
Scooters 209.9 968.4 780.3 684.3 7931.8 643.2
Motorcycles 101.6 478.5 424.6 387.0 428.5 381.6
Growth rates (per cent per year)
1980- January-August
1990 1991 1992 1993 1993
Cars 19.2 1.2 -14.0 30.0 20.¢
Jeeps 10.7 -27.4 25.7 16.0 19.0
Commercial vehicles 7.9 0.1 -12.1 -0.3 56.4
LCvs 11.4 -2.1 -11.0 335 37.0
MCV/HCVS 6.1 1.5 -12.9 -11.7 67.0
Twc wheelers 16.2 -14.5 -1.9 13.3 23.5
Mopeds 15.0 -7.1 2.0 I1.2 9.0
Sconters 16.5 -19.4 -12.3 16.0 27.0
Motorcycles 15.4 -11.3 -8.9 10.7 37.0

Sources Automobile Component Manufacturens Association and Assoaation of Indian Automobile Manutacturen

¢ United Nanions Indusinal Development Organization
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Table A-24. Foreign investment in food prucessing, August 1991-September 1994

Amount (total) Number of approvals
(Rs million}) Total Technical Financial
17,751.82 293 64 229

Major projects approved by FIPB
Foreign equity

foreign collaborator Indian company Item of manufacturing (Rs million)
Kellogg Co, Kellogg Co, Food processing, 1,800.00
United States New Delhi breakfast cereals (100)
CP Aquacutune - Shrimp feed 3,660.00
Business Group, Mill processed (100)
Thailand Shrimps
Coca Cola South Asia - Beverage 600.00
Holdings Inc. (100)
Pizza Hut International, - Restaurants 031.00
Hong Kong (100)
Dadi Balsara (NRI), Mount Everest Mineral water 748.00
Singapore (71)
Petron Internationai Inc Petron Sugar, industrial 500.00
Internaticnat, alcohol, non-ethylene (31)
Pune glycol
M/s Heinz Italia, SPA - Food processing and 2,840.00
Milan, [taly nutritional products (100}

Source:  Secretanat of Industnal Approvals. Minstry of Indusiny

Note Figures in parentheses indicate percentage shares

¢ United Nanions Indusizial Development Organizanion
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Table A-25. Foreign collaboration approvals in textiles and garments, August 1991-June

1994
Amount Numbers
{Rs million} Total Technical financial
3.908.97 148 50 98

Rajor projects approved by FIPB
foreign equity

Foreign collaborator Indian company Product (Rs million)
EMS Inventa AG Somani Swiss Industries Partially oriented 420
Switzerland New Delhi yarn (17.50)
NRI Maruti Piastics Dyed printed cotton 72
Hyderabad fabrics (40.0C)
Chodngnam Spinning Sunil Jain Cotton yarn, biended 100.40
Company New Delhi yarn and viscose rayon (25.00)
Republic of Korea spun yarn
Chemtex International Inc. Sridaar Polyesters Palyester filament, 1.50C
Lnited States Calcutta yarn/polyester (37.50)
staple fibre
U.A. Afser Parakaram Technofab Grey and dyed knitted 28
United Kingdom New Delhi fabrics and garments (29.33)

Source:  Secretanat of Industnal Approvals. Mmistry of Indusiry.

Note: Figures n parentheses indicate percentage shares.

¢ Umited Natons Indusiral Development Organization

e
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Table A-26. Forcign investment in leather and leather products, August 1991-June 1994

Amount approved Number of projects
(Rs million) Total Technical Financial
519.73 60 18 43

Major projects approved by FIF8

Foreign equity
foreign Zollaborator Indian company Item of manufacturing {Rs million)
Bata, Bata India, Footwear, leather 59.22
Netheriands Calcutta products (66.7)
Kimex [talia, Micro Tubes, footwea:- and 13.00
ftaly New Delki components (54.2)
Globe Shoe, Dipankar Footwear 29.40
United Kingdom Purakaayastha, (100)

Calcutta
NR{ Euro Leder Fashion, Garments 31.20
Madras (100)

Source.  Secretanar of Industnal Approvals. Mimstry of Industn.

Note. Figures in parentheses indicate percentage shares.

Table A-27. Foreign collaboration approvals in cement, August 1991-June 1994

Amount Numbers
(Rs million}) Total Technical Financial
2,232.31 32 16 16

Main projects approved by FIPS

Foreign Foreign equity
coliaborator Indian company {tem manufactured (Rs million)
fF.lL. Smidth & Co. A/S Karan Cement All varieties of Portiand 252
Copenhagen, Denmark Bombay cement other than white (12)
cement
JSC Rusfintors, Russia Phoenix International Ordinary Portland cement, 1,000
New Delhi Portland Pozolana cement (4)

Source Secretaniat of Industrial Approvals. Mimstny of Industn

Note Figures in parentheses indicate percentage shares

< Unsted Nations Industnal Development Organtzation
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Table A-28. Foreign collaboration approvals in petroleum refining, August 1991-June 1994

Amount Numbers
{Rs million) Tota!l Technical Financial
24,150.60 54 26 28
Major projects
Foreign equity
Foreign collaborator Indian company Product (Rs million)
Chandaria Group Essar Investments 0il refinery 2,620
Geneva, Switzerland Bombay (25)
EN] Group Harrison Lube oil 390
Jtaly Malayaiam Carbon black
Columbian Chemicals Co. Betumin, slack waz
USA
International Petroleum SA Crude oil refinery 6,000
Switzerland (100)
C. Itochu Co. Reliance Industries Base oil lubricating 893
Japan Bombay refinery (35)
C. Itochu Co. Reliance Industries O0i: refinery 2,310
Japan Bombay (26)
Oman 0il Company Bharat Petroleum Petroieum products 3,477.5
Sultanate of Oman Corporation (26)
Bombay
Omal 0il Company HPC Petroleum products 1,950
Bombay (26)
Mundogas Far East Trading Ltd. Southern LPG LPG bottling plant 85
Hong Kong Madras (85)
Petrodyne Inc. Petro Energy Motor Sprit/naphtha 960.8
USA Products Company etc. (57)
Madras

Sowrce Secrctanat of Industnal Approvals. Mmsstry of Industry.

e Figures in parentheses indicate  percentage  shares

- Unsted Nations Industriai Development Organization
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Table A-29. Foreign collaboration in iron and steel, August 1992-June 1994

Amount Number
{Rs million) Total Technical Financial
6,866.11 93 53 35

Major projects approval by FIP8
Foreign equity

Foreign collaborator {ndian company Product (Rs million)
Caparo Group, UK -- Hot rolled coils 2,700

pig iron (16.88)
Ispat Mexicana Nippon Denro Cteel 1,500
S.A.. Mexico Ispat, Calcutta (25.00)
Gold Star Orind Steels, Iron and steel 4,000
Investment, UAEL Orissa (24.24)
China Metallurgical Mideast Pig iron 247.22
fmports and Exports, Integrated Steel, (20.62)
China New Delhi

Source:  Secretanat of Industnal Approval. Mimstry of Industry.

Note: Figures in parentheses indicate percentage shares.

Table A-30. Foreign collaboration in aluminium production, August 1991-June 1994
Foreign equity

Foreign col laborator Indian company Piroduct (Rs million)

Fata Huner Engineering International Aluminium Aluminium strips, 472.5

[taly Production, Orissa cold rolled (50}

sheets/coils
Hunter Douglas Seahold Hunter Douglas Seahold Aluminium and articles 505
Netherlands New Delhi and pre-fabricated (100)

buiiding materials

Source Scecretanat of Industnal Approvals. Mimstry of Indusin

Note Figures in parentheses indicate pereentage shares

¢ Lmted Nanons Industrial Development Organization
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Table A-31. Foreign investment in machinery industries, Avgust 1991-September 1994
Amount Numbers
{Rs million) Total Technical Financial
26,007.2 1,741 1,011 730
Major projects

Foreign equity
Foreign collaborator Indian company 1tem of manufacture (Rs million)

Spinderfabrik
Suessen Suhurr Stahlecker
& Grill GM, Germany

The Black & Decker
Corporation, United States
Maschinenfabrik Riethr AG
Switzerland

Metito Overseas

GE Capital Corporation

United States

Asea Brown SJoveri
Switzerlang

General Electric Company
United States

Suessen Aisa, Bomay

Black & Decker
Corporation, Bombay

Riether - LMW

Machinery, Tamil Nadu

Metiito Overseas
New Delhi

GE Capital
Corporiion

Asea Brown Boveri
Bombay

Godrej Applicances
Pvt. Ltd.

Textile, spinning
machinery

Electro mechanical tools
and parts and accessories
thereof; electic steam
irons and parts

Ring frame assembly

Engineering and production
of water and waste water
treatment equipment

A joint-venture in India

Electric equipment

Refrigerators, compressors
etc.

248.05
(55)

76.50
(51)

125.00

(50)

63.18
(100)

3,159
(100)

410.00
(50.99)

480.00
(40)

Source

Note

Figures 1n parentheses indicaie percentage shares.

Secrctanat of Industnal Approvals, Ministry of Industry.

¢ United Nations Industnal Development Organization
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Table A-32. Foreign investment approvals in automobiles, August 1991-September 1994

Amount (Total) Numbers
(Rs million) Total Technical Financial
7,284.18 220 138 82

Major projects approved by FIPB
Foreign equity

Foreign collaborator Indian company Item of manufacture (Rs million)
Automobiles Peugeot Premier Automobiles, Passenger cars 1,200.00
New Dethi (50)
General Motors Hindustan Motors, Passenger cars 780.00
Corporation, United States Calcutta (30)
American Tires Lig. Tamil Nadu Industrial Steel radials and 416.99
United States Industrial Development, automobile tyres
Tamil Nadu
Goodyear Tyre and Rubber South Asia Tyres Automotive tyres 123.7
Company, United States New Delhi (26)
Reynold International RPG Industries Aluminium automotive 119
Unied States Calcutta wheels (25.50)
Daimier-Benz AG, Germany Mercedez-Benz India Passenger cars 1,785
Pvt. Ltd. c/o TELCO (51)
Bombay

Source:  Secretaniat of Industnal Approvals, Ministry of Industry.

Note: Figures in parenthescs indicate percentage shares.

€ United Nations Industnal Development Organization
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Table A-33, Foreign collaboration approvals in electronics, August 1991-June 1994

Amount Numbers
(Rs million) Total Technical Financial
1,642.09 129 63 66
Major projects approved by FIPB
Foreign equity
Foreign collaborator Indian company Product (Rs million)

Matsushita Clectric
Industries, Japan

Motorola Singapore
Singapore

Fujitsu
Japan

AMP Incorporated
United States

Computer Vision
Corporation, U.S.A.

Lyon Capital
Incorporated, U.S.A.

[tochu Corporation
Japan

Sony Corporation,
Japan

Motorola Singapore
New Delhi

Madhya Pradesh
State Electronics
Development
Corporation

Optel Telecommuni-
cations

Credence Sound and
Vision, Bombay

Fuji India
Telecom, New Delhi

Joint-venture
company in India

Production and
marketing of data
communication

Microwaves, radio
communication systems
optical subscriber
Toop systems and
multiplex systems

Electrical and
electronic connectors
for TV, telephone,
computers, etc.

Computer software

Video software,
recorded video
cassettes

Digital electronic
switching

CTYs, broadcasting
equipment etc.

315.50
(80)

252.40
(100)

317.20
(61)

230.61
(100)

3,159.00
(100)

127.00
(66)

130.00
(1)

314.00
(100}

Sogiree

Seerctanat Industnial Approvals, Mimistry of Industry.

\ote Figures 1in parenthescs indicate percentage shares

¢ Umited Nanons Industrial Development Organtzation

-
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ANNEX B. Negative list of imports

Item

Nature of restrictions
(L (2) (3)
Imports Imports Imports

not per- permitted

per- mitted for export

mitted only against
against licence
Vicence

(4)

Remarks

Prohibited items

1. 'allow, fat and/or oils, rendered, unrendered or otherwise of any
animal origin including the following:

(i) lard stearine, oleo stearine, tallow stearine,lard oil, oleo oil
and tallow oil not emulsified or mixed or prepared in any way;

(ii) Neat's-foot oil and fats from bone or waste;

(iii) Poultry fats rendered or solvent extracted;

(iv) fats and oils of fish/marine origin, whether or not refined,
excluding cod liver oil, squid liver oil or a mixture thereof
and Fish Lipid 0i) containing Eicospentaenoic acid and De-
cosahezaenoic acid; and

(v) Margarine, imitation lard and other prepared edible fats of
animal origin.
. Animal rennet
Wild animals including their parts and products and ivory
. Any pesticide, insecticide, weedicide, herbicide,
rodenticide and miticide, which has not been registered
or which is prohibited for import under the Insecticides
Act, 1969 and formulations thereof

oW
.

Restricted items

A. CONSUMER GOODS

All consumer goods, howsoever described, of industrial, agricultural
mineral or animal origin, wiether in SKD/CKD condition or ready to
assemble sets or in finished form,

1. Consumer electronic goods, equipment and systems, howsoever described

> > 2 >

> € >

(continued)
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ANNEX B. Negative list of imports (continued)

1tem (n (2) (3) (4)
2. Consumer telecommunication equipment X
3. NWatches in SKD/CKD or assembled condition as well as movements X
(mechanical); watch cases; watch dials
4. Cotton, woollen, silk, man-made and blended fabrics including cotton X
Terry Towel fabrics
5. Concentrates of alcohelic beverages X
6. Wines (tonic or medicated) X
!, Saffron X
8. (loves, cinnamon and cassia X
9. Sports gqoods/equipment X
10. Cameras X Import will be allowed against a licence
or in accordance with a Public Notice
issued in this behalf, Photographic
studios and accredited cameramen,
accredited correspondents of foreign
broadcasting or television organizations,
foreign news agencies of foreign
newspapers my be permitted to import in
accordance with the specified conditions,
11. Gifts of consumer goods X Charitable, religious or educational
institutions and such persons as may be
specified or otherwise approved by the
Central Government may be permitted to
import in accordance with the specitied
. conditions,
B, PRICIOUS, SIMI-PRICIOUS AND OTRHER SIONES
1. Cubic Zirconia X
2. Stones: (i) Rough diamonds; X
{(i1) Synthetic stones finished or unworked X
(other that synthetic ruby unworked); and
(i1} tmerald/rubies and sapphires, semi-precious X
and precious stones And pearls (real or cultured)
3. Granite, porphyry, basalt, sand stone and other monumental or X
building stone, whether or not roughly trimmed or merely cut,
by sawing or otherwise, into blocas or slabs
4. Onyx X {continued)

"
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ANNEX B, Negative list of imports (continued)

[tem

5. Marble, travertine, ecaussine and other calcareous monumental or
nuilding stone, whether or not roughly trimmed or merely
cut, by sawing or otherwise, into blocks or stabs

C. SAItTY, SICURITY AND RETATED LTINS

1. Paper for security printing, currency
tmpty/discharged cartridges of all bores/sizes
tire arms

4. Ammwunition

5. Explosives

6. Chloro #luoro Hydro Carbons (freon Gases)

{i) CICl, - (CEC-11) - Trichloro fluoro methane

(1i) Cl??l - {Z1C-12) - Dichloro difluoro methane

(1ii) C.t I! (CIC-113) 1.1,2 Trichloro trifluoro methane
Liv) Cf éu,' (CEC-114) - 1,2 Dichloro tetrafluoro ethane
(v) C ?bel S (CFC-115) - Chloro pentafluoro ethane

(vi) Eh[lr(l - (haton-1211) - Bromo chloro difluoro methane
(vii) (‘f"Hr 0 (halon-1301) - Bromo trifluorn methane
(viti) C‘)lan, - (halon-2402) - Dibromo tetrafluoro ethanc

~

(1

(2) (3)
X

X

X

X

X

(4)

Not permitted to be imported except
against a license by renowned
shooters/rifle clubs for their own use on
the recommendation of the Department of
Youth Affairs and Sports, Government of
India,

Import permitted against a )icence by:
(i) Renowned shooters/rifle clubs for
their own use on the recommendation of
the Department of Youth Affairs and
Sports, Government of India; and

(ii) licensed arms dealers of the
specified type of ammunition subject to
such conditions as may be specified.
Government Departments and public sector
undertakings, on the recommendation of
the Controller of explosives, Government
of India, may be permitted to import,

Import is permitted without a license
provided the import is made from a country
which is a party to the "Montreal Protocol
on substances that deplete the ozone
layer®, List of the countries which are
parties to the Montreal Protocol will be
notified by Director General of Foreign
Trade from time to time. However, import
from countries which are not parties to
the Montreal Protocol is prohibited,
{continued)
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ANNEX B. Negative list of imports (continued)

- [tem-

8.

(i) Communication jamming equipment, static/mobile/man-
portable

(ii) tlectronic components for (i) above including antennae,
Rt power amplitiers, noise gencrators
Acelic Anhydride

SEEDS, PLANIS AND ANIMALS

Animals, birds and reptiles (including their
parts and products)

Stallions and brood mares

Lwvestock (excluding equine), pureline stocks, birds' eqgs,
frozen semen/embryo, parent stock (poultry) and commercia! chicks

Mants, fruits and seeds

(n

{2) (3) (4)
The Department of Central Government may
be permitted to import against licence.
However, import by any other category of
importers is prohibited,

X

X Import permitted against a licence to 700s

and z00logical parks, recognized
scientific/ research institutions, circus
companies, private individuals, on the
recommendation of Chief Wild Life Warden
of a State Government subject to the
provisions of the Convention on
International Trade in Endangered Species
of Wild Fauna and fiora (CITES).

X Import permitted against a licence on the
recommendation of the Director, Anima:
Husbandry and Veterinary Services of a
State Government.

X Import permitted against a |icence on the
recommendation of the Department of
Agriculture and Cooperation, Government
of India.

X (a) Imports of seeds of wheat, paddy,
coarse cereals, pulses, oilseeds and
fodder for sowing Is permitted without a
licence subject to fulfilment of the
provisions of the New Policy on Seed
Development, 1988 and in accordance with
a permit for import granted under the
Plants, Fruits and Seeds (Regulation of
Import into India) Order, 1989,

{continued)
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ANNEX B. Negative list of imports (continued)

Item (1) (2) (3) (4)
(b) Import of seeds of vegetables,
flowers, fruits and plants, tubers and
bulbs of flowers, cutting, sapling,
budwood, etc. of flowers and fruits for
sowing or planting is permitted without
a licence in accordance with a permit for
import granted under the Plants, Fruits
and Seeds (Regulation of Import into
India) Order, 1989,
(c) Import of seeds, fruits and plants
for consumption or other purposes is
permitted against a licence or in
accordance with a Public Notice in this
behaif.
(d) Import of plants, their products and
derivativues shall also be subject to the
provisions of the Conventions on
International Trade in Endangered Species
of Wild Fauna and Flora (CITES).
€. INSECTICIDES AND PESTICIDES
1. DOT - Technical 75 wWdp X
F. ELECTRONIC I1TEMS
1. Cathode ray tubes, the following: X
20" and 21" size colour TV picture tubes, sub-assembly X
thereof and assembly containing colour TV picture tube
2. Populated, loaded or stuffed printed circuit boards X
3. Audio magnetic tapes in all forms excluding 35 mm and 16 mm X
sprocketed tapes
4. Video-magnetic tapes in hubs and reels, rolls, pancakes, X

jumbo rolls- in all forms

(cont inued)

(474
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ANNEX B. Negative list of imports (continued)

Item (1) (2) (3) (4)
5. Computer systems, including personal computers up to a CIF value X
of Rs 1.50 lakhs or keyboards or monitors, each with a CIF value
of below Rs 7,500. For this purpose, a computer system will consist
of a single CPU including one keyboard and monitor, and in-built
peripherals, but excluding any add on peripherals
G. DRUGS AND PHARMACEUTICALS
1. All types of penicillin X
2. 6-APA X
3. Tetracycline/Oxytetracycline and their salts X
4. Streptomycin X
5. Rifampicin X
6. Intermediates of Rifampicin, namely X
(i) 3 formy) Rifa S.V; X
(i1) Rifa S/Rifa S Sodium; and X
{(iii) 1-Amino-4Methyl- Piperazine X
7. Vitamin Bl, Vitamin B2 and their salts X
8. vitamin Bl2 X
H. CHEWMICALS AND ALLIED 1TENS
1. Allyl Isothiocyanate X
2. Capacitor fluids - PCB type X
[. [1TEMS RELATING YO THE SMALL-SCALE SECTOR
1. Copper oxychloride X
2. Dimethy) Sulphate X
3. DNPT {Dinitroso Pentamethylene tetramine) X
4. Flavouring essences - all types (including those for liquors) X
5. Niacin/Nicotinic Acid/Niacinamide/Nicotinamide/Acid amide X
6. Mixtures of odoriferous substances/mixtures of resinoids X
7. Phthalate Plasticizers X
8. Perfumery compounds/synthetic essantial oils X
9. lead and rule cutters X

{continued)
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ANNENX B. Negative list of imports (continued)

Ttem (1)

10. Mounting tables

11. Paper cutting knives of all sizes

12. Paper cutting machines, excluding machines with devices such as
automatic programme cutting or three knife trimmers

13. Wire stitching machines single headed

14. Drawing and mathematical instruments

15, Domestic water meters

16. All types of dumpy levels/engineer's levels/builder's levels
{not automatic) and quick set levels with or without horizontal circles

J. RISCELLANEOUS 1TeMS

Aircraft helicopters
Ships, trawlers, boats and other water transport crafts
Commercial and passenger automobile vehicles, including two wheelers,
three wheelers and personal type vehicles
Gold in any form including liquid gold
Coir (fibre/yarn/fabrics)
Newsprint
Raw cotton and cotton yarn
Raw silk
Polyester staple fibre/tow
. Ratural rubber
. Diesel generating sets up to 1500 kVA (excluding 0G sets with
no-break sysiem)
. tlectric portable generators up to 3.5 kVA
. Radio active material

N -
e .

——O X~ T &
—s e e e

——
- N

13. Rare earth oxides including rutile sand
15. Cinematograph feature films and video (ilms

(2) (3)

(4)

X
X
X

D€ 3C I D€ 2K C 2K D ¢ > D> »€ IC D€ D¢

>

Permitted to be
recommendation of
Atomic fnergy.

imported on the
the department of

Import will be permitted by

(a) National film Archives of India,

film and Television Institute of India,
and Children's Film Society of India;
(b) by others subject to such conditions
as may be specified in this behalf.
(cont inued)

8

suodwuij fo 1517 AaundaN




uoneswedio) 1wdoad(] (euIsnpuf suolle, PaNUy >

ANNEX B. Negative list of imports (continued)

ltem (n 2) (3) (4)

16. Crude palm stearin X
17. feed grade maize (i.e. maize unfit for human consumption but fit Import will be permitted without actual
for use as poultry or animal feed) user condition by any person subject to
registration of the import
contract/Letter of Credit with NAFED,
18. Naphtha Import permitted without a licence

subject to the condition that the
{mporter shall sell the return stream of
naphtha to crude cil refineries only,
The sale will be on commercial terms as
my be settled between the importer and
the refinery. However, the importer may
use the return stream as an indus!rial
feedstock for his  own captive
consumption, but the balance left, if
any, shall be sold to crude ofl
refineries only,

18, Silver in any form

20. Spinnerettes made mainly of gold

> >

LIST OF CONSUMER GOODS IWPORTABIE WITHOUT LICENCE

1. A1l kinds of contraceptives

2. All kinds of timer logs

3. All types of trimmings and embellishments, fasteners, buttons,

etc. for garments, made-ups, knitwear, plastic/leather goods

Amateur radio communications equipment including kits, accessories,
instruments, spares and components

Art and chrome paper/board

Asafoetida (Hing)

Audio-visual news or audio-visual views material including news clippings.
Bus and truck tyres, all types

Children's fiilms (including video films) certified by the Central Board
of tilm Certification to be "Children's films”

10. Computer software

r-1
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ANNEX B. Negative list of imports (continued)

Item m (2) (3)

(4)

11. Crude drugs required for the manufacture of Ayurvedic and Unani medicines,
as listed i the Appendix XLVIIl of the Handbook of Procedures, 1992-1997,

12. Dipping oil for treatment of yrapes

13. Drawing paper

14, Drugs, inedicines, pharmaceuticals and medica) equipment/instruments/
apparatus except those specifically restricted for Import in this list

15. Ory fruits including almonds and dates

16. tdible wax for waxing fresh fruits and vegetables

17, Educational, scientific and technical books, journals, news magazines and
newspapers

18. Facsimile machine

14, tinished rolls of cinematographic colour films (unexposed) positive

20. Fish meal in powdered form

21. Float glass

22. Grape guard paper

23, Homeopathic medicines and drugs

24, Instruments and equipment required by the blind including braille
typewriters

25. Jamdani sarees

26. Learning aids, such as language records, cassettes and videos

27. Photo copier

28. Photographic films (black and white) other than 120 and 620 size rolls

29. Photographic films (colour)

JO. Prawn, shrimp and poultry feed

31. Pulses.

Ll
-
s
2
a
o
rd
=
3
=
z
3
>
—
3
a
€
=2
3
13
-
o
)
<
o
3
3
n
2
-~
o
T
2
~
3
3
3

32. Raw cashewnut
33. Rock salt
34, Rudraksha beads

Import permitted only to the
manufacturers of the concerned Ayurvedic
and Unani medicines holding valid
manufacturing license, subject to actual
user condition,

Import of jade, pearl and corals will be
allowed only in powder form and of non-
jewellery quality only,

However, the import of any toxic pulses
such as blanche fleur or vicia sativa is
prohibited

(continued)
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ANNEX B. Negative list of imports (continued)

Item e (2) 3)

(4)

35.

36.
7.
. Outboard motors.
39,
0.
. Aspherical lenses of magnification 4-9 in different configurations like

42.
43.

Teaching aids, including:

(i) Micro films, microfiches and reader-cum-printers: and

(ii) Film strips/slides, audio cassettes, video tapes and video
discs uf educational nature

Wheat gluten

Refined sugar

Computerized braille printing presses
Text reading systems for visually handicapped persons

spectacle magnifier, hand-held magnifier, and table magnifier
Frequency modulated hearing aid system for hearing handicapped
persons in group situation

Artificial limbs

Import permitted only to actual users,

Source:  Faport and Import Policy, Ministry of Commerce, Government of India, March 1994,
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240 Industrial Investment Information

ANNEX C
INDUSTRIAL INVESTMENT INFORMATION
Forms of business presence

Foreign companies may start business operations in India through technical collaborations, direct
investment or both.

There arc a number of entry options available to foreign investors in the manufacturing, trading
or services sectors. They can start operations:

- as a company incorporated in India or as a branch operation

- by setting up a new company

- as a joint venture with an Indian partners or entirely on their own

- through a project office or a haison office.

Areas of operation

Foreign investors may invest in all areas except industries such as defence, atomic energy and
railway transport. While 6 industries of the statement on Industrial Policy have been reserved for
the public sector, private and foreign participation is permitted in some areas within these
industries such as mining, oii exploration refining and marketing, and parts of the railway transport
sector.

Local participation

It is not necessary for foreign investors to have a local partner, even when the forcign investor
wishes to hold less than the full equity of the company, The portion of the equity not proposed
to be held by the foreign investor can be offered to the public.

Industrial licence

No industrial licence is required in India except for

- Industrics reserved for the public sector

- 15 specified industries of strategic, social or cavironmental concern

- Industrics reserved for the small-scale sector.

Applications for industrial licences amy be submitted to the Sceretariat of Industrial Approvals
(SIA) in the Ministry of Industry.

Where an industrial liccnce is not required, companices are required to file an Industrial
Entreprencur’s Memorandum with SIA. This is meant muinly for monitoring industrial activity
in the cconomy and trends therein,
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Entry approvals

Approvals for direct foreign investment in India follow two routes. Certain proposals are
automatically given approval by the Reserve Bank of India. Other proposals which do not meet
the parameters of automatic approval are cleared by the government on a case by case basis.

Automatic approvals

Automatic approvals for forcign investment in new ventures arc possible for projects in 33
specificd industry groups which satisfy certain specified conditions:

- foreign equity proposed is 51 per cent of the total

- forcign equity covers the foreign exchange requirement for the import of capital goods,
which should be new and not sccond hand.

Forcign equity proposals up to 51 per cent in trading companices primarily engaged in exports, arc
also ehgible for automatic approval.

Units set in Export Processing Zones (EPZs) and 100 per cent Export-Oriented Units (EQUs),

including those with forcign equity proposals up to 100 per cent. also obtain avtomatic approvals

subject to certain conditions.

Other approvals

Foreign cquity up 1o 100 per cent is permitted in a number of industrics, subject to certain

conditions. The Forcign Investment Promotion Board (FIPB), a especially empowered Board has

been set up in the office of the Prime Minister to speed up the approval process. Clearance of

proposals by the FIPB take around six weeks on an average.

Approvals for branch, liaison and project offices

Such operations arc of a limited nature, and are primarily meant for promoting business interests

of the parent company or for intcrnational trading. The Reserve Bank of India (RBI) gives

approvals for these proposals and forcign companics may apply to RBI in prescribed forms,

available with Indian Missions abroad.

Technical collaborations

Foreign technical agreements receive automatic approval from RBI in certain cases:

- If one time payments are not more than Rs 10 million,

- Royalty payments do not exceed 5 per cent of domestic sales and 8 per cent of exporls
over a 10-year period from the date of the agreement, or over a 7-vear period from
commencement of production.

The prescribed rates are net of Indian taxes.

In the case of foreign technology agreements for the hotel and tourism related industry, automatic
approval of the Reserve Bank of India is available subject to the following parameters:
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- The one time fees for technical and consultancy services do not exceed $200,000

- Pavments for franchising and marketing/publicity support do not exceed 3 per cent of
gross room sales

- Management fees do not exceed 10 per cent of the foreign exchange earning provided the
foreign entity contributes 25 per cent of the equity. This will also cover payments for
marketing and publicity support.

All other proposals require the prior approval of the government. Applications may be submitted
to SIA.

Raising foreign equity in existing companies

The RBI gives automatic approval to certain categorics of companies for raising foreign equity,
including those which do not have any forcign cquity.

Companices wishing to raise foreign equuiyv as part of an expansion programme

An cxisting company wishing to raise foreign equity up to 51 per cent may do so as part of an
expansion programme. The cxpansion programme must he in high priority industries shown in
Annex I te the Statement on Industrial Policy of 24 July 1991 The fresh or additional equity
should be part of the financing of the expansion programme. The increase in equity level must
result from expansion of the equity base of the existing company and the money to be remitted
should be in foreign exchange. The company itself need not be exclusively engaged in activitics
listed in the above-mentioned Annex, only the proposed expansion must be predominantly in the
high priority industrics.

Companies wishing to raisc foreign cquitny without any expansion programme

An cxisting company predominantly engaged in high priority industries can abso raise foreign
cquity up to 51 per cent without an expansion programme.  The increase in equity level must
result from expansion of the cquity base of the existing company. The foreign equity must be from
remittance of foreign exchange.

Other proposals

All other proposals for inducting or rawsing foreign cquity in existing companics will be subject to
prior approval of the Government. This will include proposals for raising foreign cquity up 1o S1
per cent in existing companics which do not mect any or all of the criteria outlines for automatic
approval as also proposals for raising forcign cquity beyond ST per cent in existing companics.

Repatriation

Repatriation of capital

Forcign capital invested in Indis can be repatriated. along with any capital appreciation, after the
pavment of taxes due on them, The disinvestment is permitted in terms of the letters of approval
granted ot the time of approving the foreign collaboration, The Reserse Bank of India (RBI)
permits disinvestment acarly automatically through the stock exchanges for listed shares at market

| |
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prices. In the case of unlisted shares, the sale price is required to be approved by RBI, prior to
disinvestment.

Repatriation of sale proceeds

The Reserve Bank of India approval is required for repatriation of sale proceeds of assets held
in India. Repatriation in foreign exchange is permitted, with prior RBI approval, subject to
payment of taxes.

Rovalties and technical know-how fees

Indian companies that enter into technology transfer agreements with foreign companices are
permitted to remit payments towards know-how and royalty at the terms of the foreign
collaboration agreement approved.

Technical service fees

Companies can hire the services of foreign technician and make remittances for technical service
fees. subject to the terms approved by the Reserve Bank of India.

Dividends

Profits and dividends earned in India are repatriable after the pavment of taxes due on them. No
permission of RBI is nccessary and authorized dealers have been delegated the powers to remit
dividend. In a limited list of 22 consumer goods industries, repatriation of dividend is subject to
a requirement of dividend balancing against cxport ecarnings for a period of 7 vears from
commencement of production. Balancing is not required beyond this period.

Other remittances

Remittances of profits by companies incorporated outside India to their Head Offices are
permissible with prior RBI approval.

Similarly, remittances of winding-up proceeds of representative offices in India are permiticd with
prior RBI approval, after winding-up procedures are complcted and the net remittable surplus has
been established.

In addition, sundry remittances arc allowed for items like gifts, repair charges for imported
machincry, maintenance, legal expenses, clc.

Hiring foreign nationals

Indian companics may engage the scrvices of foreign nationals (including non-residents of Indian
nationality/origin). Applications for remittance of remuneration to foreign nationals should be
made by Indian firms/companics to authorized dealers.  Before allowing the remittance,
authorized dealers are required to verity that:

- Prior clcarance of the Ministry of Home Affairs has been obtained if the period of
engagement of any single foreign national exceeds three months at a time.

The total duration of engagement of foreign nationals by the applicant ﬁrm or company
does not exceed twelve man-months in 3 calendar vear.
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- The amouat of remittance sought is in accordance with the terms of contract entered into
by the applicant company with the foreign national.

- The services of the foreign national are not covered cither by any foreign collaboration
agreement entered into by the Indian company or any under warranty/guarantce obtained
providing for deputation of the forcign nationals without any remuncratien or any
pavment during the warranty/guarantee period.

A five-vear multiple entry wisa can be obtained from Indian embassies/consulates. Forcign
nationals planning on staying for more than short durations need to register with the Registrar of

Fercigners located in all major cities.

There are special tax incentives for working in India for short periods.

Sowutre s Reprode ed feom bmvesement Indiy means business, Feonomie Conrdination Unit, Mimstn of Tar enal At

« U ned Nations Industrial Develppment Organization




ANNEX D
CLEARANCE REQUIRED FOR
INDUSTRIAL UNDERTAKINGS

¢ United Nations industnal Deveiopment Organization




246 Clearance Required for Industrial Undertakings

ANNEX D

CLEARANCE REQUIRED FOR INDUSTRIAL UNDERTAKINGS

Item of clearance

Letter of Intent (LI) Industnal
Licence (IL)

Required for specific industries as
stated in Industrial Policy

Approvals from Chicf Inspector of
Factories
Required under Factories Act. 1948

Pollution Control Board
Required under Pollution Control Act

Dircctor of Town Planning
Required as per Government orders

Dircctor of Medical Services
Required as per Government orders

Incorporation of the Company
Requ. ed under the Companics Act, 1956

Forcign Collaboration
Required under the guidelines and
statutory requirement of GOI

Need-Based Approvals

Appoiniment of Managing Dircctos
for Public Linvited Co. and fixation

of remuncration and other allowances.
Required under the Companies Act,
1956 and rules thereunder

Share holding by forcign collaborators,
permission for know-how/collaboration
and for investment for Gulf countries

Usc and storage of explosives including
furnace oil in factory. Required under
the Explosives Act, 1884

Whom to approach

Secretariat for Industrial Approvals
(SIA)
Department of Industrial Development

Chief Inspector of Factories

Member Secretary,
Pollution Control Board

Director of Town Planning
Dircctor of Medical Services
Registrar of Companics

Scerctariat of Industrial Approvals
(SIA)

Depaniment of Industrial Development
only for sclected items

The Seeretary
Dcepartment of Company Affairs
Company Law Board

The Controtler
Exchange Control Depariment
Reserve Bank of Indias

Chief Controller of Explusivcé
Depastment of Explosives
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Permission to manufacture drugs/cosmetics.
Required under Drugs and Cosmetics Act,
1940

Boiler Inspection Certificate.

Required for any boiler before commencement
of production under Indian Boiler Regulations,
1950

Extraction of Minerals

Required under the Mincs and Minerals
Development and Regulation Act. 1957 and
Mineral Commission Rules, 1069

Commissioner
Food and Drugs Administration

Chief Inspector of Boilers

Director of Mines and Geology

Source Reproduced from Invesiment - India means business, Fconomic Coordination Unit. Ministry of Extérnal Affairs.

Government of India. vew Delhi. October 1994

[NEXT PAGE(S) left BLANK. |
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ANNEX E

LIST OF PROJECTS/INDUSTRIES REQUIRING ENVIRONMENTAL
CLEARANCE FROM THE CENTRAL GOVERNMENT

1. Nuclear power plants

2 River valley projects

3. Ports. harbours and airports

4. Petroleum and refineries

S Chemical fertilizers

6. Pesticides

7. Petrochemicals

N Pharmaceuticals

Y, Exploration, production. transportation and storage of ol and gas
10. Swnthetic rubber

11 Asbuestos and asbestos products

12. Hydrocyanic acid 2nd derivatives

13. Primary metallurgical industrics

14. Electric arc furnaces

15 Chlor alkali

16. Paints

17. Viscose staple fibre and filament varn
18. Storage hatteries

19 Tourism

20. Thermal power plants

2L Mining projects with lease more than 125 acres
22 Highways

. Tarred roads in Himalayas/forest arcas
M4 Distilleries

25, Raw skins and hides

26, Pulp. paper and newsprint

27. Dycs

M. Cement

29, Foundrices

. Electroplating

|
Sowrce Reproduced trom Invesiment - India means business, Exonomic Conrdination Umt. Mimistry of Fxternal Affates,
Government of Ingdia, New Delhr October 1994
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ANNEX F

RELATIVE IMPORTANCE OF 10 INDUSTRIALLY
MORE DEVELOPED STATES IN INDIA

(The following 10 states accounted for 84 per ceat of national net value added in industry in
1990/91)

Maharashirs
Number of factocies: 15,595
Number of workers: 908,457
Number of employees: 1,239,152
Share i0 net value added: 233
Structure of industrial value added:
Chemicals and chemical products 17.7
Rubber, petroleum and coal products 105
Machincry other than transport equipment 169
Food products 5.1
Basic metals and alloys 53
Transport equipment and parts 68
Electricity 14.0
“ Others 23.6
Tamil Nadu
Number of factorics: 14,617
Number of workers: 766,377
Number of employecs: 962,589
Share in net value added: 113
Structure of industrial value added:
Cotton teatiles 14.6
Machincry other than transport cquipment 122
Chemicals and chemical products 11.1
Food products 16
Rubber, petroleum and coal products 6.8
Transport cquipment and parts 130
Electricity 12.2
Others 226
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| Number of factories: 10,417
| Number of workers: 619,864
| Number of employees: 789011
| Share in net value added: 90
Structure of industrial value added:
Food products 104
Rubber, petroleum and coal products 84
Machinery other than transport equipment 162
Chemicals and chemical products 87
Basic metals and alloys 68
Transport equipment and parts 5.7
Others 216
Gajarat
Number of factorics: 10,943
Number of workers: 523,929
Number of employees: 675,447
Share in net value added: 87
Structurc of industrial value added:
Chemicals and chemical products 289
Food products 6.7
Rubber, petroleum and coal products 44
Machinery other than transport equipment 10,6
Cotton textiles 9.6
Wool and silk textiles 78
Electricity 14.5
Others 174
|
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Machmety other than transport equipment 13. 9
Food products 56
Chemicals and chemical products 86
Jute textiles 121
Electricity 95
Others 218

Number of factories:
Number of workers:
Number of employees:
Share in net valuc added:
Structure of industrial value added:
Basic metals and alloys
Food products
Non-metallic mineral products
Machinery other than transport equipment
' Chemicals and chemical products

Wool and silk texstiles
Electricity

l‘ Others
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Andhra Pradesh
Number of factories: 15,265
Number of workers: 699,885
Number of employees: 832,120
Share in net value added: 58
Structure of industrial value added:
Food products 126
Machinery other than transport equipment 16.6
Basic metals and alloys 89
Rabber, petroleum and coal products 3o
Chemicals and chemical products 57
Beverages ‘ 9.7
Electricity 193
Others 242
2
Ka:rnalaka
Number of factories: ‘ 5911
Number of workers: ‘ 307,929
Number of employees: ‘ 418,955
Share in net value added: ‘ 54
Structure of industrial value added:
Machinery other than transport equipment 24.0
Food products | ‘ 6.7
Basic metals and alloys, 6.9
Chemicals and chemical products 74
Transport equipment and parts 74
Paper and paper products 40
Electricity | ‘ 143
Othcrs | | 292
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Nmbexofmgloyu:
Share in net value added:

Structure of industrial vaine added:

Basic metsls and alloys

Rubber, petroleum and coal products
’rnm?mequipmenundpms ]
Machinery other than transport equipment
Chemicals and chemical products

Food products

Electricity

Others

i Structure of industrial value added:

Food products 138
Basic metals and alloys 7.7
Transport cquipment and pasts 114
Wool and silk textiles 114
Chemicals and chemical products 8.0
Machinery other than transport equipment 76
Electricity 148

Others
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INDUSTRIAL DEVELOPMENT REVIEWS ISSUED
SINCE 1988

NON-SALES PUBLICATIONSY

Liberia:
Qatar:
Nepal:
Kenya:

Somalia:
Philippines:

Nigeria:

Djibouti:

Bangladesh:

Mauritania:

Resource-based industrialization and
rehabilitation

Towards industrial diversification of an
oil-based economy

Industrialization, international linkages

and basic needs

Sustaining industrial growth through
restructuring and integration

Industrial revitalization through privatization
Sustaining industrial recovery through
privatization and foreign investment
Industrial restructuring through policy reform

Economic diversification through
industrialization

Strengthening the indigenous base for industrial
growth

Industrial reorientation and rejuvenation

People’s Democratic Republic of Yemen:

Enhancing industrial productive capacity

Yemen Arab Republic:

"he Sudan:
Cameroon:
Poland:
Namibia:
Angola:
Viet Nam:
Ethiopia:

Swaziland:
Uganda:

Lithuania
Mongolia

Diversifying the industrial base
Towards industrial revitalization

Coping with reduced il revenue

Second Investment Forum for the Promotion of
Foreign Investment

Industrial development at Independence
Economic reconstruction and rehabilitation

Industrial policy reform and international
co-operation
New directions of industrial policy

Enhancing industrial potential
Industrial revitalization and reorientation

Industrial re-oricntation
Restructuring for a markel economy

PPD.74
PPD.75
PPD.T9

PPD.85
PPD.91

PPD.92/Rev.1
PPD.100

PPD.111*

PPD.114
PPD.115*

PPD.122
PPD.130/Rev.1
PPD.132
PPD.146(SPEC)*
PPD/R.36**

PPD.166
PPD.172

PPD.184
Y'PD.185

PPD.223
PPD.230

PPD.245
PPD.249

1988
1988
1988

1988
1988

1988
1988

1989

1989
1989

1989

1989
1989

1990
1990
1990

1991
1991

1992
1992

1993
1993

S
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Lao People’s Democratic Republic
Industrial transition CPD.2 1994

Namibia New avenues of industrial development CPD5 1994

SALES PUBLICATIONS - Blackwell Publishers, Oxford?/

India: New dim‘pnsions of industrial growth 1990
Pakistan: Towards industrial liberalization and revitalization 1990
Malaysia: Sustaining the industrial investment momentum 1991
Poland: Managing the transition to a market economy 1991
China: Towards sustainable industrial growth 1991
Thailand: Coping with the strains of success 1992
Czechoslovakia: Industrial transformation and regeneration 1992
Hungary: Progressing towards a market economy 1993

SALES PUBLICATIONS - The Economist Intelligence Unit (EIU)Y

Indonesia: Industrial growth and diversification 1993
Mexico: The promise of NAFTA 1994
Egypt: An enabling environment for investment 1994
India: Towards globalization 1995
Central Asian

Republics: (forthcoming)
Iran: (forthcoming)

Available also in French.

** Restricted.

1/ Copies of non-sales publications may be obtained dircctly from: UNIDO. Industnal Development Review Unut, P.O.
Box 300. A- 1400 Vienna, Austria. FAX: (0222) 232156

2/ Sales publications may be ordered directly from. Blackwell Publishers. 108 Cowley Road, Oxford, United Kingdom.
FAX: {(0865) 191347 ‘ ‘

Y Sales publications may be ordered directly from: The Economist Intelligence Unit (EIU)
15 Regent Street. London SW1Y 4LR, Unized Kingdom. FAX. (44.171) 499 9767
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Six key res;arch reports from the EIU

O Indonesia: Industrial
Development Review

Indonesia’s manufacturing sector, now the
biggest contributor to its economic output. is
undergoing a dramatic transformation in terms
of its composinon, its ownership structure. its
productivity and its immact on Indonesian trade
This repon, ;ubllsha‘ljumlybyth:BUaud(ht
Development

Unmd Nations Industrial

(UNIDO), provides a detailed,
mpuhm and highly-focused analysis of
Indonesia’s manufacturing sector, including
disaggregated data for all industrial branches
(from mushroom canning to the building of
tankers and rugboats) together with an
oumination of the key issues, such as
employment. environmental concemns and
choice of location, involved in the countnies
industrialtsation.

Published: July 199 Price: £95/USS150
ISEN: 0 95058 746 § Report No: M30!

O Malaysia to 2003

)

This report provides 3 d macroec
forecast for Malaysia to 2000, based on the EIUs
assumprions for the world economy. Assuming 2
smooth political succession and thar the
gover will g ard fl
n economic policies, Mahyna could be
advancing towards the ranks of the developed
countnes by the end of the century.

Bl

it assesses key indusines, including electronics,
rubber, textiles and heavy industries. It also
idenufies the constraints to growth, especially
human resources and an inadequate financial
sector, and illuminates the impornant role of the
state in guiding the economy forwards.

Published: August 1994 Price: £245/US$»95
ISBN: 0 83058 764 6 Report No: M216
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O Singapore to 2003

This report provides 2 forecast for Singapore's
cconomy 10 2003, based on EIU forecasts for key
macroeconomic vanables. Singapore will remain
politically stable and the ruling People’s Action
Party will not be challenged. Policy will stay on
its current course. and growth will remain strong
over the next five years. slowing in the following
five as manufactuning costs increase.

It identifies those sectors in which Singapore can
hope to maintain its comparative advantage over
the next ten years and highlights its dependence
on a few key markers and commodities. It angues
that interventionism, second nature to the PAP,
is not as conducive 10 the growth of services as
it has been t0 manufactunng.

Published: Seprember 1994 Price: £295/AUS$445
ISBN: 0 23058 824 4 Report Plo: M202
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O China to 2005

This new repont forecasts China's economic
performance 10 the year 2005. It surveys the
Chinese polincal and economic landsape.
offening authontative comment and expen
analysis. China o 2005 forecasts economic policy
and gromh on the basis of likely polincal
develop s. It considers the impact of the
reabsorption of Hong Kong by China in 1997.

To be published: February 1995
Price: £205/US$»95

UK

Cn e cone

O North Korea after Kim 1}-Sung

Considers the survival for North
Korea's new leader and for the state he has
inherited from his father. Kim Jung-il faces a
dilernma: economic reform implies some
opening to the outude workd, particularly o
South Korea, and that opening will undermine
the North Korean state: but staying isolawed is
not an opion; without investment and wrade the
economy will decline faster.

The repont shows how South Korea will play a
vital role n propping up the north, and how
this may prevent sudden and expensive
unification by helping 10 control North Korea's
inevitable collapse. Eventually. whether in one
quick step or gradually. a unified and vib
Korea will emerge.

Published: Seprember 1994 Price: £15AUSS1S
ISBN: 0 35058 &I7 § Repost No: M219

O Vietnam to 2005

Forecasts the performance of the Vietnamese
economy to 2005 Having established just how
far the country has to travel o caich up with the
Asian Tigers, the assesses Vietnam's
assets, including 2 favourable human and
physical resource endowment. An expecied
growth of more than 7% 2 year throughout the
next decade should lift Vietnam out of poveny.

The report looks at the key secrors in detasl.
identifying those in greatest need of investment
and those with the best potennal 10 expand
expon revenues and earn vital foreign exchange
revenues. It shows how, despite 1ts communist
structure, the Vi es¢ state should
politically stable and therefore be abie to
commit sself 1o growth-orented policies.

70 be published: February 1995
Price: £245/55395
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Your subscription also
includes a quarterly
Global Outlook
Report, outlining the
macroeconomic
assumptions upon
which the individual
forecasts are based. All
this for a fraction of
the costs of sourcing
and analysing the
worldwide data

yourself.

When you need to look beyond the short-
term, three years . .. five years . . ., rely on
Country Forecasts from t_: EIU to give
you accurate information, detailed analysis
and expert forecasts. Country Forecasts
help you make informed decisions about
new investments and keep a
close eye on developments in
countries where you already do
busincss.

A subscription to any one

country brings you 2 main
report every six months
followed by quarterly
updates

Summary

Highlights, key indicators, watchlist

o Fact Sheet
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* Five-Year Economic Forecast
Domestic policy outlook, GDP growth and its
components, wage and price inflation, interest
and exchange rates, foreign trade and psyments,
external delbx, ten-year growth prospects

* Business Environment
Industrial policy, foreign investment policy,
foreign trade and exchange controls, the tax
regime

+ Detailed Economic Forecsst
A tabulation of all economic forecasts in the

report with supporting historical data

For a free brochure and further information, call now:

London office Tel: (44.171) 830 1007 Fax: (44.171) 830 1023 1

—_—
~—

Hong Kong office Tel: (852) 2862 0888 Fax: (852) 2865 1554

US office Tel: (1.212) 554 0600 Fax: (1.212) 586 1181

N ormew mligwe: | A Ll Igarend m LAgRG S Waim N Oajer” fopetered offr 13 %1 LU Uen, Landm TV (M,

Sconemin
Intelligence Unit

P S E RN N TN TN O TR RS RERN RS TAR SRR

HOW 70 ORDER YOUR COUNTRY FORECAST SUBRCRIPTIONS
Tick the boves of e coumeries you require and send tis
Goepon, with your name and addeess, 0 your nearest EU
office below.

OV AMENSCA O Segpex O hipm
O G O Sadh hum O Cacs Rapdic
Cuw Q Sa ks O Dok
O T Q tebed
VRN AERCA [on ] 0 fam
C apnm O hgme Oovuem O Goweny
G el O Cam
O Ok MDRLE TN & O Npey
jallr — NORSR AFRCA C wehad
Q ol Q Agm O uy
0 Mows Qe C "bobnk
C C = C Nveny
C vemah O g C tuinmt
[aly T C wpm G gl
C S Ambm C hmaw
AR PROIRC C et N C ham
G Aswin Ovoeres: C Sam
C O [off 1" 7 ] C Swulea
O Hong kesg ot N O Swanbed
C wis O wbshamaia O Twiny
C mdvaces T Uneet Ruglen
O ppm N0 b N [
C misse FORMER O e
O hewlobed UNSON C fasos G o
C Nhse O Awm i fome Sons Unen
O fhigpans C dipm
COUNTRY FORECAST PRICES

Seve wp 10 40% on multiple orders
G550 (RJ00) » 5L (1) 0% dscount
5500 (51.308) » OIM (53499 9% dissomnt
£9,000 (315,000) t» 11,999 (N1.999) 0% discount
RS0 (SI8.000) ©» D49 (S22 009) 30% dissount
Ower £15,000 {512,908 4% discoust

NN CA KL D B VA In Gonade add X BT AMDDNE

[ Pleame proforma iwosz me. (s 10 be sevt on receipt of peyment)

O lencose prymentof (ASS
mum&nuwmmmw

O Pease darge (ASS womy OVisa (O MaseCard
0 Amencan Expres

Account No. 1 Dwnars Cub

O ITIITITITTIrIrIIrrey]

Sgnanare: Card expwy dare:

Pease arach your business card or Gl in detads below:

Nasme

Job e

Comonny

Address

Nawore of Business

Ted

Fa

The sbowe prcs do wos ekl VAT, Gismen w (U sembes coustmes uy b hable 10
v VAT § o Ruptraron Nomber o nor wpplad. Pane cner your L Repeanon
Mmber (VAT/TVA/STW/MONS/MWST/VAFIA,) briow

Silling address f different from above

[2ancz8’

Pease rend your order 10:

London Offics:

The Economist Intelligence Uniw Limited

1O BOX 200, Harold Hill, Romford, RMY &N UK
Tel: (44.1708) 381 444 Fax: (44.1708) 71 830

Hong Kong Offier:

The Economist indigrnce Umit, 10th Floor, Luk Kwok Cenmre
72 Gloucewer Road, Warchas, Hong Kong

Te: (152) 2862 0N Fax: (152) 2065 1954

US Office:
The Economm imaimence Unit, The Economms Buskding
11 Wem Thh Srreet, New York NYIODI9, | /SA

Teh: (1.212) 4 0600 Fax: (1.202) 386 11
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BUSINESS NEWSLETTERS

Up to-the minute husiess mtormanon

FOY redional manacers

EIU Business Newsletters are the most
comprehensive, up-to-date commercial
intelligence service available. They
provide decision-makers with the
information necessary to maintain a
competitive edge, in a crisp concise
format.

The seven newsletters comment on
important business trends, provide
essential data and discuss corporate

issues, citing the successes and failures of ccmpany
operations in each area. They also alert you to major economic,
political and social developments in individual countries and the
region as a whole.

The regions covered:

Business Eastern Europe (51 issues a year} £660/USSLITS
Business Europe (S0 issues a year) £650/US$1L150
Business Latin America (S0 issues a year) £495/US$945

Business Africa (22 issues a year) £495/US$845

Business Middle East (22 issues 2 year) £495/U58845

Business Asia (26 issues a year) £415/US$650

Business China (26 issues a year) £415/US$650

When you subscribe 1o any of the EIU Business Newsletters, you
buy into a network of regional correspondents together with the
world's most experienced analysts. We know you are busy so we
report only news that has a direct impact on business. No
advertisement, no rhetoric~ just timely information.

EIU Business newsletters are tried and trusted by major
corporations in every continent. But don't take our word for it,
request a sample copy and find out why over 80% of our
subscribers return to the EIU year after year.
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FREE SAMPLE COPY

For your free sample copy tick the
boxes of the regions you require and
send this coupon with your name and
address to your nearest EIU office.

O Business Eastern Europe
O Business Europe

O Business Latin America
C Business Africa

O Business Middle East
O Business Asia

O Business China
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UK: ($4171) 830 1007 HK: (852) 2052 0988
USA: (1.212) 334 0600

Please send your order to: [AACE)
London Office:

The Economist Intelligence Unit Ltd

PO BOX 200, Harold Hill

Romford, RM3 8UX

Tel: (44.1708) 381 444 Fax: (44.1708) 371 850

Hong Kong Office:

The Economist intelligence Unit

10th Floor, Luk Kwok Centre

72 Gloucester Road, Wanchai, Hong Kong
Tel: (852) 2862 0888 Fax: (852) 2865 1554

US Office:

The Economist Intelligence Unit
The Economist Building

11l West Snth Street,

New York NYI0019, USA

Tel: (1212) 554 0600

Fax: (1212) 586 118
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