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BLOCK-1: INTRODUCTION TO BUSINESS
 ENVIRONMENT

Now-a-days, the organisation and management of any business- enterprise is
controlled’ and conditioned: by the -envirenment . where- it -exists. Present . day's
environment’ i§ consisting -a° number -of -complex “factors ‘and forces, ‘which are.
becoming more and more dynamic_ Lal i \ gt e e e T

In this context. 4n attermpt’has beeh made’in this block to introduce you the
subject of environment of business of India. The environmental factors have been
divided broadly into three categones, viz., economic, political-legal, and ‘socio-"
cultural and are discussed in four units. Economic environment of business in India -
is discussed in first unit, whereas the _second- unit- is. deveted. for discussion on.
political and legal environment. _Thc,s@c_io—c;}_l_l.tu__ral,.ct_l__v__irgn;ncnt is analysed in third

and fourth units.




UNIT 1: ECONOMIC ENVIRONMEU’ OF BUSINESS

Ob]ectlves ' ' : | \\ :
After studying this unit, you should be able to : N ' b
- identify the components/factors in the economic environinent relevant to a

) . I

business;: |

- examine the key-components/significant forces contributing to the economic

|
environment like budget of the Government, its financial position, external trade
and international developments and _ P

I
N + - N - n 3 !
- - assess the overall economic environment of business in India. |

. : B

Structure | I ' - ' |
LI " Introduction _ - .
1.2 '_ " Business Enwmnment and its Constituents ' ' Co
1.3

Economic lssucs under the Directive Principles of State Policy o
L 1.4 Growth Rates of the Economy

1.5 Budgetary Position |

1.6 Indebtedness - Internal aﬁd Externao . | ' : _
L7  Exports ,ﬁnd Imports . !
1.8 Deficit and Imbalance ' ?\ . '

1.9°  Indudtrial Growth Rate '
110 World 1 ade Or _ - .
1.11 Changmg World Ec omic Scenarlo
1.12 Summan* : . .
1.1:%1 Further Readings ' : o ' . |
1.14  Self-Assessment Test _ o -

1.1 INTRODUCTION o | '

’ . ’ 1 .
~ Just as human beings live in a climate, business operates in a certain environmerit. This
“environment is complex, changing, and not easily predictable. The environment sends out
signals of threats as well as opportunities to the business. The business must be on the look
out for the changes in the environment and adapt itself to survive and grow. The b'usmess
responds to environmental forces and by this interaction process, the business can also

“influence the constituents of environment. The business, for example, designs and pfpduces -
goodsr’servnces 10 meet the norms of a particular culture. But in course of time I’ousmess by
its innovations and effective advertisement appeals may be able to change at least a Ipart of

~ those cultural norms. It is for this reason that an understandmg of the envrronmcnt is worth
an attempt




e

e environmental factors can only be described but one can be neither precise by
measuring nor certain about the complexity. In fact understanding or assessment depends
on how one perceives the environment - the threats and opportunities in it. Besides, the
future course of the environment remains uncertain. All these features make the study
articulate even though less precise.

One should be alert to the environmental forces. It also means, say in the case of a business
leader, to keep widening the horizon of awareness, observing and listening to the signals
from the environment. For example even at the time when the Government of India started
a discussion on communications policy, MNCs from Japan and USA started advertising on
the Indian TV screen! ;

1.2 BUSINESS ENVIRONMENT AND ITS CONSTITUENTS

mvisgnment of a b_usiness may consist of several things - visible and non-visible, internal
and external, tithediate and distant elements. Considering the components or forces in the
external environment, it is conventional to classify them into Economic, Legal,
Technological, Political, Social and Cultural components. Diagrammatically this can be
presented as follows : '

Fig. 1 0 e
Constituents of the External Environment Business

Legal ' nomic
Social  pHINESS Political
Cultural
Technological

(Note : Economic Environment may also include the competitors, suppliers and the
consumers, depending on one's purpose of analysis.} '

Each one of these components has a direct or indirect effect on the functioning of the

business. A new legislation, tax policy, change of the ruling party, an invention and

behaviour of social or cultural groups - each one is meaningful to some business if not to all

businesses. : . ' :
. _ .

The intensity of the influence of these forces on the environmeit may differ from firm to

firm and one can present this idea in a graphic form as follows v '

.\:




e Fige 2l i

orces in.the External Environment - Differing Intensity}.. . ...

_ Technological . i

it NG ECONOMIG: - e kv
: Cms“mﬁf BUSINESS t?tg:npe D_,u:_l._tural.

o Legal,

Political

_competitorg. as wetl as consumers on the other, are very close to a ¢ |b1;§i_r_1es_$;7_ The___s_
forces in'the environment are oftén in‘a state of flux and send out si e
'Ifthe business dan decode the Sigrals - by scaning the environment and
“Systematic way, it will be better prepared for its futuge, - 0 oo

The study of economic environment may be taken up first, for many ﬁmlhs thiis has ‘miore
direct impact. The environment with its implications, for the economy is 'examined under
economic environment. So, the economic goals oRghe overnment, the taxes, the trade etc.,
are the most itiporfant segments of the#Bbenomic envirotiment Thede may now be
considered one after another.. . . . ' B '

s

13 DIRECTIVEPR_I&&?ES; OF STATE POLICY

The economic environmerit in Wdia emerges out-of the political and legal foundation laid
by the Constitution of he Constitution makers niightf:h-avie-.adOpte(:l a capitalistic or
socialistic economic fra ~our country-and if they had done so, a different economic -
environment might have prevailed now. . They.were not rigid about any suth ideology. But,
. the Constitution re¢commended certain "Directive Principles of State_ Policy” to be adopted
for a new social and economic order. These principles got evolved during discussions in the
weourse of.the.freedom movement, andwere. drawn..from : the, experience-of industrially
advanced countries. The Directive Principles: were to:be considered "fundamental -in - the
governance .of the country and it shall be the duty of the State to apply these principles in- N
~making laws":: However, the:Directive: Principles-do not lay: dowp--=th_e prq'ccs_s_of economic .
:development to be.followed even in broad terms. All that-is said in this respect is that.:... - )
<:"TheState shall strive to: promote. the welfare of. thepeople. by:securing and protecting as
effectively as it may a socia!jca?der in which justice -- social, economic and political -<:shal}
inform all the institutions of the national life. Further, concentration of wegalth and means of
“iproduction to.the 'Con‘l,ﬂio/n,;detrfiment:shouId.':-be -avoided and_the: ownership-and: control-of
material resources of the community are:to. be;distributed asi would-subserve: the-common
good Il' . r[_f’v. . . . . . . . 1

’ - . N i 3 . . " 3 ° I- t.
The concept” of economic justice stated in these principles is subject to d]ffereflt-
interpretations as it is stated in broad terms only and no specific steps are istated to secure .
Thus, though planning was -accepted in principle, the nature and type of planning or




economic policy in gencral were shaped hy d|fferent sources agencies and people over a
period of time.

: "Economic Justice™ can. be provided by State regulations. The. Public Distribution System
 for some essential commodities, distribution.of credit through government.owned. bankmg
g‘system provision of primary-education, health care-etc., were done by the govemment ona
 fairly large scale so that "Economic Justice" could be rendered. No one questions the: need

- for economm Justlce but questmns have ar:sen about the need for monopoly of the:"f_-'-!

- the Public Exchequer) and not available to many

- The. Directive Principles have nci legal. compulSidn' and as such, their violation cannotbe: .-
_- challenged in a court as is possible in the case of fundamental rights guaranteed by the
- same_ Constitution. There are also no, physmal targets to be fulf'lled no time span,. no"'__"_"
financial commitment but there is only a moral commitment on the part of the govemment

‘to 1mplemcnt the policy in word and splrlt __ L L
- Activity - A '_ ' 0

are taking place in a particular. .

gt it

2 Chan'lges.' inthe
Business

COHOITIIC Justnce"’? What is "soc;al Justlce“‘? Try to descrlbe the _:'
‘are practlsed Até” they' different from "_]ustlce WIthout the'




TABLE 1.1

‘| Exchange Rate

|
KEY INDICATORS |
: Bl
199192 1992-93p 1993-94pP 1994-95P 99192 1992-93P 1893-94p 1994-95P
ABSOLUTE VALUES PERCENT CHANGE OVER PREVIOUS -
YEAR
1 2 3 L] 5 6 7 8 ]
Gross National Product o !
(Rs. thousand crore) _ L
At current prices 5420 615.8 6953Q 15.2 [3.6 1290
At 1980-8] prices 2008 2i87 2287 Q¢ 2409E 0.6 4.2 460 54E
Gross Domestic Product : _ " : : :
(Rs. thousand crore)
At current prices 552.0 627.6 0710 155 13.7 27qQ - )
At 1980-81 prices - 2142 2234 233.0Q 2453 E 09 43 43Q 53E
Agricultural ' _ . !
Production (1} : 1455 1515 154.8 1582 A -20 4.1 2.:2 2.2A
Foodgrain production : [
(rillion tonnes) 168.4 176.5 182.1 185.0 A -4.5 6.6 ta 1.6 A
Industrial .
Production (2) 2139 2189 2278 83 0.6
Electricity generated . ' ) ]
{Billion KW . 287.0 MLi 2579(8) 8._
Wholesale Price Index (4) 217.8 233.1 25 28435y 13

ab- . .
(Rs/USS) ' 24.65 £ 31.37 31.38¢(8) 27.

CA- Anticipated; P - Provisional; Q - Quick Estlmates E- Adv'

b- Composite rate from March 1992 to February 1993,

_ 1. Index of agricultura) productlon (Pr:ncnpal crops) with base t§

Note : Gross National Domesti¢ Product fi gures are at factory d

a - Percent change indicates the rate of depreciation of the Rupe

1981-82 = 100.
2. Index of Industrial productlon 1980-81 = 100.
. Average index for April-October, 1994
4. Index with base 1981-82 = [00. Percentages relate to
over the year, _
5. Ason February 18,1995 for 1994-95 and for the 13§
years.
8. April-January 1994-95.
9. As on February 13, 1995 for
. As on-January 2o s

lad



been increasing at about 10-11% which is expected to come down only after production
level goes up still further. The external value of the Indian Rupee seems. to have -
depreciated. very much but further - depreciation has been, halted - which shows a
comparatively stronger position in the last year of Table 1. 1.

1.5 BUDGETARY POSITION

The budget of the government indicates the magnitude or the financial activities of the
government, the composition of the government's income and expenditure. A summary of
the latest budget is therefore presented in Table 1 .2. The Revised Budget Estimates {of the
Central Government) for 1994-95 had placed the total expenditure at Rs. 1,62 272 crore and
the budget estimate for 1995-96 Rs. 1,72,151 crore. -

Net tax revenues accruing to the centre were estlmated at about Rs. 65,000 crore and Rs.
‘74,500 crore in 1994-95 and 1995-96, respectwely

External loans, net of repayment are placed at Rs. 3,947 crore compared to the Budget
Estimates. :

The fiscal deficit was originally budgeted at Rs. 54,915 crore or six per cent of GDP. The

fiscal deficit in the revised estimates comes to Rs. 61,035 crore which is about 6.7 per cent
" of GDP. However, nearly three quarters of this deterjoralign is due to the extraordinary rise
“in small saving collections, 75 per cent of which is pa n to the States. Thus the bulk of

the deterioration in the fiscal deficit is not ount of increased expenditure of the
Central Government, S :

Various receipts if examined /as percent%&the total receipts dur'ing this period are as

follows : Q~

L. Excise Du . 21%
2. Customs D% : o 15 %
3. Income-tax - : ' 7%
4. Corporate Income Tax . 8%
5. Other taxes 1%
6.  Non-tax revenue o 13%

7.7 Non-debt Capitai Receipts _ 1%
8. International Borrowings : ' 24 %
9. External Borrowings . : 2%
1

0. Borrowings from Reserve Bank of India - 2%
(91 days treasury bills} o

100 %




TABLE 1.2
BUDGET OF THE CENTRAL GOVERNMENT ATA GLANCE

- 1993-94 1994-95 __I994~95| "1995-96 .
~ Actuals Budget | 'Revised | Budget
' ' Estimates | Estimates | Estimates.
_ . i _ (in crores of rupees) -
| 1. Revenue receipts 75453 86084 | 88770 100787
2. Tax revenue (net Centre) 53449 62742 | 64988 74374
3. Non-Tax revenue 22004 23342 | 23782 26413
4. Capital receipts - 55440 59615 67502 66364
5. Recoveties of loans 6191 6700 | 6700 6730
6. Other receipts - 48 4000 | 5767] . 7000
7. Borrowings and other ' ST
- liabilities . 49297 489151 55035 - 5?63{!
8. Total receipts (1 + 4) 130893 145699 | 156272 | i 167151
9. Non-Plan expenditure 98998 |. . 105117 1 113511 | 123651 |
9.1 On revenue account on which 83545 90749 093965 102998
9.1.1 Interest payments 36695 46000 |. 44000 [ = 52000 |
9.2 On Capital account 15453 | 14368 | 19546 | | ' 16653
10. Plan expenditure 42855 46582 | 48761 i 48500
10.1 On revenue account 24624 28062 [ 28937 20330 -
10.2 On capital account : 18231 _ 52 19824 Moy -
11. Total expenditure (9 + 10) 141853 1 15 o 162272 1 1 172151 | :
12. Revenue expenditure(9.1+10.1) 10169 | 88111 - 122902 | 136328 |
|13, Capltal expenditure (9.2.+10.2) | . 33684 _ 2888 39370 I 35823
{ 14. Revenue deficit (1 - 12) 3271 32727 34132 | , 34541
15. Budgetory deficit (8 - 11) ' 10965?’- 6000 6000 5000
| 16. Fiscal deficit [ SN -t )
{Q+5+6)-11=7+15] 25’ 54915 | . 61035 . 57634
17. Fiscal deficit adjusted-for - _ ' T o
small savings loans to State @\ g o : : _"_ I |
~and Union Territory Govts.. | ¥ 55257 . 49763 ‘ '51386 - 50634
18. Primary deficit (16-9.1.1) | ' 23562 8915 17035 5634

'1 .6

INDEBTEDNESS (INTERNAL AND EXTERNAL)

" Government ‘borrows both from within the country and from extemal sources, Both )L.he
borrowings affect the: level of inflation in one way or the other but the borrowmgs addto
the expenditure of the Government by way of interest payments or debt servicing. 'Il'he total

_internal public debt of the Union Government as on March 31, 1993, was Rs.1,99,100 crore

, of which 30.3 per cent was to back currency notes.

The overalt debt position is prowded in Table 1.3.




"TABLE 1.3
SOME ASPECTS OF THE PUBLIC DEBT OF THE CENTRAL GOVERNMENT

.. Rs.inCrores-
As on 31st March 1993

1. The rupee debt of the Umon Govemment under the

“consolidated fund : - _ 199100
Market loans ' - 81679
Treasury Bills and connected securities tssued to Reserve Bank 91614
Treasury Bills etc. held by others - 25807

2. The rupee Ide'bt_ under the public account :

(of this bearing interest = 149907) - - : 1603554

3. Total rupee debt S 359654 °
4. Extemal debt at historical cost | 42269
5. Total Government debt at historical cost ' ) 401923
6. Interestpaidin 199293 . . 31075

- (On Market loans (rupee debt) 8147)

(On External debt 3529) : \\’

Source : The CAG Report for 1994, Q . __ S .
The forex reserves also indicate the economicngth of a nation. Table 1.4 provides a

mi
historical perspective of forex reserves ?950 -51 onwards. The figures in Table 1.4

show the increase in reserves since Q92-9% - even though the comp051t10n of the reserves.
not be ignored while judging this osmon : :

Activity-C @ -

How are the growth rates of agriculture and industry in the economy during the last four
years?, What transformatlons have taken place in your region or state durmg the last five
_ years? : :

How does the growth rate of Nationai Domestic Product compare with the growth rate of
industry during the last four years? Which industry has recorded the fastest growth in your
region? :




TABLE - 1.4 o T
' FOREIGN EXCHANGE RESERVES :
HISTORICAL PERSPECTIVE

. _ _ _ (US $ million)
Years - - Forex Import cover Cursent .
Reserves 2 b3
' {(No. of months) payments cover
o2
(No. of months)
1950-51 . 1614 16.8 14.6 .
1951-56 1648 122 106
1960-61 390 | 20 17
1965-66 383 1.6 13
1970-71 584 29 22 !
1975-76 1657 33 29 ¢
'1980-81 5850 , 45 40
1985-86 5972 42 35
1990-91 2236 1.0 - ' 0.8 !
1991-92 5631 - 33 23
1992-93 6434 34 25
1993-94 : 15068 78 53
4
1994-95 19604 { \e) . 59

I. Excluding gold and SDRG. -
2. Based on foreign exchange reserves of regpective™fear and levels. i

3. Current payments cover is estimated on %s of the aggregate of merchandise
imports and outflows on account ¢ isible. : :
4. End January 1995. ' _
: : o
Activity - D @ -
Give examples of Revenue Receipts and Capital Receipts in the Budget.

Capital Receipts  Revenue Receipts




How much of a rupee income to the Union Government consists of all taxes? How does it
compare with your State Government? ' '

How much of a rupee receipt by the Union Government consists of borrowings? How does -
it compare with your State Government? '

What is meant by cost of debt servicing?

Referring to relevant literatuire, explain the meaning of : bt trap. . . »

1.7 EXPORTS AND I@RTS
International Trade can be gine' of the growth for a country. When opportunities for
import and export are open, 4l countries try 10 import goods which were not available

localty. Imports are available at competitive prices. Similarly goods that are available in

surplus and cannot be absorbed in the domestic market can be exported. In both ways
production and trade. increase and result in the growth of empioyment and income in the
nation. However, maintaining a balance between imports and exports is an act of prudence
because, ultimately a country has to pay for its imports only through its exports. The trade
deficit (excess of imports over exports) of India in 1990-91 was estimated at Rs.10,640
crore. - : C

' The economic environment can be better understood if we look at the composition of

Exports and lmbofts which are provided in Table 1.6 and 1.7 respectivé}_y. A summary of
top ten products exported from India given it Table 1.5 shows the trends in the composition
‘of exports. ' T ' ' :

~ You should- note that the " change -in composition of ‘exports- indicates  that  the
"manufacturers” are taking a higher proposition of our exports, as also the increase.in the
value added" exports. The term - value added - indicates ‘the extent to which we add value
to the raw material by processing it and. manufacturing finished . products. Higher

Y




|
composition of value added exports is indeed a welcome deve!opment At the same time,
" you-should also note that our exports are concentrated in a few products only. In '1990-91,
_only ten products accounted for almost 70% of lnd:a 5 exports

The striking feature of Indla § exports has been the distinct change in its composition, Over '
~ the last two decades, the share of eight major traditional products in India's total exports has
. gone down from 42% in 1970-71 to just 16% in 1993-94. During the same pertod, the share

: - of seven major non-tradmonal products got doubled from 3 l% in 1970-71 t0:63% in 1993~'
- 94,

If we consider all the traditional and non-traditional products we can observe that the ratio
of traditional versus non-traditional exports has changed drastlca]ly from 72: |28 in 1965 66
t01684m19868? : . _ o E |

mdwndual products contributed to- the total exports. If we take a span of four decades, we
find that in 1950-51; the top three products were Cotton Fabrics, Jute Manufactures and
Tea, the traditional trio, accounted for 51.3% of India's exports. In 1993-94 these three
items accounted for less than 10%. The first three products in order of 1mportance in 1993

94 were Gems & Jewellery, Engmeermg Goods and Readymade garments whlch accounted :
for 40.1% of" total exports

‘The other s:gmﬁcant change in the composition of the exports is in the extent to %hlch the .

. | .
. . You should note that the change in composition ifdjcatds that the "manufactures” are
" taking a higher proportion of our exports, as also the inc in the "value added"| exports.
The term - value-added - indicates the extent to‘ we add value to the raw matenal by .
processing it and manufacturmg ﬁmshed produc swOowever, exports are concentiated ina
few products only. In 1993- 94, only ten ts accounted for almost 74.2% of India's
exports '

- : : : . _ : | A
: . N | ) !

D[REC_’I‘ION OF EXPORTS _

The top five countries which d in-our exports prominently over the last decade have - -
" been - the USA, Russia, Japan, the UK and West Germany. These countries together took- -
- 427 % of India's exports in 1993-94. These five countries took more or less around half of
~_total exports in earlier years as well. ‘However, the relative importance of these countries
has changed over the years. Here too, heavy concentration of exports in a few countries can
~ be observed. As a result of this.concentration, the disintegration of USSR later dealt a
heavy blow to the Indian exports. Other important trading partners of India around 1990
- were Belgmm, Umted Arab Emlrates Saudl Arab:a Hong Kong, ltaly and France '

-,1.8_ DEFICITANDIMBALANCE-* L

. Budgetary deficit not provided by new borrowmgs or taxes are normally f' Iled by mcreased
’(currency) note issues and this can add to the money supply with its. own multlplt effect. .
' The budgetary deficits of the recent past are given in Table 1.8.

Another deﬁcu which must be kept in mind js the trade deficit or Balance of Payments '

pcsmon The trade deﬁctt (excess of lmports over exports) was about Rs. 10 640 crore m."
I
. . |




1990-91 - the Gulf Crlsu. at that time necess:tated higher |mp0rt and Ioss of export markets
. and remmances . .

During 1990-91 the foreign exchange reserves got reduced to Rs.1382 crore net - of
revaluation of gold. This was despite borrowings from the IMF (Rs.3,334 crore). A further
erosion of Rs.2,073 crore occurred between April-June 1991 not withstanding considerable
compression in imports. The new government took office on June 21, 1991 and two
remedial actions (a) devaluing the external valpe of the rupee by about 18% in July 91

TABLE 1.5
TOP TEN PRODUCTS EXPORTED FROM INDIA

-(taking it further to 23% in 1992); and (b) reduction of the fiscal deficit whlch brought to’
halt a serious imbalance in the financial position of the economy.

~Source : RBI Reports on Cutrency and Finance, R.B.I. Bulletins

% . "% A "% ; %
1950-51 of Total 1970-71 of Total | 1990-91 of Total 1993-94 of Total
Exporis Exports |. Exports : ; Exporis
1. Cotton 1. Jute _ 1. Gems & - |t Gems & :
Fabrics 19.3 Manufacturers | 124 | Jewellery 16,1 ¢ Jewellery, - 179
2. Jute ’ 2. fron Ore 7.6 2.Readymade 2. Engg.
Manufacturers 188 ‘"I Garments 123 Goods 13.6
3. Tea " 132 | 3.Engg. Goods 7.5 3 Engg. o 3. Readymade -
L ‘| Goodgy ] 119 | Garments 11.6
“4. Leather & | 4 Teather & : 4, Lgather R 4. Chemicals 81
‘Manufactures’ 43 | Manufactures 5.7 M@ms 79
5. Spices - 4.1 5. Cotton “hemicCals & 5. Cotton
. Fabrics .49 lied - 't fabrics 6.9
L . ) oducts 7.2 ' '
6. Tobacco 2.2 6. Tea . o7 . Tea ] 33 |6 Leather &
1 . : ? . ' .' . Manufactures 58
7. Cashew . _ 7. Cashew: I Y 7. Iron Ore 3:2 7. Marine
kemels " 1.4. | kemels 4 | - products - 3.6
8.Engp. goods 0.6 8. Gems & ) | 8. Marine - 8. Oil cake 33
| e B 3.0 products 29 _ n
9. Marine 9. S% _ 25 [ 9 Cotton 2.6 9. Tron Ore - 19
products - . 04 R : -
10. Coffee 0.2 10. Tobacco 20 10. Oil cake 1.9 10. Tea - 1.5
TopTen - Top Ten | Top Ten | Top Ten. 7
together 64.5 . | together : 527 | together 69.3 | together 74.2




INDIA'S EXPORTS BY COMMODITY GROUP

"TABLE 1.6

(US $ MILLION)

Commodily Group 1992-93 [ 199394 [ Apr-Sep { Apr-Sep | Apr-Sep | Apr-Sep
' : : 1993-94 | 1994-95 | 1993-94 | 1994-95
Per cent change
1 2 3 4. 5 6 | "7
1" Agriculture & allied, of which 31358 § 39948 1847.7[ 1863.2 2714 0.3
o 1.Tea 3372 3119 1847 -1413 75| -142
2. Coffee 129.9 177.1 60.9 187.7 363 206.4
3. Cereals 343.9 423.6 193.9 1608 232 -17.1
4. Unmanufactured tobacco « 122.6 118.0 8.0 342 | -3.0 -44.0
5. Spices 1358 1789 85.7 78.4 31,7 -8.4-
‘6. Cashew 2572 332, 1593 204.5 29.1 283
7. Oil Seeds ] 533.5- 736.2 303.4 254.1 383‘0 ~18.2
8. Fruits & Vegetables 107.9 133.4 60.8 868 23.6 10.0
9. Marine products . 6019 808.8 3105 438.3 34.4 41.2
10. Raw cotton 62.8 210.2 163.6 . 302 2350 - 815
1 IL Ores and Minerals of which 7378 888.0 402.7 435.1 204 - 8.0
11. Iron ore 3812 | 0 4327|2115 | 1887 135 [-108
12. Processed minerals 143.0 195.0 -88. 109.1 363 22.8
13. Other Ores & Minerals 188.0 | - 2329 93 1291 23;‘9 378 |
11 Manufatured goods of which 14015.9 | 16789, | 90596 198 160
14. Leather & Manufactures 867.3 83@ 4109 § 4724 -3.2 15.0
15. Leathér Footwear ' 410.2 479.6 1 202.3 2194 | 170 - 85
L 16, Gems & Jewellery 3071.7 1875.0 20163 36.0 ‘ 7.5
17. Drugs, Pharmaceuticals & : :
Fine Chemicals _ 642.1 289.1 346.2 213 | 197
| 18. Dyes, Intimidies & Coal Tar . o o : :
Chemicals : 3865 | 16551 2142 109 ‘ 294
19. Manufactures of Metals 603.3 31381 3233 238 3.0
20. Machinery & Instruments 636.4 3049 325.8 1_‘.-i’.5 6.9
21. Transport equipment . 586.7 252.9 3386 |. g.9 339
22, Primary & Semi-finished Iro S o . ' _ '
~ and Steel : - 164.4 432.1 22271 1740 1629} <219
23. Electronic goods 2123 | 31184 1379 172t 469 24.8
24. Cotion yarns, Fabrics, . g ' .
Madeups etc. 1350.5 | 154231 7134 1004.9 H42 ‘ 40.3 |
25. Readymade garments 23930 | 25796 12174 13254 78 89
26. Handicrafts ' 865.2 928.7 4374 481.5 7.3 1¢.1
IV. Crude & Petroleum Products 476.2 397.8 2367 . 2174 -16.5 ‘ -8.1
V. Others'& Unclassified ltems 171.6 103.9 47.9 554 -394 | 157
GRAND TOTAL 18537.2 | 22236.6 | 10345.0 | 116208 20,0 | 12.3

Source : DGCI&S, Calcutta,




| TABLE 1.7 o
INDIA'S IMPORTS BY COMMODITY GROUP .

. {US 5 1ILLION)
Conanaedity Group 1992-93 | 1993-94 | Apr-Sep | Apr-Sep ¢ Apr-Sep | Apr-Sep
E963-94 1 1994-95 ;1 1993-94 | 199495
Per cent change

1 2 3 4 5 ] 7
L. food & allied, of which 7210 ) 550.4 212.8 814.1 -237 282.6
k. Cereals 3333 849 68.6 20.6 -74.5 -69.6 |
2. Pulses 1155 18.9 609 £7.0 5671 429
3. Cashew nats - 1293 1539 44.9 111.7 18.4 148.6
4. Edible oils ' 57.6 52.2 5.1 77.4 -54 413.5
II. Fue! of which 6396.] 6221.5 3298.6 36974 =27, -16.5
. Coal 471.6 465.0 216.1 EXEN -2.46 56.7
6. POL _ 391861 57565 B2 [ 27586 -27 - 10.5
{1 Fertilisers 977.7 831.2 3R7.3 3942 -1590 1.7
1V, Paper bourd manufatures & 1972 2221 854 103.0 253 206
Newsprint
V. Capital goods of which 4331.0 | 60400 { 23§30 32434 333 8.0
7. Machinery excepl ¢lec. & machine :
teols ' 16526 | 2196 8235 115397 326 40.8
8. Electrical machincry : 826.2 784.4 4754 547.8 -38 15.2
9. Transport equipment- 481.8 1260% 503.6 517.7 174.3 2.8
10, Project goods 1278.5 U1.0 77.5 876.9 96 438
VI. Otiiers of which 8377.5 29629 (- 31428 5.1 6.1
11. Chemicals S 19863 827.5 1323.7 -15 60.G
12. Pearis, Precious & Semi-precs ) :
stones . 24419 1 26412 1429.6 780.0 8.2 -45.4
13. fron & Stect Til.4 7518 3T 484.9 9.9 60.2
t4. Non-ferrous metals 324.5 4748 210.2 3493 203 66.1
15 Professional instrumunts ' _
Optical goods : 5084 4934 192.9 204.9 - L& 6.2
VII. Unclassified items 30615 I064.0 1318.2 2056.2 1.7 56.2
GRAND TOTAL 218816 | 233067 | 107964 1 128611 6.5 19.0

Source : DGCI&S, Calcutta,
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TABLE 1.8

BUDGETARY DEFICIT :
_ ‘(Rs. in crores)
1990-91 111,347 .
1991-92 - 6,855 |
1992-93 112317 .
1993-94 110,960
199495 (Ry ~ | 6,000 L
1995-96 (B) 5.000 B

R - Revised Estimate
‘B - Budget proposals

1.9 INDUSTRIAL GROWTH RATE

Econemic reforms since July 1991 have had a positive impact on the inves 1ment clzmatu in
the country: They have also evoked a strong positive response from foreign investors and
- portfolio managers. The conventional indicators suggest that both the investinent climate
and the capital market remained bueyant. The buoyance is reinforced by an increasing
number of capital issues by Indian companies in both the domestic market and abroad, and -

the upgrading of Indian sovercign rating by international cgedit rating ag.:ncaes such as the
Japan Bond Rescarch Institute (JBIR) and Moody' 8 Inw@rwce BN

There has been an encouraging trend in domestic ment, 2s is evident f“rfam sanctions
and disbursements of term loans by A]I India al Institutions and capital market

operattom Y i

. . . . s - I .
~ While the sanctions. recorded an incrgdsefof per cent in 1993 -94, dlsbursements went
- up by 15.1 per cent. The financial a¥{siance sanctioned by these mst1tut:0ns in April-
‘December 1994 recorded an i ive growth of 59.2 per cent, but the dlsburqements
showed a fower growth of 26. @ent mainly because of the availability of alternative
cheap’ funds through Euro issues bf convertible debentures and GDRs. The increase in
financial assistance was supp]emented by the buoyance in the capital market |

i :
The Five year plan targcted around 5.5 per ceni growth per annum in industtial products '
The overall growth rate in 1993-94 is estimated at 4.1 per cent. The growfh rates vary
‘between different categories. This is not sign of a stagnant economy but that of a growing
economy, perhaps in the midst of a transition’ phase. A bread indication of the growth of a
few selected industries may be obtained from Table 1.9. Thére-are.more than “"00 types of
indusiries and most of the service sector (air- passenger service, for example) are not
included. here. Inspite of this, the Table should help one-to give a bird's eye view of the
‘growth rates in absolute terms. Growth rates ‘in terms of percentages are uvailable ina.
sumrnary form in Iables 110 and 1:11. i '




1.16 WORLD TRADE ORGANESATION

The Uruguay Round of GATT negotiations was formally concluded at the Ministerial
Conference held in Marrakesh, Morocco, from 12-15 April 1594, India; along with 110
other countries authenticated the resulis of the Uruguay Round by signing the Final Act. In
addition, 104 countries also signed the Agreement cstablishing the World Trade
Organisation (WTO). The WTO Agreement has come into force from 1 January 1995 and
India has become a founder member of the World Trade Organisation, by ratifying the
WTO Agreement on 30 Decembar, 1994, |

TABLE 1.9
INDIAN INDUSTRY - SOME GROWTH RATES

Unit 1986 | 1987. | 1988- | 1989- | 1990- | 199i- [ 1992-
87 48 89 90 N 92 93
1. Coal (inciuding lignite) | (tan. tonnes §75.2 190.9 1 207.0 | 213.7] 2251 | 24391 2533
2. lron Qre ( - ) 52.7 510 | 495 506 53.7 539 523
3. Aluminium (1000 tonnes) | 2573 | 27811 35731 42701 ¢ 451.1 | Si1.5 | 4811
4. Jute Textilzs : { " ) 1394 1192 | 1389 1304 1430 1378 1310
5. Sugar { " Y1 8502 9110 | §752 | 10989 | 12047 | 13277 | 10589
6. Aluminium conductors | - } 580 409} 295 57.8 67.6 56.9 24.1
7. Tea {mnkg.) 618 678 0 700 705 715 715

8. Bicycles {Rs. mn
' thousand) 6119 . 6676 6802 TRO4 7150 6963

9. Electricity generated {mllion
KWH) 187.7 22141 2454 | 26421 2867 3011
| 10. Automobiles (total) (Rs. million '
thousand) 233 2916 | 317.6 | 3507 | 3663 | 3419 | 3307
1. Paper & paper board (1060 tonnes) 15691 1662 | 1726 1823 2088 2122 2152

Source ; The Hindu Survey of Indid Industry 1994

: © TABLE 1.10

GROWTH RATES OF INDUSTRIAL PRODUCTEON (IN PERCENTAGES)
USE BASED CLASSIFICATION

Industrial Sector Weight 1991.92 1 199293 1993-94
1 : 2 3 4 3
Basic Goods 394 6.5 2.6 59
Capital Goods 16.4 -86 - 0.1 . -53
Intermediate Goods 26,5 -2.2 3.4 1i.4
Consumer Goods 23.6 ' 1.5 1.8 3.1
Consumer durable ' - 26 -10.7 -0.7 152
Consumer non-durables 21.0 4.7 C 2.4 0.5
17




TABLE 1.11 .
GROWTH RATES OF INDUSTRIAL PRODUCTION BY
BROAD GROUPS OF MANUFACTURING INDUSTRIES i
' ' ' {Per cent)

Sectors ' Weight 1991-92 1992-93 1993-94

!

[ 2 3 4 '
Food Products 53 4.3 _ w16 -84
¢ Beverages & Tobacco 1.6 24 3.9 213
Cotion Textiles 12.3 B 8.0 5.0
Jute Textiles ' 2. -18.6 - 472 i8.6
Other Textile products 0.8 -5.8 2220 S-a2

Wood & ' .
Wood products (.5 - 6.2 EX L 4.3
Paner & Paper products 32 2.6 3.9 0.5
Leaiher & Fur products 6.5 - 6.7 3.5 6.6

Rubber & Petro

products 4.0 - L 1.5 0.9 C
Chemical products _ 125 2.8 ! 6.4 7.4
Non-metaflic min. . : ' i
produets o kS 62 .18 3.4
Basic metals & atloys 9.8 57 « 04 150
Metal producis & parts 23 74 -64 R
Mon-electrical ' e o
sachinery SR 6.2 - 1.9 | - 1.2 A2
Electrical machinery | X -2.0 - 6.8 B
Transport equipment 8.4 7 | 5.5 32
Other mfg. industries 0.9 A% ! 4.2 ; .57

Hank, OFCD and the GATT Secretariat, which
emaniation of the Treguay Found mlti age Mli ';Cd

Estimates have been made by the Woi
show ihat the income effects g
between 213 to 274 billion 1.5, 8gll#rs ;
estimate of the overall trade impact 13 that the Jevel of merchandise ‘{I'Zﬁde ;r‘ “f(md'a WIH bﬂ
higher by 745 biilion U.8. dollars in the veay 2003, than it would otherwise have becn The
GATT Secretariat further projects that the largest increuses will be in the area of dﬂthmg
(60%), agriculture, forestry, and fishery producis (20%) and processed foods ang seoverages
(19%). Since India's existing and poteniial cyport competitiveness iies in these' product
groups, it is logical lo believe that India will obtain Jarge gains in these sectors. Alssuming
that India's market share in world exporis improves from 0.5% o }% and that we would be
able to take advantage of the opporiunities that arc created, the trade gains may
conservatively be placed at 2.7 billion U.S. dollars in sxiva exports per year. . I
There are several areas i the Uroguay Round f‘u\,ﬁdp: that rzlate to lllrllkf*t access. The
more important ones are tariffs, textiles and garments and agricolture. i

The Urvguay Round Agreement has also strengthened multilateral rules and disciplines.
The most important of these relate o anti-dumnping, subsidivs and countervailing seasures,
safeguards and dispute settlement. For example, on subsidizs countries with a per capita
income of less than U. S dotlars 1040 have been e‘mnpted from the g C,»nem! pnd‘»m{, put of




export subsidies on W‘u%mai products, Regard!ess of the level of per capital income, all
countries will have to phage out export subsidies on products where they have a share of

3.25% or more of ihe world ’mrkcl in two consecutive years, But tnls only affects India's
exports of dlamond%

The Agreement on Tra_d_e Retated Investrment Measures (TRIMs) prohibits investment
measures that are inconsistent with national treatment {Articie 'H). Developing countries
have been allowed a five year transition period to phase ous inconsistenit TRIMs. The -
Agreement does not impose any obli 'gauoa‘a 0 pmvsdc access 10 all or any particular sectors
for toreign investments,

The General Agreement on Sarvices (GATSY has two major across-the-board requirements.
The first s non-discrimination on the basis of the niost favoured nation (MFN) clause and
thie second is transparency. There is no requirement for an across-the-board opening up of
the services sector. India has made an offer on the basis of the country's self-interest. India's
interest in the nugotiations on services was primarily in the delivery of services through the
modality of cross border movements of neutral persens. The negotiations on services will

come to an end six months after the entry into ioice of the agresment estdbhshmg the
WTO.

The Agreement on Trade Reiated Intetlectual Pronerty Rig"ﬂt' {TRIPs) provides norms and -
:.fazadards for COpyraghtJ Lsné reia ted rmllts tr.{da-mms geographical indicators, industrial
and protection of undiscl_osed
frit requires compliance with the
a signatory 1o the Berne Couvention
: nents of the TRIPs Agreement. A Bi_l{

pmv;‘imn of the B-*rn?»u)hw“!tmn India s ¢
sad the sew Copyright Act already meets the ¢
10 amend the Trade Em(f I'“Ier{:h'and%se I\/’a

},e“sr {ransiticn per i0d. thhis 15 & v
@

Cu patents, the basic obligatinms thal product and process patents must be permitted in all

reas. However, specific excepiions from patentability are permissible for selected  areas.
Countrizs that do not provide producis petenis in certain arcas now, can delay the
Provisions requiring products paterts for another {Ive vears, beyon(. the five years that are
granted as a general exemption. But exclusive marketing rigiis will have to be provided for
products which obtain paienis afier 1, Januasy 19%3. The Patenis (Ameqdment; Ordinance
of 1994 has accordingly Been promulgated on 31 December 1994, On plant varietics, there
i3 an obligation to provide for pi(_;‘?{.\.,m{:li b\ paizats or by an effective sud generis system of
by a combination.

The W.T.0. is to implement the international trading rules. Provisions are there for binding
arbitration and appeats, with quick dispute settlement procedures for all areas. The threat of
unilateral actions is considerably reduced. '
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L1l CHANGING WORLD ECONOMIC SCENARIC

Trade libcralisation and the opening up of avenues for foreign investmen! together have led
~ to positive economic benefits during the last three years. The first of these benefits has been
the improved access to external sources of supply of raw materials and components as well
as intermediate products for Indian Industry. This has tiberated many industrizl uits from
the conventional constraint of inadequacy of domestic supplies of raw materials and other
maintenance ftems required for sustammn manuta(_turmg operations at reasonably high
levels of capacity utilisation. _ o

~ Second, with the improving forex reserves position consequent on substantial inflows of
capital, the policy makers have been able to improve supply management of critical bulk
consumer items such as sugar and edible oils through imports and to that extent moderate
the inflationary trends in the economy.

Thll‘d the intangible benefit of a regime of liberalised imports is the quality upgradatton m
Indian industry made possible by the improved access to imports unhindered by
bureaucratic decisions which used to circumscribe the importer's choice of quality, Besides

|
for the targe companies in India access to funds from global markets at much raduced costs

has ncreased.

Recent years have séen the formation of a number of major¥gade blocks some of which are
very strong and well known. A short list is as tollows : :

Name O No. of countries |

1. The European Communities (EU 12
2. European Free Trade Association

\_,,
-1

3. Economic Cooperation Or 3

4. The Arab Common Marke T '
5. Latin American Intc'on ARociation il '
6. Association of Soutf} @ Nations (ASEAN) 5

7. North American Free Tde Agreement (NAFTA) 3 i

(There are 24 such regional trade blocks)

|
Reglonai blocks agreement, which is in fact goes agamst the Punc:p!e of GAT'T pose
hurdles to other countries. There can be trade diversion away from these countries to those
within the block. The motivations to forn suah biocks may not be economic alone but may
be political and cultural. '

. ' |
Activity - E i
Explain the meaning and unphcatlons of the following - Use the latest data-from RBI's or
other publiications. : : |
Trade Deficit : - | o |




Forex Reserves :

Traditional
Export items :

Activity - F
Find out from the newspaper the current exchange raie between :

As on As on

30th Se 31 st Dec.
US $ and Rupee _ _ 6

German Mark and Rupee O
_Japanese Yen and Rupee '

British Pound Sterling and Rupee ?\
Activity - G Q~

What do you know about Ur@(mmd, Marrakesh, GATT, WTQ?

As on
31st Mar.

Activity - H

What do you know about TRIPS, TRIMS and GATS? Give examples.
TRIPS




'TRIMS

GATS

Activity - 1 o | | |

What are the countries which have formed into a strong trade block/union as lisied below?

EU - | e

EFTA | . R

ECO _ - \

NAFTA | | \) S
1.12 SUMMARY g?, - |

The data in the different tables give -eye-view of the Indian Ecounmy. Based on

“this the business in Indiz may take rwiroaimeni as stable for the past fow years, the
financial position of the Gov is conducive for contrgliing the_inﬁﬁtioni and the
position’ of trade and indusirial Whduction shows clear signs of growth. This can be
confirmed by referring to the Industiial Policy of the Government in a later znit,

1.13 FURTHER READINGS

1. D. Amarchand, Government and Business, Mew Delhi, TMHE 1994 Edn. |
2. Government of India, The Economic Survey, Publicaiions Division, 1995,

3. Glueck William F., Business Policy and Straiegic Management, 1980
(Tokys, Mc Graw-Hill)

4. A. Das Gupta and N.Sen Gupta, Government and Buginzss, Suitan Chand & Song, Drelhi,
1994, '




1.14 SELF-ASSESSMENT TEST

1. "Broadening the horizon of your awareness" - is a message applicable to spiritualism and
business leadership. Explain what does it mean to a business leader?

. "Directive Principles of State Policy” have not changed. But there is a sea of change in
the economic policy pursued in the country in the recent past. How do you reconcile
these two? Have we violated this part of the constitution? - '

1J

3. Discuss India's Export trade pattern in recent iimes.

4. Government's indebtedness has some serious implications to the economy in general and
business in particular. Discuss.

5. Briefly describe the changes that are expected in the near future since the agreement with
WTO has become operational.

6. What are the prospects of India joining a Trade block? What advantages may be
expected if it happens? :

[
L)




UNIT - 2 : POLITt'AL AND LEGAL ENVIRONMENT

Objectives

After reading the uait, you should be able to :

understand the impact of political and legal eavironment on business;

the concept and components of democratic socialism in India;

‘the legal framework in India with special reference to socio-economic leglqlation
relevant to indusiry; and

overview the functioning of some economic administrative bodies in India.
Structure

2.1 Introduction _

22 Economic, Social and Secular ldeologies |
2.3 Democratic Socialism in ]ndi.a. 0 |

24 Compaonents of Political System O _ |

2.5 Legal Envimnmeﬁt ' ' B

2.6 Important Economic and In 'alYg,islations

27 Securities and Exchan oaer India

2.8 Summary
29  Further readings

210  Self-Assessment Test

21 INTROBUCTION | |

Business and politics arc closely related to each other. Every business has to function
within the political framework of the country. Business cannot survive and prosper witliout
a clear understanding of the dynamics of politics and without the support of public opinion.

Political environment consisis of the type of government, its stability, its actions and its
control over the people. Pofitical idcology of the government determines the role of
business {irms. Political stability improves the confidence of the investors in the business.
Rules and regulations enforced by the government and the public reaction to the"n provide
necessary direction to the growth of the business. Honesty in Government lmproves the




morale of the people and prevents spreading of corruption in the society. Corrupt
government corrupts the business and society. o

A political system which is stable, honest, efficient and dynamic and which ensures
political participation of the people, and assures personal security to the citizens, is a
primary factor for economic development. The rich countries of today owed their success
mainly to the political systems they richly enjoyed. "There is today”, comments John
Kenneth Galbraith, "no country with a stable and honest Government that does not have or
has not had a reasonably satisfactory state of economic progress”. He further argues that "In
all these countries, the early emphasis was not on capital investment but on political and
then on cultural development. In the United States, Western Europg, and more recently in
Japan, a secure political context was stressed in both thought and action on economic
deveiopment; it was considered the first requisite for economic progress”.

For instance, multinational companies like Coca Cola and IBM discontinued their activities
in India in the late seventies because of the government policy of restricting the growth of
multinational companies in the country. In 1989, the Government allowed another
multinational company, Pepsi Cola, to enter the Indian market to give boost to the food
processing industry, Recently, the Coca Cola Company again entered the Indian market.
Stability of the Government is also an important {actor from the point of view of growth of
business. Businessmen prefer to start new units in tigge states where there is political
stability and where rule of law prevails. 6 '

A business can succeed in the aécomp!ishmt_s goals only if it is able to properly
foresee the changes in the policies and proghamfhes of the Government and adjust its
activities accordingly. Changes in the G ent policies and programmes may be and
* lasting (a) long term or (b) short t an@ contextual or (¢} of cyclical nature. At times,
regional factors may also influen olicies and programmes.

Long-term changes reflect shift in the attitudes and viewpoints of the voters. Thus,
in a country like ours, these aimed at reduction in unemployment, industrial hazards,
economic insecurity and to afford protection to the consumers. Quick changes in the
policies and programmes of the Government may be caused by unforeseen factors such as
outbreak of war, calamities like earthquake, drought, etc. Cyclical changes in
Governmental policies and programmes take place when elections to the legislatures are
round the comer and the Government is relatively more responsive to popular opinion.
Uncertainty as regards who may win the elections may also cause instability and business
houses may prefer to wait and watch what changes may be made by the new leadership.
Regional factors will influence Governmental policies such that a leadership with rural
orientation may place greater emphasis on agricultural and industries based on agriculture. -

2.2 ECONOMIC, SOCIAL AND SECULAR IDEOLOGIES

Business is a sub-system of the economic system of the country and it is composed of
innumerable inter-locking sub-systems known as industrial and commercial firms. Each
firm has further sib-systems such as production, marketing, finance and personnel. The
economic system of the country exerts the most pervasive influence on the structure,
organisation and operations of these firms. Therefore, the ‘business system of a country
cannot be studied without reference to the economic system of which it i~ a part. Th.e
economic system of the country provides economic environment of business. Business is
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. : |
influenced by the overall economic, fiscal, commercial and industrial policies of the
Government etc. |

Under a capitalist economy, business is largely operated by entrepreneurs for priv:ate profit.
Decisions relating to production, distribution and consumption are made through market
forces of demand_and supply without much interference by the Govemment.: But in a
communist or socialist economy, all business decisions are dictated and regulated by the
central agencies of the Government. The business cannot take independent decisions here.
However, in a mixed economy like India, the businessmen have freedom of choice and
action in certain industries. Some industries are reserved exclusively for the public sector.
The privaie sector business enterprises have to be guided by the Governmental budgetary,
mdustrial and commercial policies. They are also expected to pursue their ‘social

responmblllt:es as they operate under the socio-economic environment. |

2.3 DEMOCRATIC SOCIALISM IN INDIA .'
o

The classical basis of socialism was provided by Marx and Engles who believed that to end
~exploitation from the world, it was necessary to abolish private ownership of the means of
production. Marx and Engles considered private property to be the cause of| all social
levels. The tremendous progress achieved by the Soviet Union, which: followed Marx and
Engles Model, has an impact on the capitalist countriesNgf the world also. Alihough the
countries that followed capitalism did not lose faittNjn phivate property and mdmdual

freedom, yet they were convinced that the GOUent could play an effective role for

faster economic development. ‘

Jawaharlal Nehru, the first Prime Minist?& the architect of Indian Plannihg, ‘greatly
admired the achievements of Soviemecodpmic system. He borrowed the concept of
socialism from socialist societies @vnﬂcr&tic values of the capitalist societies to take
advantage of the virtues of twosextreme societies. This tvpe of mlxc economy
followed by India is describe >mocratic socialism”, S '

' . |

Under the Directive Principles of the Indian Constitution, it has been laid down that the
State should strive "to promote the welfare of the people by securing and protecting as

effectively as it may be a social order in which justice, social, economic and political, shall
inform all the institutions of national life". o . T

While following the mixed economic system, the successive Governments in I[ndia since
Independence accorded distinctive role to the public_sector for faster development of the
economy and egalitarian distribution of national income. Although the private sector is
permitted to base its activities on the profit motive, exploitative character of this motive
was effectively curbed by the Government. The Government played an important role in
~ the economic sphere and it tried to ensure that the fruits of economic developrnent are as
widely distributed as possible. :
|

The mixed economic system prdct:sed in India during the last four decades has been able to
create social and economic infrastructure. It provided industrial base by fostering the
development of heavy and basic industries and enlarged educational opportunntles But it

falled to increase the employment facilities as was expected. It also failed in ellmmatlng
: : o

|

|

% S
. . |




poverty and reduction in concentration of income and wealth, Moreover, the economy was
over regulated leading to stagnation in many fields of economy.

The disintegration of Soviet Russia and Politica! and economic upheavals in other East
European Socialist countries resulting in the introduction of market-based economy made
India also to realise the need for liberalising its economy by reducing government controls
and regulations. In this context, the economic reforms initiated by the Government of India
in June 1991 aimed at unshackling the Indian industrial economy from the cobwebs of
unnecessary bureaucratic controls. '

2.4 POLITICAL INSTITUTIONS

The political system in India under democratic socialism comprises three vital institutions.
They are (1) legislature, (ii) executive or government and (iii) judictary.

(i) Legislature : lLegislation exercises more influence on the business activities and its
impact is considerable. The legislature decides such vilal aspects as the type of business
activities; growth, regulation and control of business, size of operations, employment and
working conditions etc.

(ii) Executive or Government : The Sovereignty of the Indian Republic rests with the
people who elect their representatives to govern thegselves. The Parliament/Assembly
makes laws for the country/state and the executivezgnfo¥ges them. The executive includes
the head of the state, his’/her ministers and all_pther cers of the Government who are
concerned with the execution of laws and run, administration.

(iii) Judiciary : Judiciary determines t nner in which the work of the executive has
been fulfilled. The main function gf judiiary is to see that the authority of the executive
conforms to the general rule down by the legislature. The Indian constitution
establishes an integrated judiciary With the Supreme Court at the apex.

As discussed above, Gove nt is a political institution with a social purpose. The
intensity of Government - Business relationship depends upon the form of Government; the
ideology of the ruling party; the strength of the opposition parties; the role and
responsibility of bureaucracy; socic-economic legisiations; velocity of government
policies, pians and programmes; and the political stability. All these critical elements of
political-legal environment will have heavy impact on the finctioning and growth of
" business organisations. For example, successful operation of business depends upon
operation and co-ordination among a number of Government departments like Company
Law Board, SEBI, Department of Indusirial Development etc. When' the polltlcal
institutions work efficiently business prospers without constraints; otherwise it results in
red-tapism, procedural deliys, excessive centralisation and lack of dedication leading to
frustration among businessmen. '

Political Stability and Change
There is a close nexus between political stability and business growth. There is evidence to

state that business grows in a region which is politically siable. Political uncertainty is the
main reason for the fall of business rnesiment and ultimately the economic urowlh it
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countries like Afghanistan, Bangladesh, Hong Kong, Kuwait, Nigeria, the Phi]flppines,
Poland, South Africa, United Arab Emirates.
|

Even in our country political instability resulted in decline in business investment from
time to time. Within the country also, business prospered whenever and wherever there is
political stability. Maharashtra, Gujarat and even West Bengal today provided political
stability and the businessmen naturally preferred these regiors. Businessmen were affected
so much in states like Assam, Bihar, Jammu and Kashmir, ctc., due to continuous polltlcal
agitations and hence. they are preferrmg to stay away from 1hu,n, states. .- =

Political stability of a country is considered not only in terms of physicél events and
happenings but also in terms of the stability of Government machinery and policies in
relation to business. Government formulates and executes a number ofipoli(;ies and
programmes. If the Government frequently changes its industrial policy, fiscal policy,

monetary policy or trade policy and the like, it unnerves the business sector and' thereby

adversely affects business investment and related activities. If policies and programmes are
stable then business can plan out its activities; otherwise it faces a tremendous armount of
what is called 'non-market" risk and uncertainty. Stable policies build: up business
confidence and help corporate planning. Further, whenever a country becomes pphtlcally-
stable, thcre would be inflow of foreign capital making heavy investments. Since 1991
many multi-national companies have been in our couniry and this is mainly due 1 change

in the ideology of the Government and political stabiliti On the other hand' foreign
enterprises in the recent past have started rethinking oW th# investment in India due to _

Activity A - _ ' Co
: : ? v o
State the relation between political er@e and business. - .
|
@ g . . I
' | E Co

politicéll uncertainties (e.g. Enron's Power Pr_ojectOretal outlet, ete.). |

Activity B

Explain the-type of changes in Government Policies and Programmes in the recent past
with specific examples. : I
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Activity C

List out some of the instances where change in governments ‘affected the survival and
growth of specific business undertakings.

25 LEGAL ENVIRONMENT

Legal environment is an important offshoot of political envii’o'riment but it reflects long-
term objectives of the public and the political leadership chosen by it. Thus, influenced by |
its own |deoiogy or popular pressure, the Govammﬁnt_ may -enact- laws-to. Legulate and ' |

Important among the laws within the framework of whidl a business is required to operate
in India are as fo]lows ' " '

a. The Contract Act o o O _

b. The Companies Act. .~ . _

¢. The Factories Act. - ?\ S

d. The Industrial Disputes Act. _

e. The Workmen's CompensationQ' o

f. The Essential Commediti ‘ o ' ' ' C

g. Tax laws, dealing with ed customs duties, Central and local sales—taxes income-
tax, surtax and so on. : .

h. Industrial (Development and ‘Regulation) Act.

1. Monopol}es and Restrictive Trade P_ract;ces_f\;:f
j. The Foreign Exchange Regulation Act.

Let us now discuss some of the 1mponant economlc leglslanons |n India havmg

considerable impact on industry.

2.6 IMPORTANT ECONOMIC AND INDUSTRIAL
LEGISLATION‘?

1. lndustnes (Development and Regulatlon) Act 1951

The Industries (DeveIopment and Regulatlon) ‘Act, 1951 ‘is a very important piece - ‘of
economic legislation affecting the industrial sector. The Act came into force from May 3,
1951 and it extends to ihe whole of India. The Act seeks to secure planned industrial
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development of the country by regulating, controlling and developing industries tﬁat are
included in the First Schedule of the Act. . '

Objectives of the Act : The following are the important objeciives of the Act:
’ |

_ L | )
1. To implement the Industrial Policy : The primary object of the Act is to provide to
the Central Government the means of implementing its industrial policy. Lo
! _

. . . Co

2. Regulation and development of important industries : The Act brings under the
control of the Central Government the development and regulation of certain
industries., : : : '

3. Planning and development of new undertakings : A sysiem of éliceﬂsing is
introduced” under the Act to regulate planning: of future development lof new .
undertakings on sound and balanced lines as may be deemed 'expédie'nk in the

- opinion of the Central Government. In view of the liberalised industriali policy,

~ only 18 industries have been subjected to compulsory licensing, whi¢h were
subsequently reduced to 15. , ' I

4. Protection of Smail-Scale Industries : This is sotight to be achieved, by rléserving

certain items exclusively for small scale sector. =~ | |

5. improving working of the industry, promoting'gfrangements for better marketing,

standardisation of products etc., througl:@o t Councils. | : '

Scheme of the Act : The Act is divided into t rts. Part I deals with devglopment
aspects and Part-11 deals with regulatory asp scheduled industries. o '

|
" The development of the Scheduled lv@y is sought to be. secured primarily 'thﬁough the
agencies of Central Advisory Cguncil‘apd Development Councils as well as by offering
certain special facilities. - : o o '-
: |
Regulatiog of scheduled industries is sought to be done by means ofl‘ a s.lystem of
registration of existing undertakings, licensing of new undertakings for producing new
articles or for substantial expansion or change.of location of existing undertakings! -

. ’ |
_ Contro| over the .industries is sought to be exercised by causing investigation into the
working of these industries and in appropriate cases taking over of direct managément and

control. ! |

The Act, however, empowers the Central Government to ‘grant exemptions to any
undertaking or 2 scheduled industry o class of undertakings or scheduled industries from
all or any of the provisions of the Act, Rules or Orders made thereunder. Exem'ptions are
granted having regard to the smaflness of; or the number of workém-_emp#oye¢ in, or the
amount invested in, any industrial undertaking or the- desirability of ‘encouraging small
" undertakings generaily or the stage of development of any scheduled industry. !
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1. Registration of Undertakings : Every existing industrial undertaki_ng was required to be

registered after the Act came into force, provided it was included in the s_chédulejt_d the Act.

The Central Government shall register the scheduled industries and issue to the owner of
the undertaking so registered a certificate of registration containing the production capacity

of the industrial undertaking and other prescribed particulars.

2. Licensing of Undertakings : All new undertakings covered by the schedule must obtain
a license from the Central Government before being established. The license may contain
conditions regulating the size, location, manufacturing programme, and expansion or
addition of a new product. :

3. Investigation : The Central Government enjoys wide powers of contro! by invesfigatibn

into the scheduled industrial undertakings. The Central Government may -~ order -
investigation to be made of any scheduled industry or industrial undertaking if it is of the -

opinion that in the case of such undertaking there has been substantial fall in the volume of
production, or marked deterioration in the quality of any product, or any unjustifiable risé
in price, or if the undertaking has been managed in a manner detrimental to the public
interest. ' - ' ' S

4. Directions : On completion of the investigation, the Central Government may issue
directions regulating the production. It may require the indusirial undertaking to stimulate
development of industry, or prohibit the undertaking fggm reducing its production capacity
or economic value, or control the prices, or regn@ distribution of product(s). The
Central Government is also empowered to revgke th istration or license if it deems it
necessary or justified in public interest.

industrial undertaking in respect of which{directions were issued-has failed to comply with
‘ih a manner highly detrimental to the scheduled
terest, it may take over the management of such
undertaking. It may also ver an industrial undertaking, if the persons in charge of
such undertaking have, by r ss investments, or creation of _encumbrances on the assets,
or by the diversion of funds, brought about & situation which is likely to affect the

production, or if it has been closed for a period of not less than three months.

5. Taking over of Undertakings : If ?@nmﬂ Government is of the opinion that an

such directions, or it is being ny
--fndustry concerned or to public§

Administration of the Act : The Act provides the establishment of three bodies to
implement its provisions. These bodies are described below: S

" a) Central Advisory Council : The Act requires the Government to establish a Central
Advisory Council consisting of the representatives of industry, labou, consumers and such
other ciass of persons as the Central Government may consider suitable. The Council has
been created to consider the general problems of industries and the specific probiems of
registration and licensing and to advise the Central Government on ‘regulation “and
development of scheduled industries.. - . - L
b) Develcpinent Councils : The Act provides for the segiqg_ up __p_f a o_;l__evelopr’n_ent cquncii
for each major indusiry group. covered by_the Act to stt_lgg_e_'st';':i_@'p;c}ﬁ:me'nt i quality of
service, management. and productivity and to recommend targets \'f'lJf production, measvres

of rationalisation and modernisation and for increase in efficiency.
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!

c) Licensing Committee : The Act required the setiing up of Llcensmg Cmnmmee io
regulate industrial development in conform]ty with the prionties taid down in the Fne Year
Plans. 1t grants licenses for setting up new enterprises in the private sector after conssdcnng
their capital, location, plant capacity propused to be installed, technical and managerial
personnel, foreign collaboration, etc. The Licensing Committee follows the licensing
procedure laid down by the Government from time to time. |
|

2. Cblﬁpanies Act, 1956

|
The first Indian Companies Act providing for the registration of Joint Stock Companies
was passed in the year 1850 on the lines of English Companies Act, 1344, Later the Indian
Companies Act, 1913 was enacted after many amendments to the first legislatien. The
present legislation i.e., Companies Act, 1956 came into force on April 1, 1956. Later the
Act had undergone amendments sixteen times before the introduction of the ipresent
Compames Bill in May, 1993, ' .
The Companies Act, 1956 is one of the biggest legislations with 658 sections, 6 Tables and
i3 Schedules and a large number of rules, forms, guidelines and clarifications:given by the
Company Law Board. The Act applies to the whole of India and applies to all classes of
compames It also contains. provisions relating to companies incorporated outsude lndia but
which have an established place of business in India. . i

.Dbjectives of the Act : The main objects of the Act are@:elow : o '

i) To regulate private investments O o
. |

i) To protect the légitimaté interests reholders in view of the separation of
ownership from managemen'tq' he cse of a joint stock company L
i) To safeguard the interegig of cfeditors in view of limited liability of the Company
T . . . : |

resig o
iv) To help the de_velopmena companies in India on healthy lines -

v) To prevent misconduct and mélpractices on the part of company management
|
vi)To help attain the social and economic objectlves con‘tamed in the directive
principles of the constitution :
wt)To cstabllsh an approprlate authonty for administration of the 'Act and
enforcement of its prows:ons : '
|
Scheme of the Act : The entire Act may be conveniently divided irito fol_lowi'ng- four parts : -

I. Incorporation of a company (Part II to 1V of the Act) : This part covers: b

i) . Nature and kinds of companies ' - '
i) Formation of a company and matters incidental thereto '
iii} Form and contents of Memorandum and Articles of Association etc.
) Prospectus _ ' '
V) Issue of share capital . .
|
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1L -Registration of Charges

IlI. - Management and Administration including :
3. Membership in the company
b. Meetings and Resolutions
c. Managerial personnel and managerial remuneration
d. Accounts and Audit, Dividends
e. Investigation
f. Supremacy of majority and prcventlon of oppression and mismanagement
g. Cormpromise, arrangement, reconstructions and amalgamations
v. Winding up covering such aspects as modes of winding up, conduct of winding up

and dissciution of the company.

Admigistration of the Act : The Central Government is the supreme authority responsible
for the administration of the Companies Act through the Department of Company Affairs.
The day-to-day administration has been vested in the Company Law Board.

Company Law Board : Set up in 1964, it has been constituted as an autonomous organ by
virtue of the Companies (Amendment) Act, {988. It discharges such judicial and quasi-
judicial functions as were being exercised by the court. Thg Board shall consist of not more
than nine members, one of whom shall be the ch@ The Board has a three-tier
administrative set-up as foliows :

1. Central Office at Dethi O

2. Four Regional Officegat Bolgbay, Calcutta, Madras and Kanpur headed by
a Regional Directcle‘

£} Registrar of ies in every state to cafry out registration of
companies and r administrative duties. - S
3. MRTP Act, 1969

This is the most important legislation in India which aimed at prevention of concentration
of economic power when it is to the common detriment as well as prohibition of
monopolistic, restrictive and unfair trade praciices. The Act came into force from Ist June,
1970 and applies to all companies in the country, except Jammu and Kashmir.

" The MRTP Act, 1969 underwent amendments in 1974; 1980, 1982, 1984, 1986 and 1988

before the recent amendment in 1991. The 1991 amendment brought far- reachmg changes
when the philosophy of the Act underwent a total change.
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Objectives of the Act : The principal objectives of the Act, as spelt out-in ithc Preamble,
were : : ' - |

i) Prevention of concentration of economic power to the common defriment '
i) - Control of monopolies R s '
i) Prohibition of monopolistic trade practices ' ‘

iv} Prohibition of restrictive trade practices. ' B

After the 199] amendment, the first objective has become irrelevant as the relevant

provisions to achieve the objectives have been deleted. The objectives of the Act now are :

Yy Co_ntrol of monopolistic trade practices; I
ii} . Control of restrictive and unfair trade practices.

Applicability of the Act : After the 1991 amendment, the Act is applicable to all

_undertakings and financial institutions (including the government undertakingsy except the

following:
i) - any trade union or other association of workmen or employeés formed for
. their own reasonable protection ; R | e
i) the underakings owned and controlled by 2 Government comipany or the

~ Government engaged in the production oRgrms and ammunition 'aind allied
items and units; ' . ' R '
i) all banking companies and insu comipanies for which corresponding .
sovisions exist in respect of t.‘i@fnpanies in the special statutes
governing them. !

Scheme of the Act : The Act dea 'thzt;polisiic_ trade practices indulged in by any
undertaking. It defined the co f monopolistic frade practices in terms of
unreasonableness of the pr'@ charged, unreasonablencss in preventing or ‘lessening

competition in the market, if g pricési, profits and limiting technical develppment to
the common detriment etc. TheMemedy for dealing with monopolistic trade practice is an

inquiry at the instance of the Central Government by the MRTP Commission or sug motu

by the Commission and suitable orders being passed by the Central Govemlﬁent thereafter

_to prevent the mischief resulting from such practices. The Act also deals with matters -
 relating to restrictive trade practices. Briefly stated, a restrictive trade practice is one which

" prevents, distorts or restricts competition for goods and eervices in any manner. The Act

A B I LR BT Ly . om ~ - g g L] .
“-provides for scheme of-regisiration of certain agreements reiating to- restrictive trade

practices.

. _The MRTP (Amendmcnﬂ,#.ct, 1984 _intrbdi.lc_éd new provisions rélating ‘to urifair trade

practices with a view to promoting the interest of Consumers.” An-unfair trade practice -
means a trade practice which for the purpose of promoting the sale, use or supply of any

- goods or for provision of any services adopts any unfair method or unfair or deceptive

practice. it is essential to note that the MRTP Commission has been given full powers to

' iegulate restrictive and wnfair trade practices by means of an inquiry and pass final orders

thereon. The MRTP Cominission may inquire into restrictive and unfair tria"de practices at
the instance of the Central Government, State Government, Directinr General of
Investigation and Registration, registered consumer associations, individual consumer and

on its own,
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MRTP Commission : The MRTP Commission set up under this Act is an independent
quasi-judicial body and has power similar to a Civil Court under the Code of Civil
Procedure, 1908 on some matters. The..Comm'ission shall consist of a chairman and not less

* than 2 and not more than 8 other members, to be appointed by the C#ntral’ Governnient. The '
powers and functions of the Commission are : ' ' o o

i) . ‘Power to order for preliminary investigation -

it) Power with respect to trying of suits, etc.
iii) ' Power to grant temporary injunction

iv)y . Power to grant cqmpénsation_. :

v) Power to enforce orders _ _
vi) Power to cause investigation in éert_ain cases

‘vii)  Power to punish for contempt’
viii)  Power to make rcgulations.
x) Power to grant exemption .

Director Genera! of Investigation. and Registration : The Director General of
Investigation and Registration is an important wing of the enforcement machinery meant
for implementing the provisions of the MRTP Act. The Director-General is appointed by
the Central Goverament, In addition to the Director-General, the Central Govemnment may
appoint as many Additional, Joint, Deputy, or Assistant Directors-General as it may think
fit. The Direcior-General enjoys certain pOWETS and performs functions required of him
under the provisions of the Act. He acts independently ofNge MRTP Commission. '

4. Foreign Exchange Reguiation Act, 197Q

The Foreign Exchange 'Regulation Act, 3, came into force br_l Ist Janﬁary,_l??fi._The
Act applies to the whole of India and appligg” ' ST

or incorpora ndia. .

-

1} - toall Indian citize%_ou'ts:ide India; . .. . .
it) branches an%(‘:ic. abroad of companies or bodies corporate registered

Objectives of the Act : The objectives of the FERA are as follows :

i) To regulate certain payments: o _.
i) To regulate dealings in foreign exchange and securities _
iii)  To regulate the transactions indirectly affecting foreign exchange
“iv): - To regulate import and export of currency and bullion
vy Toconserve the foreign exchange resources of the country and to utilise the
o . same in the interest of the economic development of the country
vi) To regulate holding of immaovable property outside India -
wvii)  To regulate employment of foreign _na_tionals,_ o _
‘viii).  Toregulate acquisition, hclgj_i_ng;,"etc., o'ﬁj_ ; m'ovab_le'prOperty' in India by
. non-residents S R SR
ix) To regulate foreign companies .. .
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The Preambie to the FERA, 1973 as amended in 1993, states the objects of ﬂlhe-Act as
‘consolidating and amending the law regulating certain payments, dealings in foreign
exchange and securities, transactions indirectly affecting foreign exchange-and the import
and export of currency for the conservation of the foreign exchange rescurces of the
country and the proper utilisation thereof in the interests of the economic development of

the country.

Administration of Exchange Control : Exchange control is administered by ttLe Reserve

Bank in accordance with the genera! policy laid down by the Government in ¢
with the Reserve Bank., Much of the routine work of cxchange control is del
certain commercial banks whlch act as authonsed dealers -

nsultation

egated to

Prior to the new Industrial Policy, 1991 foreign equity upto 40 per cent of the isstied capital
was allowed to be raised in respect of foreign collaborations with the-approval of RBI. Any

Indian company with more than 40 per cent foreign equity would be terme

company to which a great deal of restrictions imposed by this Act were applicable.

a FERA
The new

‘Industrial Policy has announced ' liberalised measures ‘to - attract - foreign investment.
Accordingly, a list of high-priority industries have been specified in which | automatic
approval would be granted for - (i) foreign technology agreements. subject|to certain
conditions;" (ii) direct foreign investment upto 51% foreign equity subject ito certain
~ conditions and (iii) and direct foreign investment of more than 51% in listed forty

~ case of other industries, foreign-equity participation would be allowed upto 40%

“industries subject approval by Empowered Board/Foreign Investment Promotion
proposais for direct investment in India would requé:

are regulated under this Act :

procedures. O
Transactiois Regulated by Exchange %ﬂ : The following are the transactions that

1. Purchase and sa‘e%ﬂother dealings in, foreign exchange and
: : maintenanc branches at foreign centres . .- - - _
2, Procedures @ isation of proceeds of exports

Board. In
All other

ific approval under the general

3. Payments to nofi-residents or to their accounts in India

4, Transfer of securities between residents. and non—resndents and acquisition
and holdings of foreign securities

5. Foreign travel with or without exchange . .

6.  Export and import of currency, cheques, drafts, travellers' chequt,s and

other financial instruments, securities, _]ewellary, ete.

7. Trading, commercial and industrial activities in India. or fonengn firms-and

companies and foreign nationals as. well as acquisition of business

undertakings and acquisition and holding of shares in Indlan compames by -

such compamesfﬁrms and persons .-

8. - Investment, including portfolio mvestment in. Indla by non—resnd?nt Indians

9. ©  “Appointment of non-residents and foreign natlonals and foreign companies
) as agents in India

10. Occupation or profession undertaken in lndla by forelgn nationals

11, Acqulsmon holding-and disposdi of immovable property in India by

. —e—e— -foreign nationals and foreign companies

12. Acquisition, holding and disposal of immovable property outside [ndia by

- persons resident in India

36




Enforcement Agencies : The Act s desired to ensure _efTectiQe enforcement and
implementation of the provisions. The scheme of enforcement envisages appointment of

enforcement officers, adjudication of proceedings for levy of penalty by an adjudicating . -
officer (the orders of whom are appealable to the Appellate Board and High Court), and

prosecution proceedirigs for offences under the Act by the Court.

-

The Act provides for appeiniment by the Central Government of the Director,. Additional

Directors. Deputy Directors and Assistant Directors of Enforcement and such other class of

Enforcement as the Central Government may think fit to appoint. - -
5. Industrial Disputes Act, 1947

The Act was designed to provide a self-contained code to compel the parties to resort to
industrial arbitration for resolving existing or apprehended disputes without prescribing
statutory . norms for varied industrial relations norms so that the forums created for
resolution of disputes may remain unhampered by any statutory control and devise national
norms keeping pace with improved industrial relations reflecting ‘and imbibing socio-
' economic justice. ' o ' :

Extent of the Act

The Act extends to the whole of the India. It applidato all industries whether they be
carried on by private owners or by the Governmen® ct has been amended from. time
to time. The latest amendment to the Act \vaSGEn Ugust, 1984

Ohj&tives of the Act

certain other purposes. it ensu ess of industry by bringing about harmony and

The Act makes proviéion for the iQsti‘ggionand scttlement of industrial disputes and for

cordial relationship between jhe emMoyers and employees. The following are objectives of -

the Act :

i) -~ Promotion of measures of securing and preserving amity and good
* relations between the empolyets and workmen; o
i3 - Investigation and settlement of industrial disputes between employers and
. employers, employers and workmen, or workmen and workmen with a )
right of representation by registered trade union or federation of trade
unions or an association of employers or a federation of associations of
- employers; : o '
iii)  Prevention of illegal strikes and lockouts:”
iv) . Reliefto workmen in the mater of lay-off and retrenchment:
v} Promotion of collective bargaining. -

. Definitions under the Act
ind_usf'ry__: Accoring to new Section 2(j) as substituted by the Amendment Act of 1982,

'industry’ means any systematic activity carried on by cooperation between an employer
and his workmen, The workmen may be employed by the employer directly or by or

~through any agency, including a contractor.. The employment should, however, be for the .

production, supply or distribution of goods or services with a view to satisfying human
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wants or wishes (not being wants or wishes wh
nature). 1t makes no difference whether or not -

i} any capital has been invested for the purpose of carrying on the activity

- referred to above,or . . : o

| .
i ' . i) . suchactivity is carried on with a motive to make any gain or ptoﬁt.

-

Industrial Dispute : Industrial Dispute means any dispute or difference between |

i) employers and emplbyers
i) ‘employers and workmen, of - .

iiiy . workmen and workmen, which is connected with
- . (a) the employment or non-employment, '

: (b) the terms of employment, or

E o (c) the conditions of labour of any person. ' : |

Machinery for Investigation and Settlement of Industrial Disputes

The Industrial Disputes Act provides an el
about industrial peace by setting-up various authorities fi
of industrial disputes. These authorities-include :

(i) Works Committee : Constituted at the unit 18

case where the number of workmen empl
preceding 12 months, is. 100 or -m_ orfs ‘Committee is required to perfo

. following functions :

a) - to promote "acas
between the employers and workmen; '

by toachieve the above object, it is its duty to comment upon matters o

common interest or concern of employers and workmen;

¢) . toendeavour o cOMpose any material di
matters of comsmon interest or concern of employers and workmen.

ii) Conciliation Officer : The Act empowers the appropriate Gover
many conciliation officers as if thinks fit. These officers are charged with the
mediating in and promoting the settlement of industrial disputes. The following
duties of conciliation officers * ' - ' 5

o

a To hold conciliation pfocéedings :
b~ To investigate the dispute and afl matters affecting the raerits and T
setilement thereof ' ' !
i
. |

ich are merely spiritual or religious in

or securing and preseving amity and good relations

aborate and effgctive machinery f(!)r‘br_nging _
th&investigation and settlement

this machinery is a bi-partite one, .

‘comprising representatives of employers and loyees. It is required to be constituted in
» presently or on any day | during the

rm the

f .

fference of opinion in respect of

nment o appoint as

duty of
are the

ight '




c. Send a report of the settlement to the appropriate Government or the
authorised officer together with a copy of the memorandum of settlement
signed by the parties to the dispute ' :

d. In case no settlement is arrived at, send to the Government a report on
reasons thereof.

iil) Board of Conciliation : The provision for appointment of Boards of Conciliation 1s
made under the Act to bring the two parties to a dispute to sit together and thrash out their
difference and to find out ways and means to settle them. The Act provides that the
appropriate Government may constitute a Board of Conciliation. The following are the
duties of the Board :

a) Investigate the dispute and ail matters affecting the merit and the right
settlement thereaf and do all such things that are considered necessary for
inducing the parties to come to a fair and amicable settlement of the
dispute. :

b} Send a report of the settiement or otherwise of the settlement of the dispute

or any of the matters therein to the appropriate Government, The report
shall be madz within two months of reference or within such shorter period
as may be fixed by the appropriate GoWwgrament.

iv) Court of Inguiry : The appropriate Govgemgent fiay at any time constitute a Couwrt of
Inquiry for inquiring intoc any matier appdgring}to be cornected with or refevant to an
industrial dispute. A Court may consigf of ofndependent person or of such noimber of
independent persons as the appropriate | ninent may thunk fit.

A court shall inquire into the Bwsercferred to it and report thereon to the appropriate
Government ordinarily wigdin a Beriod of six monshs from the commencement of iis
inquiry. '

v) Labsur Courts : The appropriate Governmmient may constitute one or mofe Labour
Courts for the adjudication of industrial disputes relating 1o any matters specified in the
Second Schedule and for performing such other function &s may be assigned to them under
this Act. Second Schedule lists the following matters

a. The propricty or legality of an order passed by an eniployer under the
standing order. : :

b The application and interpretation of standing order.

c. Discharge or dismissal of workmen including re-instatement of or grani of
relief to workmen wrongly dismissed.

d. Withdrawal of any customary concession or privilege.
€. Tliegality or otherwise of a sirike oy lnek-out,
f. All maiters other than those specified in the Third Schedule.
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) w) Industrial Tribunals : ihe appropriate Government may consmute ong or more
industrial tribunals for the adjudication of industrial dispufes: relating to any matter,
whether specified in the Second Schedule or the Third Schedule and for performing such

other functions as may be assigned to them under this Act. These tribunals need Inot follow
the strict technicalities of law in adjudication of industrial disputes. The Tnbunal shail
consist of one person only, who shall be appomted by the appropriate Govemment

' vu) Natlonal Tribunal : Unlike other authorities under the Act, the Natlonal Tnbunais can -
" only be constituted by the Central Government, The Central Government may, con titute
" one or more National Tr:bunals for adjudication of mdustrlal dlsputes which in its o%mlon

involves:  ° R - _ _ __|

)] questions of national importance ; or ' R

ii) are of such a nature that the industrial establishments situated in more|than
_ one state are likely 1o be interested in or affected by such dispute.-

A Natlonal Tribunal shall consists of one person only to be appomted by the Central
Govemmcm

| 6. Consumer Protection Act, 1986

A number of laws have been enacted in India over the@o safeguard the| mterest of _
*consumers. These mclude : :

‘ The Indian Contract Act, 1872; O o

The Sale of Goods Act, 1930; . _ : L
19 ' !

The Agricultural Prode 'dmg and Marketing) Act, 1937; |

_The Drugs and CogmeticyAct, 1940; . ) i .
~ The Indian Stan nstitution (Certification Marks) Act 1952

-The Preventin o d Adulteration Act, 1954;

“The Drugs and Magic Remedles (Objectlonable Advemsemenls) Act| -
1954. :
The Essential Commodlties Act, 1955;

‘The Standards of Weights and Measures Act, 1976;

*  The Trade and Merchandise Marks Act, 1958;
The Patents Act, 1970; _ : _ :
- The Hire Purchase Act, 1972: S : ' -
- The Prevention of Black Marketmg and Mamtenance of Supplles of |
Essential Commodltles Act 1980; A =
6. . The MRTP Act, 1969. : |

" The Dangerous Drugs A
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The Cbnsumer Protectiun Act -

But under all these Ieglslatlons the ordmary consumer had no other remedy but to mmate
action by way of a civil suit which’ involved lengthy legal process provmg to be too
expensive and time consuming. As such it becae necessary to evolve a law directed at
protecting lay consumers. The Lonsumer Protccuon Act 1986 was passed prowdlng for




simple, quick and easy remedy to consumers under a three-tier quasi-judicial redressal
agency at District, State and National levels. The Act was amended in June, 1993,

oL

Scope of the Act : The Act extends to the whole of India except Jammu and Kashmir. It

applies to all complaints with respect to goods (as designed in. Sale of Goods Act, 1930),

-services and unfair trade practices, with a very wide and all-comprehensive definition of
services. It includes the provision of facilities in connection with banking, financing;
- insurance. transport, processing supply of electricity, and other energy, board or lodging or
both, housing construction, entertainment, amusement or the purveying of news of other
information, but does not include the rendering of any service free of charge or under a
contract of personal services. :

Objectives of Act ; According 1o the Preamble, the Act is to provide for better protection
of the interest of consumers and for that purpose to make provision for the establishment of
consumer councils and other authorities for the settlement of consumers' disputes and for
matters connected therewith. The foliowing are the specific objectives of the Act for
protecting the rights of consumers : L '

a. . the right to be protected against marketing of goods and services which are
' hazardous to life and property; _ o
b. the right to be informed about the quality, quantity, potency, purity,
standard and price of goods, or services so ¥ to protect the consumer
_ against unfair trade practices; ' '

c. the right to be assured, wherever Dlie, aCcess to a variety of goods and
services at competitive prices; : :

d. the right to secure redressal againstffair trade practices or restrictive
‘ trade practices or unscrupul loitation of consumers; and
c. the right to consumer atiog.

Consumer : As per this Act 'gqpsum®' means any person ‘who buys any goods for a
consideration which has been ;%urorﬁiscd or partly paid and partly promised, or under
any system of deferred payment includes any user of such goods other than the person
who buys such goods for consideraticn paid or promised or partly paid or partiy promised,

or under any system of deferred payment when such use is made with the approval of such
person, but does not include; ' ' '

i) a person who obtains such goods for resale or for any commercial purpose;
o . . -
i) hires or avails of any services for a consideration which has been paid or

promised or partly paid and partly promised, or under any system of
deferred payment and includes any beneficiary of such services other than
the person who hires or avails of the services for consideration paid or
promised, or partly paid and partly promised; or :

iii) under any system of deferred payment, when such services are availed of
‘ with the approval of the first mentioned person, : ‘
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Lodging of Cumpla.ints

Complaints can be lodged and compensation can be claimed with respect to any of the
following matters : S .

i) any practice adopted by any trader or manufacturer falsely representing to
consumers that the goods or services are of a particular standard, quality,
type, mode, grade, usefulness and has sponsorship, approval or afitliation,
or gives any guaraniee or wanrranty about the fife of the product, or

" materially misleads the public about the price of goods, or gives misleading
information about competitive goods/services available in the market;

i goods purchased for non-commercial purposes if they are defective;

i) deficiency of any services hired by him or her, which may be oftE?e nature
: of a fault, imperfection, shortcoming and nadequacy in the equality,
" nature, and manner of performance which is required to be maintained by
law. h : !

Machinery (o deal with grievances and disputes

The Act has provided for a three-tier quasi—judic@hine:y to deal with consumer
grievances and disputes @ District Forums, State meissions, asd the National
Commission at the apex. The Disirict Forum tituted under the Act are vested with’
jurisdiction to deal with all coraplaints wherdNLiaAvalue of the goods or services or the
compensaiion claimed does not excesd akch. The State Commissions are empowered
to entertain cases where the value ggelai for compensation exceeds Rs. 5 lakh but does
not excead Rs. 20 lakh. The Stat .nichions are also to act as appellate bodies against
orders of the District Forums, Te¥ilagonal Consumer Disputes Redressal Commission
(i.e., the National Commis «e@‘- ot the apex tevel has origizal jurisdiction to take up all
claims and grievances éxcc the value of Rs. 20 lakh. It has also appellate and
revisional jurisdiction over orders passed by the State C omreissions and District Forums.

=

Filing of Complainis : Complaints may be filed by any of the following categoreis of
persons for redressal and compensation : ' : : '

(i} any individual consumer, {ii) any voluntary consumer organisation 1‘egi’s¢_ered under the
Societies Registration Act, 1860, or the Companies Act 1956, or any other law in force, (3if) -
the Central Government, (iv} State Governments and Usion Territory Administrations.

The redressal bodies at all levels (District, State and National) are endowed with powers
and sanctions as in the case of Civil Courts. These bodies are required to observe the bagic
rules of natural justice and arz not bound by any rules involving complicated or elaborate
procedures. No couit fee or any other charge is payable in respect of any complaint or
petition or appeal or revision, however high may be the value of the svbject matter. The
complainant necd oniy set out the grievance in simple form and furnish the name and
address of the opposite party. Appearance may be by the complainast or any authorised
agent and it is not obligatory 1o engage any lawyers. Orders of the Mational Commission
can be preferred as an appeal with the Supreme Court. '
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The redressal forums are invested by the Act with powers to direct the respondent :

a. to remove the defects pointed out by the appropriate laboratory from the
goods in question; |
b. to replace the goods with new ‘goods of similar description which shall be
free from any defect;
c. to return to the complainant the price, or as the case may be the charges
. paid by the complainant;
d. ~ to pay such amount as may be awarded by it, as compensa‘tmn to the

consumer for any loss of injury suffered by the consumer due to the
negligence of the opposite party;

- e to remove the defects or deficiencies in the services in question;
f. to discontinuc the unfair trade practice or the restrictive trade practice or
not to repeat them; - '
g. . not to offer hazardous goods for sale
h. to withdraw hazardous goods from being offered for sale;

I io provide for adequate costs 1o parties.

The remedies that can be granted by the redressal agencies are therefore wide enough. The
relief available to consumers depends on the nature of relief sought and facts. However, the
redressal agencies have not bepn granted powu 10 order injuctions.

2.7 SECURITIES AND EXCHANGE@RD OF INDIA (‘iEBI)

The stock market regulaticn in India remained ﬁ red among differsnt legisiations and
anthorities, with little or poor coordination ariggg/the. agencies intended to protect the
market .and invesiors. The recent stock ¢ scam (1992) exhibited the fragility of the

system and threw a number of challengesfo the policy makers and even raised doubts
regarding their capacity to book the its under the existing legal framewark.

Constitution of Secyuritie t,xchangc Beard of India

Under these circumstance, there arose a need to constitute a comprehensive body which cap
act as a umifying force in bringing together the scattered legislation ana offer better
protection to the investors in India. Eventually, the Securities and Dxchange Board of India
(SEBI) was set up on April 12, 1983, The timing of constitution is considered more
appropriate in a fast derccu'aans_ economy to tring about an orderly growth of capital
~market. To start with, SEBE was sel up as a non-statutory body with the following
functions:

i) To protect the interest of inv estors in securities and to promote the
development of and to regulate the securities market by 5 Juch measures as it
thinks fit;

i) Without prejudice to the generality of the foregoing provisions, the
measures referred to therein may provide for the following
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a - regulatmg the busmess in stock exchanges and any. other secuntws
- markets; - : '-' _
-b. - registering and regulatmg the workmg of stock brokers sub-brokers, share
~ transfer agents, bankers to an issue, trustees of trust deeds reglstrjtrs to an
issue, merchant bankers underwrlters porttoho managers, mvesu‘pent
advisers and such other intermediaries who may be assocnat;ed wath
securities markets in any manner; C )

c. registering and regulating the working of colleotwe lnvestment schemes N
1nciudmg mutual funds; ' : P
d. - promotlng and regulating self-regulatory orgamsatlons ' '
e. ~prohibiting fraudulent andunfair trade practlces regulatmg to secdntles '
. market; . »
-f. _promotmg investors' education and tralnmg of intermedl:anef of securltles
- market;. - e
g. = prohibiting i msnder tradlng in securities; S
h regulating substantial acquisition of shares and take over ofcomphmes
i~ calling for information for undertaking mspectmn conductmg lndulres and

* audits of the stock exchanges and 1ntenned|ar|es and self-regulatdry

_ ‘-orgamsatlons in the securities market; - : : I :
J- . performing such functions and exercising such powers undel the provlSlons a
* of Securities Contracts Regu]atlon Act, as may be delegated to it By the

S Central Government; . E
-k levying fees or other charges for oar@t the purposes of regu Iatlon

I. .. conducting research for the abovg purpdses; and - - !
m.  performing such other func_tloy be prescrlbed L !
It took almost four years fo: the governm bring out a separa_te legislation in the name -
of SEBI Act, 1992 conferring statutopy powgrs. Even without these powers, SEBI| started its
work in right earnest. The followg some of the important areas that engaged the
attention of SEBI so far: ' - EEE

i) | - Registration 0 ers and stib-brokers by stoek exehanges

iy Authorisation of Merchant Bankers; R 3
'.'1||) Control over Mutual Funds;© -~ ' '
iv)  Issue of Insider Trading Regulatlons _ .
V) Issue-of Portfolio Managers Regulatlons : |
vi)  Issueof gmdelmes for dlsclosure and mvestor protectlon T

Bemdes the above, SEBI could extend its arm to the activities like mspectlon of stock
exchangex protection for debentureholders stopplng misuse. of promoter's quota Aree
: pricing for public issues, entry rules for foreign institutional investors, rules for1 securities
of development financial institutions, lead managers, bankers to the issue, underwrlters and
gu:dehnea for flotatlon of public sector bonds bonus shares and stock invests.

: Gurdelmts for the lssue of Secuntues S o - '; ‘_ | .

I

The guldelmes 1ssued by SEBI prowde for compulsory subscnptlon by the promoters of
companies. In case of ne companies established by individual promoter and enterpreneur
the promoter's contribution should bé at least 25 or 20 per cent of the total msued| capital, as,
the casé may be, dependmg on the size of the 1ssue In case of new compames set up by

-
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existing companies with a 5 year track record of consistent profitability, a minimum of"
50 per cent of total issued capital should be contributed by the prometers. There is a lock in
period of 5 or 3 years for these contributions. . _

The Securities and Exchange Board of India (SEBI) recently modified the propértionate
allotment system by reserving 50 per cent of the net public offer for allotment to individual
investors appiying for less than 1,000 shares or securities, : o

The remaining 50 per cent of the offer to the public could be set apart for individual
investors applying for more than 1,000 securities and corporate bodies. Unsubscribed
portion in either of these two categories would be added to the other category
~ interchangeably, ' ' '

in both the categories, the  allotment would continue to be made on the basis of
porportionate method of allocation separately. These changes in alltoment procedure would

" come into effect for issues where acknowledgement cards are to be issued on or after June
1, 1995. "

Evaluation of the Working of SEBI
Notwithstanding the fact thar SEBI's functidning has come under severe criticism, it is able

to make 2 dent into the jungle of stock market. InSpite of the hesitant attitude of the
Government of India in tackiing the situation, SEBNgtart its activity with a firm note. The

constituents, which enjoyed the degree of om More than permitted levels, would
normally be unwilling to curtail their activit en the stock exchanges have come into -
conflict- with SEBI regarding the exercise wers relating to calling for periodical
returns, prescribing maintenance of ce cuments, approving bye-laws, and licensing
of dealers in securities in certain ascas. Bs a matter of fact, Central Government has the
authority to exercise these pow r the Securities Contracts Regulation Act, 1956.

These are how sought to be t nsferdgd to SEBI through the new legislation. '

To make SEBI perform and n the lines of Securities Exchange Commission {SEC) of
USA, the Government should provide powers to penalise and debar the wrong-doers.
Further, the Government should also consider granting powers for suo motu action on any
muticr connected with the capital market. SEB! could not prevent or at least unearth a
scain. primarily because it had no more power than urging the government to take suitable
action to curb the speculative bursts in stock prices. Thus; if the SEBI is 1o be successful in
its rcie as a regulator, it needs to have more powers 1o prosecute the errant members of the
Sysie. : : . '

In the recent past, SEBI is considerably disturbed over the developments in the primary
mark:t sinze the emergence of the M.S. Shoes scandal and CBI raids on the officers of
SEB! and SBI Capital markets. The canccllation. of several public issues, heavy
‘undersubieriptions leading to withdrawals of commitments by underwriters have jolted the
pirmary market. As such a SEBI in future may. be required to- play a crucial role in
regulating, controlling and developing the stock market in indja. . '
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Activity D . ' ) S | |

As a manager what are the important legislations you have to consider for incorﬁOratiLm,
expansion and operation of your organisation nationally and internationally? I

Activity E .
|

Assuming yourself as a consumer, what procedure would you follow in safeguarding -y|our_
interest when you are cheated by a trader by giving a defective product to you? ' -

N L

. | I

. < ' } T . T I
2.8 SUMMARY Q) - .
The viability of business depends upon the ability with which it can meet the cflalleﬁges

- arising out of the political and legal environment. The political and legal environment of a
country is influenced by political organisations, political stability, Government's interaction . -
with business, constitutional provisions affecting business, foreign policy, etc. A stable‘and _
dynamic political envitonment is indispensable for growth. A successful manager is one

who takes stock of the relevant. politico-legal environment of his business and then
_capitalise on the opportunity availabie in that environment. o |

. - | | L
2.9 FURTHER READINGS = |

_ Adhikaty M., Economic Environment of Business, S. Chand & Sons; Delhi, 1986.i : ‘
Dasgupta, A. and N. Sengupta, Government and Business, Sultan Chand & Sons, Dflhi,
1994. . _ e S R
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Aswathappa K., Essenttals of Business Envxronment Himalaya Publishing House, Bombay
1994,

Cherunilam Francis, Business Enviroﬁ.ment Himalaya Publishiﬁg House, Bombay, 1993.

Motiwal, O.P.Wage, Sertlemcnt in Indian Industrles (Doeumentatlon Centre for Corporate
and Policy Research)

Relevant Bare Acts,

2.10 SELF-ASSESSMENT TEST

Treat each one of the objectives given as a separate question and try to answer it briefly.
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UNIT - 3 : SOCIG-ULTURAL ENVIRONMENT - I

'Ohjectives

After readiﬁg this unit, you shouid be ablé td :
. under;;tand how a sﬁciety is organised
- cxplaih_ the social forces that contribute te social groups énd_so-cial ordéf
- rrace the emergence of social values

- describe the process of social change.

Structure
31 Introduction
3.2 Snciab Organisation and Social Grder

33 Emergence of Culture ' | = 0
34  Social Strata and Classes O

3.5 Women and Society - ?\
36  Summary Q~
3.7 Further Readings @ .

38 Self-Assessment Te it

3.1 INTRODUCTION

An understanding of the socicty in which the business operates is as important as any other
aspect of business environment. A society in which there is.order (and not chaos), peace
(not endless wars between groups), support to individual initiative, democracy, rationality
ctc., may be an ideal society and the importance of all these are felt only in their absence. A
market system which is essential for the operation of free business is not possible in a
society whose members do not encourage individual freedom, initiative, and success.
Similat‘iy, individual behaviour of workers, entrepreneurs, and bureaucrats are inﬂuenced
by the socio-cultural values of the society to which they belong. Changes also occur in a
society and the businessman musi be responsive to these changes. Culture reflects the
crystallised ideas and shared values of the members of a society. Since these two are
closely related to each other it is socio-cultural environment that is considered for the
present purpose. '




32 SOCIAL ORGANISATION AND SOCIAL ORDER

In our every day affairs we normall? may not observe the common charac;eristics of-
. organisations with which we deal. To analyse and explain social life, we must seek to
ldentlfy the most general and fundamental character'stscs of any soc:a] orgamsatlon '

‘, Second, the process of soc1ai organisation may be identified with an explicit purpose and
planned or may be w :th an lmphCit PULpOse’ and may be loosely pianned

As social reiat:onshlps become increasingly patterned and recurrent, social life begins to
evidence predictable regularities. Thus social order emerges from soctal interaction. These
patierns of social order exhibit numerous characteristics that are not properties of the
individuals comprising them. Although sccial order is continuaily being created and
changed, observers constantly isolate specific instances of this process and describe the
structural forms they display. Social ordering and social structure therefore refer to .two
complementary ways of analysing social life: the first perspective stresses dynamic
processes while the second emphasizes static forms. Finaily, collective social life always
gives rise to shared symbolic ideas, which become associated with established social
arrangements. Thus culture emerges from social ordering. Cultural ideas such as values,
"norms, rules and beliefs in turn influence and help to pegpetuate patterns of social order
This overall process is social orgamsataon

Social relationships provide the threa}ﬂ« of socyf™fe, but separate threads do not by
themselves constitute a fabric. Countless on-gdfpg rplationships of numerous hues and
textures must be endlessly interwoven in cogaglex patterns to create the centinually flowing
material of social organisation. Sociologist he term sccial ordering to refer to this
process, in which social relationships me @rranged into muiti-dimensional patterns that

are relatively stable over time. @ : ' B o

The absence of social order is'@‘es called social anarchy.

Hlusirations of social ordering can be drawn from all areas of human life. To cite a few
common examples : most adults live together in pairs consisting of one member of each
sex, and year after year share countless daily activities with their pariner; store clerks
smoothly carry out numerous exchange transactions with streams of customers, most of
whom are total strangers to them; traffic flows primarily into a city in the morning, but out
~of the city in the evening; the members of a social organisation gather at a spectfied
location on a particular day of the week at a certain time, and then engage in predictable-
and ritualised interactions; members of audiences at lectures remain quietly seated, rather
than running about or shouting at each other; children usually progress through school at
the rate of one grade per year; in most communities, stores and offices tend to be located in
some areas, factories in other areas, and residences in still different areas: we deposit a
letter in a Post Box with the confidence that it will reach its destination fairly quickly,
regardless of where it is going or what information it contains; individuals who violate
legal statutes are judged and punished through established, mpersonal procedures rather
 than by the persons whom they have harmed.
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‘33 EMERGENCE OF CULTURE

As individuals interact with each other in recurrent social refationships to form
social order, they generate ideas about these collective endeavors which they

‘their fellow participants. As they communicate about common activities,
st

attitudes, values and beliefs develop common standards of action, and adopt

patterns of
share with
exchange

ilar ways
of doing things, they create a culture. In short, cultural ideas emerge from shged social
life. These cultural ideas in turn become associated with particular patterns of sbmal order.
If one seeks to become a member of an ongoing social organisation, he must not only

engage in established relationships but must also acquire its associated cultural
does not mean that all members of a given social organisation necessanly thin
- over time these partlc:lpants will come to share a body of common 1deas

An example to illustrate this idea is that the development af eapitalism as

‘economic order led to the creation of a "busmess 1deology" and lalssez-fawe ph

government.

Cultural ideais, therefore, largely reflect and express their undeﬂying patfem'

order. Although discrepaneies often exist between ideas and practices, these

ideas. This

k alike, but

a form of
ilosophy of

| .
s of social
differences

cannot become too great without imposing severe strains and conflicts on both the social.

order and its accompanying culture.

Many pioneer sociologisis borrowed this anthf
way of life of a people™ and rather uncritidp
symbolic phenomena.

Applied it to all behavioral,

Subsequently, the concept of cultu
shared by the members of a soci

As an illustration, some
configurations in American s

may be mted here as follows

OQonception of culture :
as Een_used to refer include _bodies'of id

most- commonly suggested llst of the major value

15 "the total
! social and

eas that are

1. Materialism. Americans are prone to evaluate things in materlal and monetary terms ..

they tend to get qmte exclted about things as opposed to -ideas, people ar
: creatlons

2. Success. ..
If at ﬁrst you do not succeed try, and try agam

d aesthetlc

. Part of the Amerlcan faith is that "There is always another cham,e .and that

3. Work and Actmty Work and activity are exalted in their own right; they are not -

- merely means by which success may be realised; in and of themselves they,

are valued

worthwhl ! e.

| 4. Progress. A__.belief in the perfectibility ;of society,_man;'\and the world has be%en a kind of
driving force in American history. ... Americans tend to equate "the new” vyith "Ikhe best".
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5. Rationality. Americans almost universally place faith in the rational approach to life.
They continuously search out more "reasonable”, "time-saving”, and "effort-saving" ways
of doing things.

6. Democracy. "Democracy” has become almost synonymous with "the American way of

life”. ... and they insist that "all men are created equal” and "governments [derive] their just
power from the consent of the governed". :

7. Humanitarianism. ... Philanthropy and vosluntary charity have been a characteristic note
of America. More attention has been given to numerous pregrams for social welfare, with
government playing an active role. '

One can examine the Indian society on these lines and may find that the priorities, the

extent of sharing of thése ideals, the very strength of the these ideas are certainly different
here. o '

An attempt may be made in this direction. (It is difficult to generalise and so what could be
presented here is relevant to the core segment of the society. This is just as we generalise
about human nature even though each human is unique.) Spirituality, rather than
materialism must be at the heart of the typical Indian. So also a life centering around nature
(as opposed to exploitation of the nature) and fine arts particularly the music, paintings and
dance are valued. Secondly, a sense of collectivism, rather than individual's success
prevails in the typical Indian social groups. They may 1}@ much persisteni, and may
give up if not successful in the first or second attempt. Sdrdly, work and activity are
secondary when compared with contemplation, Je nd sometimes a feeling that hard
work (not necessarily the work one likes to do) is a Ye8f God-sent Punishment for the bad
deeds done in the previous birth may also prémil, Fourthly, members of the Indian society
probably believe that progress does not c%om new alone, there has been only
degeneration as mankind moves from 'Yuga" (millennium) to another. They alsc may
not like to controi the progress of ev and prefer to leave things to forces or events
themselves. Fifthly, the parallel here may be reliance on intuition or on one's "inner
voice", rather than rigid analy hinking. Sixthly, a benevolent dictatorship or- a
materialistic leadership is more at the root rather than democracy as such. Even today it is
true that the democracy that works here is different when compared with that in the West.
Finally, in the Indian Society the concept of man itself is that human beings are
transpersonal; each one is divine in a certain sense and even though poverty may be
considered as a curse, there is an equally important concern for the welfare of the other.

Definition of a social organisation as an entity is a continual process. It is accomplished
primarily through the development of boundaries, structural stability and a specific culture.

A few common types of organisational boundaries are described below, although this list is
far from complete

(1) Formal membership rosters, on which the names of all members of the organisation are
listed. Formal membership status is frequently contingent wpon some action by the
individual, such as paying dues, professing a certain belicf, or undergoing an initiation
ritual.




(2) Interperscnat identification of members with each other, as in the case of sﬁos? smial}
friendship groups. One becomes a member of such a group when he is tacitly accepted by
- the other members,

(3) Geographical Ioeatlon or physncal presence in a specified area 5ueh asa nelghbourhood
ora community.

(4 Seli-identification by a perscm with an organisation, as employed by some pohtlcal
pames and religious bodles

(5} Limitations on socnal refationships, based on obsenrations or prescnptrons cbneemlng
who mteracts with whom in what ways on a regular basis. ;
{6) Willingness to defend the organisations against disrupiive forces - "if you're with us,
stand and fight for us". R

(N Shared cultural values and norms, as in the case of ethnic classes - and professmnal

© associations.

These types of organisational boundaries are not mutuaily exclusive, and many
© organisations use several of them simultaneously or under differing C(‘mdlti(ms But all of
them do serve to delineaie the organisations from its envjronment.

The second step in delineating orgamsat:ons as concr tities involves the maintenance
of structural stability.

Strong resistance to change in the socialgagder of an organisation might result in lengthy
persistence, as occurs in many primitive\gOCTeties, which frequently endure practically
unaltered for hundreds of years. B uch @ society encounters disruptive socialiforces too
powerful for it to resist - such as edgfiontic pressures from Wesiern societies - its inability
to change with shifting cogpdMions Will likely mean its destruction. The more highly
interrelated an organisation i its social environmert, the more frequently it must
change in many small ways if it¥s to preserve its fundammentat pauerns of social of der

The third and Iast step in the delineation of an orgamsauona! entity is the creation of a
unique culture associated with that organisation. The concept. of cultural uhiqueness,
- whether in terms of the content or the arrangement of its component ideas must be
_recognlsed and need not be claborated here. The main poins is that any organisation tends
over time to acquire a culture that differs in some way from the cultures of all other
organisations, even though it may shars many specific ideas with numerous _ether:(:l.ltureq.

' NATURE OF SOCIAL CHANGE
Conflict often produces changes ir social organisation, conflic frequently aebompanies

change and becomes an integral part of this process, and change in one area oi soc;al life
can in tum snmulate addltwn:m conflict in other related activities.

For analytical purposes, all sources of conflict asﬂd change c2a1 be divided into two broad
" categories: (a) sources exlemaé o an organlsatlon or s 128, ad (b} sources intemal to 2n
'orgamsauon or strains. '




The major souices of external stresses are the four factors comprising e seiting of all
social organisations - the natural environment, population, the fuman being, and materizl
technology - plus the social environment within which an organisation exists.

internal strains consiitute the second category of sources of sonflict and change. Because
strains originate within a social organisation, they will inevitably produce disruptions and
tensions in that organisation,

SOCIAL POWER

An inevitable cutcome of any social organistion, whenever and wherever it (orgacisation)
occurs, is the creation of social power. By erdering their social interactions and mfusing
their relationships with common meanings, participants in social organisations collectively
exercise power that none of them could exert individually. Whether these organisations be
small groups, families, communities, formal associations, functional networks, or total
societies, their actions and activities always involve the wielding of power in social life.
Social power is generated through the process of social organisation and is inseparable
from it,

Activity A

ith particular reference to Indian
id like to share with him.

A foreigner is interested to know about 'lndian Society’,
Business Commaunity. List the points of observation

O

N

3.4 BSOCIAL STRATA AND CLAKSES

In describing patieriss of stratification, sociologisis commonly speak of zocial sivata and
social classes. Both are ouicontes of the process of social stratification, aud both help us
explain the effects of this process on othier aspects of social iife.

Class organisation frequently develops around coimmon concerns and lving conditions that
members of a society share as a resuli of their similar amounts of power, privilege, and
prestige. As a class becomes delineated and acquirss organisational unity, siability, and
effective power, it tends to come into conflict with cther classes and organisations.

Ancient Hindu sociasty. was organised on the basis of one's role and duty in the socisty,
which in course of time developed into caste and community. Caste and community are not
based on choice but by one's birth. Some became upper and some fower and these
demarcations created more disadvanta, s to learn and grow to the lower strata of the
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society. This disadvantage is being removed now so that all can become equals by virtue of
their birth. But it is the irony of the situation that in the process of removiing_ tlle caste
barriers, the higher or lower status castes and communities are recreated, reconfirmed and

used for several purposes.

As a society industrializes and thus éxpands its available resources, several interrelated
trend'F begin to occur, all of which tend to promote considerable amounts of absolute
upward mobility - though this is never inevitable. These social trends include:'(a) a shift in
the oél;cupational distribution resulting from a decline in the number of unskilled jmanual
jobs and a growth in the number of skilled and non-manual jobs available, which forces
many ".people to be upwardly mobile in order to find work; (b) an expansion in the number
of goods and services available to all persons, as a consequence of -continually. rising
economic productivity; (c) expanding educational opportunities of all kinds, which provide
routes for upwards mobility to many -people; (d) declining birth rates, especially among
higher-status families, which necessitates recruitment from below for many higher
positions; and (e) creation of organisations such as iabour unions through which less
privileged persons can exert pressures upon elites to share the expanding benefits more
equally ‘among all persons. Nome of these trends is an imperative consequgnce of
industrialisation, but to the extent that they do occur, they make possible more g tensive
opportunities for social mobility than have ever existed in the past. -

career mobility, in which a person significantly chang@g oncjor more of his statuses during

Finally, as social mobility occurs in an organ isation, it $De one or two baLic fc{»rms: {a)
his own lifetime; and (b) generational mobilit;@wh a person's majo;r statuses are

noticeably different from those of his parents.

All major social reforms may be folW{l to be closely associated with the status of women.
- Hence understanding .of a 5 will®be incomplete without understanding the jstatus of
women in that sociefy. Wor?l%e been given, in India, the highest status - tl'Jat of the
'Sakthi', of a mother-god and tle repository of cultural values and traditions. ‘But this
remains in mythology and in the higher levels of thinking. In day-to-day sociz!al life too they
are praised that ‘there is a woman behind every successful man' - the place given is always
'behind' and not on the side. Such subordinate, subservient and stave positions ‘are even
praised. Crime, especially the sexual abuse, is also a manifestation of their status - of her
being used as a property meant for use/exploitation. Education and expesure to other
societies have brought about significant changes in the social thinking in India. There is a

- gradual change. Women as a customer or purchase-decision maker and employee makes a
lot of change in the business environment. T

With the recently acquired socio-economic and politico-legal rights and privileges, women
in India have achieved a new status which, with the addition of the role of \_»Jprki g women
to their already existing roles, is liable to bring about changes in their ways of looking at
things. Various studies have shown that the attitudes of educated women, particularly of
educated working women, have considerably changed, especially with regalLd to marriage
and family, and with regard to their own status. '
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Ideas, beliefs and values are affected by and in turn affect the soc10-cultural and politico-
econoniic atmosphere of the country and in the democratic society of India. Words and
-expressed opinions become even more important. Though some of them might change_ '
certain attitudes before overt behaviour occurs, others would not, and this w1!] give a
picture of the expected patterns of the:r social behaviour.

Many psychologlcal studies have revealed that women and glrls are still more dependent on
social approvali than men. That is why it is difficult for them to break the traditions or to go
against old customs and social mores, even at the attitudinal or thought level. The tendency
to break away from tradition, even at the attitudinal level is obviously the result of severa]
important social, personal and psychological factors.

. As on other social institutions, so on the institution of marriage as well, economic, socio-
political and legal forces have made their impact. Women's education, her rights of
citizenship and other legal rights and ideas, including her outlook on conjugal relationship
and attitudes towards marriage are also affected by the kind of cultural ethos of a particular
society, because a real culture consists of the sum total of the behaviour of a society's
members in so far as these behaviours are learned and shared.

The modern urban culture, especially that of the big urban centres, even in India, tends to
accentuate and stimulate one's sexual susceptibilities, All the mass media, right from -

advertisement to the themes of popular literature are clgulated to arouse erotic thoughts
and desires.

The fourth World Conference on Women heltember '95 in Beijing crystallizes the
world opinion. Accordingly, the World,comm¥Wffity, today, accepts that discrimination
against women begins at birth, that it is ough to plan to raise the status of women

without ensuring that girls are allg to e born, and that if that happens then they are
educated and raised with a sense o rth. ‘

3.6 SUMMARY Q)

- Social order emerges from social interaction when it takes place according to certain
norms. Social relationships create social life and countless on-going relationships constitute
social organisations. Cultural ideas largely reflect the underlying patterns of social order -
although discrepancies often exists between ideas and practices. An examination of the -
socic-cultural phenomencn shows that each society may have its own system of values.

Social segregation on the basis of caste and community - as it tumed out - is not acceptable
to a modern society and the leaders are now more fully determined to remove this grey
mark in the otherwise bright culture. The role of women is closely associated .with all
measures of social reform and change. The women's position, though taken to dizzy heights
by calling them as 'Sakthi', mother-god, paradoxically is not so high in the present day
society. Social norms are still harsh towards women and the legal support along with the
educational and economic opportunities made available now may lead to definite
improvement in the social status and role in the economy.
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3.7 FURTHER READINGS

Nehru, Jawaharlal, The Discovery of India, Calentia : The Signet Press, 1946,
Prahhu, PN, Hindy Social Organisation, Bombay; Popular Book Depot., 1954,
tadan, T.N. Family and Kinship, Bombay: Asia Publishing House, 1965. '

Miandelbaum, [3.5. Sceisty in India (2 Vol.} Berkety : University of California Press, 1970.

3.8 SELF-ASSESSMENT TEST

1. "Society has different groups, and social conflict is nothing but a strnggle to gainlcontrol
‘over the society and its resources™. Lxplain.

2. Desrribe socio-cuitral environment in India

3. What are some of the values' that sncial and cullural patterns sugport and sustain? Give a
few examples. ' ' :
4. How may changes ocour in the sociat organisation and oMger?

3. Fxamines the role of different social sirata any wrent on the need for the methods
iniended to ¢stablish social pistice.

6. Explain how social conflicis may affect th ility of business and the economy.
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UNIT - 4 :80CIG - CULTURAL ENVIRONMENT - I

Objectives
After raading this unit, you should be able to ;
- uiiderstand the emerging issues of environmentalism

- expiain the impiications of consumerisim

[

- discuss the growth of and limits to professionalism; and

- understand the role of (trade) unionism in the context of business environmen.

Structure

4.1 Intraduction

472 Environmentalism

4.3 Consumerism

4.4 Professionalism |

4.5 The Corporate Family Business Today

1.6 Trade Unionism
4.7 Summary
4.8 Further Readings

49 Seif-Assessment Tast

4.1  INTRODUCTION

In the concluding part of the discussion about the socio-culural environment, certain
residuary issues are considered. These issues, though not connected with each other,
nevertheless form part of the overall environment. They reflect certain emerging trends in
isolated -areas hut are quite relevant to the business environment. These specific issues
range from environmentalisin to trade unionism as may be seen in the next few pages. For
example, environmentalism is a new awareness and the citizens who are committed to this
may scrutinize a business decision from this point of view and raise objections, if any. As
the awareness increases, many new dimensions of the envirommental angle come to be
recognized and the business may be forced to respond for the well-being of the society.
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42 "ENVIRONMENTALISM

|

Euvironmentalism is an organised movement of concerned citizens and government to
protect and enhance man's living phvsmal environment. Environmentalists, in so far as
business is concerned, focus on the impact of modern production and marketing practlcea
on the surrounding environment and the costs that are borne by this society in this regard.
Environmentalists, in specific terms, are concerned with strip mining, forest depletion,
factory smoke, billboards and litter; with the loss of recreational oppottunities, and with the
increase in health problems due to bad air, water and chemically sprayed food

Whereas consumerists are concerned about need satisfaction, environmentalists aré¢ worried
about the social costs of this satisfaction. Environmentalists are not against iarketing and
consumption; they simply want them to operate on more ecological principlgs. They think
of the goal of marketing not as the maximization of consumer satisfaction but as the
maximization of life quality. They feel that mass advertising leads people to buy more than
they need, whereas consumerists worry more about deception  n: adVertising;
environmentalists dislike the proliferation of shopping centres, whereas, consumerists
welcome new stores and more competition. |

Environmentalists want environmental costs formally intreduced into the decision' calculus
of producers and consumers. They favour.the use of taf\gnechanisms and regulat:ons to
impose this attitude. Requiring business to invest i ti- ol]ullon devices, taxing non-
e

returnable bottles, banning high-phosphate deter@trc W, |

. e . !
Implications and Issues for Business

Environmentalism has a host of issuegsg be Eal with by the industries. The rtragilﬂty of the
environment must be a key concer anager of our times. , |

A study conducted by Glob%ironment Monitoring Systern found that residents in
Tokyo had the lowest levels of in their blood. Petrol in Tokyo has been lead- free since
'1976. In contrast, Mexico City contained the highest lead content and people therelhave the
highest levels of lead in their blood. India has the dubious distinction of ranking the third
highest, after Belgium, with 130 micrograms of lead per litre of blood. Tokyo had 60 as a

comparative figure. The unleaded petrol from Indian Oil Refineries should hOpF‘| to bring
reiietf. .

[
In 1991, Tata Risk Management Services (TRMb) a division of Tata Sons, conducted
mock drills in Baroda. The drills revealed that some of the worst industrial disasters could
catch the managements unprepared. There were no guidelines for an emergcng:y pl(_m.,

The absénce of a regulatory body is a lacuna in the system. The recent intr oduction of an
environment audit may help solve this problem to some extent. But again laws aje not the
solution to the problem. It is kere that the top management and the business have 1o be self-
disciplined.

Average temperatures around the world today are higher by 0.3 to 0.6 degrec Celsius than
in pre- mdustnal times. As the globe gets hotter, the polar ice caps could melt, suhmcrgmg




low-lying coastal areas and pushing thousands of people to the hinterland. Reversal
strategies to check the mercury rise must be given top priority. These can inciude banning
CFCs, stopping deforestation, reforesting, - switching from oil and coal to gas, and
inculcating the attitude of conserving energy. India can contribute its mite if the industries
switch from coal to gas and solar power, according io the latest report of the Tata Energy
Research Institute. And even if this results in a mere 0.1 per cent fall in temperature, it
would be an achievement. :

| Emerging Gpportunities due to the Emerging Movement

Due to all this, the business stands to gain, due to the emerging opportunities they throw up.
For instance, Consultancy, a market which is comparatively very small, at just Rs. 12 crore,
is slated to increase to Rs. 100 crore by the year 2000 as demand in the country for
specialized knowledge in pollution control grows. Another area, Auto Emission Control,
depends on the seriousness of the government in implementing emission standards.

International companies like AVL List GmbH, Austria, a world leader in engine
- development and instrumentation, has formed a joint venture with AVL India tc make high

quality portable automatic smoke meters that are used to measure smoke emissions from
diesel vehicles,

Waste management is a market which involves the eco-friendly disposal of industrial
wastes by specialized firms. Some signs of this busine8are visible in the thermal power
plant sector, where small operators are converting fNcashYinto bricks. Besides this, firms
offering common effluent treatment plants and i could find lots of clients in the’
small sector. Government-run common efflue dment plants are already doing well in
Madras and Hyderabad. The use of bio-technoYeed to treat polluted water is increasing,
especially in distillery effluents. New ent estern Paques, a Pune based company that
was one among the first to introdugganacfpbic digesticn technology for organic effiuent
treatment, has been growing fast gwi589-90. The future should see more of such

advanced effluent treatment plants Mg tertiary ireatment of water, which makes sewage
water potable. :

Toxic Waste Management, a largely ignored sector, has a high growth potential, specially
after passing of the Public Liability Act, which holds promoters responsible for any harm to
human life resulting from the generation of waste. Thermax of Pune has set up a Waste
Management Division to make high-tech incineration systems for toxic chemical wastes.
. Flakt too is looking at this area seriously,

Indian Pollution Control Equipment Market : A research report prepared by
Business International, the research wing of the Economist : 'Indian firts selling. air and
water poliution control equipment have a capacity in basic forms of technology, but Jack
expertise in hi-tech areas’. For example, in air pollution control, most bag filters still use
polyester for the fabric filier, whereas firms abroad use glass fiber that takes care of high-
temperaiure, chemical-laden gases. But the issue here is the cost and not technology. The
cost of using glass fibre is 10 times higher than the cost of polyester. The Indian business, if
concerned about the environment, has to make substantial investments in this direction.
Environmentally aware firms, like Gujarat Ambuja Cements, have already moved to hi-tech
by using Fiberglas bag filters. Also right now, there are no rules for controlting emissicns
of sulphur di-oxide from coai-fired thermal power plants.
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|
. . |
And finally, the contro! of noise pollution. This is currently an area ignored by industry, but
as awareness about the noise menace grows, so will business prospects for jtemé such -as
industrial silencers and noise-absorbing building material. o
' |
The gioomy predictions of the environmentalists that mankind would use ilp the earth's
natural resources ai an alarming rate took on an air of frightening reality in [973. Today in
1993, only a mere one-tenth of industries have underiaken measures to halt this. This points
to the urgency and enormity of the issue. !
|
The devale on proteciion of the environment is continuing. Included in liis scope are
suggestions for poilution control measures, designing products that do 'not generate
pollution and making an environmient-friendly lifestyle. I
S

43 CONSUMERISM |

Starting in the 1960s, American business firms fourd themselves the target of a|growing
consumer movement. Consumers had become better educated; products, had! become
increasingly compiex and hazardous; and Raiph Nader organised and led a very powerful
consumer group and created world-wide awareness about consumerisiil. . |

!
Consumerism is an organized movement of concerned cigizens and government to enhance

the rights and power of buyers in relation to sellers. from the available contraciual
rights, under various laws, these people waated the followggy specific rights : [
i

1. the right to be adequately infonned Ybouy the more important dspects of the

products Y |
| | o
2. the right to be protecied aggifishquestionable products and marketing practices;

|
ty of products and services; and ; |

3. the right to choose ﬁ@an
4. the right to be heard, to ¥egister their complaint and get their complaints heard for
necessary redressal. ' |
. . . \ T
On the whole, these rights are intended 1o influence products and marketing practices in
direciions that will enhance the quality of life. ' |
Each of these proposed rights leads tc a whole series of proposals by conshnrer-lists. The
right to be informed includes such things as the right to know the true interest costs of a
loan, the true cost per standard unit of competing brands, the basic ingredients in alproduct,
the nutritional content of foods, the freshness of producis, the true benefits of a pm'duct, the
name of the manufacturer, etc, : :
i |
The proposals relaied to additional consumer protection include the strengthening of
consumers’ position in cases of business fraud, the requiring of more safety to be designed
into products, and the conferring of greater powers io governiment agencies.
. C |
o

60




The proposals relating to the quality of 'life considerations include regulating the
ingredients that go into certairi products {detergents, gasoline, soft drinks, noodles} and
packaging, reducing the level of advertising and promoticnal 'noise', and providing

o
consumer representation on Compdny Boards to introduce consumer we!tare considerations

tnto business decision making.
Implications of consumerism

A number of business concerns/firms/undertakings at first resented this rise of the new
movement called Consumerism as it appeared to increase business costs more than the
benefits it delivered to the consumer. They felt that most consumers wouid not pay
attentiofl to unit pricing or ingredient labeling and that the doctrines of advertising
substantiation, corrective advertising, and counter advertising would stifle advertising
creativity. But an the whole most of the business firms went about "their” own way. There
seems to be not much change in view of consumerism.

At present, consumerism has made business realize that it is actually the ultimate
expression of the marketing concept. It compeiled the top management to invoive n‘self It
forced them to consider things from the consumers' point of view.

4.4 PROFESSIONALISM

\

The great majority of managerial positions in ]ndwlhe 1980s were held by first

generation businessmen. The wide growth of pf®M™gsional management as a career in the

form we know it today is entirely a post-war p % enon. it began to be abundantiy clear

that industry had forged ahead and w%bkj o make rapid strides with indigenous
d

management, At the same time, the wave nagement education originating in Britain
and America reached our shores. Ex#faljiatesdand Indians returning from Harvard spread the
message around. This saw the grow nanagement associations in major cities and the .
laying of foundations of mang#®mnent ucation courses. Even the established organizations
of trade and commerce, an managing agencies, began to take active interest in
management education and be¥an io revise the values looked for in applicatlons for
managerial positions.

5,

The opening of this new channel of employment creatzd a tremcndous impetus to seek jobs
in industry. This is the background of professionalism in India.

Ours is an age of specialization. We respect the authority of the expert. We reward it, often
handsomely, and ailow the expert's writ to run through most of those areas which directly
affect our private lives also. The 112-year-old family-run Dabur India-known for its
conservative, hands-on style - has initiated a process of restructuring. It is increasingly
looking to professionals to pole-vault it inte the next century. Engaged in such a complex
area, there is now available a set of knowledge and experience based guidelines which
attempt to narrow down the uncertainty of the factors which confront one in decision-
making. The professional is trained to evaluate systematically and assess the scope and
limitations of every dimension of the probiem with which he is confronted.
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in a sirict legal sense, management is not a profession but professmnalusm is something
different. What is emphasised under professionalism is doing a work in a prof: zssional way
- with competence, commitment and with a sense of accountability. !

Limiis to Professionalisin : !

|
it is a fact that professionalism is yet fo acquire discipline and character. The style of
professional management, outside the traditional business families, is basically the style of
the bureaucrat. {ts reaction to the changing environment is therefore stow and not ruthless
enough. Alse, professional management is defeated by labour, because through! the years of
affluence ro such atterpt was made to curb the we-they attitude. The real challenge to
professional management will come from the owner-manager or entreprencurial class. This
owner-manager class may be a small one, but members of the business families are large
enough in aumber to fill important management positions in their enterprises. Increasingly,
the next generation heirs and relatives are receiving professional training in modern
management and science and economics and when they enter business they have all the
* advantages of the career manager and a lot more through heredity and stake in capital. All
those who are groomed fike this may have an edge over many at the managers who are first
genesration professionals. o

For most organisations we can think of three broad types of decisions that have to b|e taken
al various tines by somebody or other conmected Wigh and concerned about the
organization's welfare. These three levels of decisiof\makipg are - Strategic pl;lanning,
Management control, Operational control. These deg l

sions Mfve two dimensions - the levels
and number of people involved in decisions, andfihe phactices, methods, systéms used for -
. . |
making decisions. :

differentiation in decision making and seek

practices 10 uphold the logic y 1o move towards greater ‘degrees of
professionalisation. A professionglin agement today is one who has trained his mind in
a manner that uses all availabl ce and tools with a scientific outlook to narrow down

the risks of decision-making fo present and for the future; to sense the direction in

which today's effort must be made. Today nobody can make a success of his business in

isolation cither from the public at large or from those whose livelihood dependsion the

business. The professional manager is not incidental in business - he is there because he

feels he has easted the right through a deliberate choice of career, through an acquisition of
knowledze and a fraining of mind which success in business wili demand from one who has

1o stake 111 the capital. _ |

Organizations that recognize the basic

For a long time there were no challenges which only competition could offer. Except for
technical and {inancial experts in the production area and in the interpretation of accounts,
littie need was felt for professional managers in either functional areas or ini the general
administration or in managing the environment. Relatives, friends, ministelrs and
bureaucrats were obliged by business magnates. "Whom you know' rather than "What you -
knew mattered more. Biood tie was the only consideration, and loyalty is more important

th.-m capacity, since some business is engaged in malpractices, secrecy was felt _essenltlal

In the public sector organizations, which had to operate in the glare of parllamentary
publicity, some rules and procedures were followed, sowing the seeds of professmnallsm
{thoiigh it ended up in bureaucracy!). But dc»plte this head-start of being lheoriletically
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excellent, the effectiveness of these organizations were low and finally they floundersd
because of powerful puils and pressures and corruption and political interferences,

There was an evaluation in perspective from ‘the firm as me' through ‘the firm as our-
family', to the firm as itself. In the non-family firm, the separation of suihority between

management and ownership provides a built-in objectivity. Management must justify itself

to ownership, and there are mechanisms for reporting on performance and discussing the _
future - the annual report, the stockholders meeting, and the board of directors. The family
firm need observe no such. ' : -

Family Business and Professional Corporate Enterprises

In the traditionai family business scene of yesteryear, opportunities for employment in
industry and commerce were limited. Significant business houses, like Tatzs, the
Walchands, Birlas, Dalmias, Shrirams and other textile maguats, were not onty fow, they
were also family managed ones. Industry itself was in an elementary stage, because India
was treaied as a dumping ground for the products from U.X. Given this scenaria, very few
businesses bothered about being professional.

Activity A

Read magazines like Business World, Business India, % regularly and try io get some
latest facts and figures concerning developments of s ected companies within Indian

Corporate world. “‘Q
\
N

Make a list of professionally managed companies in India and also staie the renscns for
treating them as professionally managed.

Activity B
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45 THE CORPORATE FAMILY BUSINESS OF TODAY

The corporate business houses are evolved either from the family businesses of yesterday
or the new breed of entreprencurs of today. But cne common feature of these enterprises is

that they are professional or at least strive 1o that end.

The current business scenario is particularly different for family businesses. Business
families are brandishing a new strategic weapon - the cleaved corporation. But unlike the
past, however, today's break-ups are characterized by harmony - not hatred. With the
cultural change in business, the families want to avoid the consequences of competitive
greed, and in the process preserve their image. So instead of fighting over the| spoils,
families are systematically apporticning their businesses amaong their members'on the
folicwing principle : allow each of the inheritors to focus on hisher competence. As the
families themseives prefer o call it the present scenario is one of "reorganization”, "not
split. _

What are the forces behind this reorganization? The answer is competition. Defending a
diversified empire against focused corporations atincking each of their enterprises is testing
the abilities of the business families. Their set-ups are unwieldy in terms of size, and
unmanageable due to sheer diversity. Hence dividing businesses along compétence makes
them competitive. Secondly, aspirations of every inentegr camitot be met und'pr jomt
ownership. Finally, peaceful sharing of assets is more s@ than messy squabbies.

4.6 TRADE UNIONISM O

Trade Unionism is a movement, traditiggally¥egun for champicning the underdog Unions
have consistently ‘fought' for the of the so called 'under-privileged” in the
organization.

Every union has certain institut needs that must be met if it is to refain its members
loyalty. If the management ignores the union, the only way the union can preserve is status
is by opposing the management. In practice, the role of the trade unions vary from| outright
opposition to complete participation. ?

Unionism in Action

Take the case of introduction of new equipment that will require workers to fearn new jobs
and assume new responsibilities. The typical approach in some companies ij for the
industrial engineer to make all the necessary plans, perhaps in consultation with the
supervisor. When the equipment arrives, the supervisor assigns the people to the new jobs
and the personnel department computes their revised pay scales. Almost inevi ably, the
umion will find something wrong with the change and file a grievance - perhaps even
sponsor a slowdown or wildcat strike. Why? Were the union te accept the management's
‘action passively, it would be abandoning whal it regards as iis proper role. The way out to
save face is to oppose the proposed changes. !




In other companies the union/s status is preszrved, and management customarily informs
the union about the changes, asks for suggestions and bargains over the new pay scales.
Bargaining implies a willingness to talk things over and to make compromises in an effort
to get the group's approval to proposed changes. Collective bargaining is difficult with non-
unionized groups as there is no established mechanisins to rely on. Ofcourse, management
is under no obligation to bargain over every change it wants to initiate.

Some Issues of Contention

There are quite a few ftraditional arcas of contention between the unions and the
managernent.

Union's aftitudes towards job evaluation vary greatly. Union's objections io this centre
around the charge thai job evaluation is a management tooi used to restrict or eliminate
colleciive bargaining. By its very nature, some unions argue, job evaluation prevents a
realistic consideration of market forces or bargaining strength, and it inakes it impossible to
work out adjustments suited to individual needs. Nevertheless, it gets to be introduced in
most companies due to the union's insistence that something be done to eliminate wage
inequities. '

Many organizations use merit rating to determine which employses should receive merit
increases that raise their salaries above a minimum set Bythe job evalvation. Occasionally,
merit rating is also used to determine who is to“ag pibmoted. As such it is akin to
performance evaluation at the management levglahis Practice gives rise to some special
probiems, like having to promote a junior ee, overlapping rate ranges and in
developing a scale for job classifications, Unio general oppose merit rating, insisting

that it opens the door to rivalry and ill-fi mong the employees and to favoritism on
the part of supervisors. They would er that all emplovees receive the same rate, and feel
that movement upwards should be seniority.

Salary administration for @es involves another area of dispute. Since individual
differences are larger in this p, mosi companies rely on performance appraisals, than
job-evaluation. These compaiies also permit a certain amount of flexibility in this
evaluation §ystem to provide for individual bargaining - that is, to make it possible to grant
a special raise to keep a good manager who has had a better offer from another
organization. Then those who fail to get this 'increase’ feel discriminated.

Bonuses reiate reward to performance and are generally allocated according to a
predetermined formuia. The unions usually haggle over this formula till 2 mutuaily agreed
rate 1s worked out. '

Towards a2 Healthy Union-Management Relationship

There is iittle doubt that the introduction of 2 union may prove to be a traumatic experience
for the management. At the outset, the union may try to dramatize every company mistake,
and the early days may be spent in destructive warfare. In some cases this period may drag
on for months, with both sides trying to capitalize on the other's mistakes. While
grudgingly. accepting the existence of the union, the management may seck to limit its
influence, and they may compete actively with the union for the loyalty of the membership.
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- Yet, of late, most'compan ies develop a harmonious relationship and admit t_halt the bresenc’e
of union can have a beneficial effect on the organization. ) L
B

Activity C - o
What are the Trade Unions functioning at national level in India. Name the puinlitical parties
to which they are affiliated. ' S

e

Activity D - |
Read carefuily the ‘Chairperson's speech’ of any two 'India's most excellent companies', for
the latest year. Now, try to write atleast two paragraphs'en each of the following : |

a) Socio-cultural Environment in India. - 0 .
b) Political-Legal Environment in India. : O
c¢) Economic Environment of India. O _ i |

T =

4.7 SUMMARY |
: _ . : L

The socio-cultural environment consists of certain specific forces which are the

developments of the very same socio-cuitural environment. Environmentalism is one such

- movement, a force, a new awareness and a new compulsion towards which, the F;u'siness

~ must show a better understanding. Along with what is sometimes known as public int'grest
litigation in India, the public awareness (about harmfu! effects of business decisions) seems

“to be developing fast. Similar is the case with 'consumerism’. Both try to enhance the

quality of life. Business thinking has to be holistic and not shareholder or rlnanagement--

oriented alone. Professionalism is an internal development - the management is not a full- )

fledged profession but it is clear that management must be done in 'professional way'. The

family - owned business too need such an approach. The true unionism is anlothe- force -

the attitude of employees to take all grievances to the union and use the collei:ctivé: force -
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has been supportive to the working class, sometimes at the cost of consumers. This force,
though has a justification, needs to reorient itself to broaden its vision and to include in its
force the interests of consumers and the rights along with duties.

4.8 FURTHER READINGS

Nehru, Jawaharlal, The Discovery of India, Calcutta : The Signet Press, 1946.
Prabhu, PN, Hindu Social Organisation, Bombay : Popular Book Depot, 1954,
"Madan, TN., Family and Kinship, Bombay, Asia Publishing House, 1965.

Mandelbaum, D.G., Society in India (2 Vol.) Berkely:University of California Press, 1970.

4.9 SELF-ASSESSMENT TEST

I. Environmental debate is going on at the global level, What are issues under discussion?

2. What are the environmental issues which are directly relevant to the business and its
manager? '

3. How may the consumer rights be satisfied by a man@r of consumer goods?

4. Do you feel that 'consumerism' and the mod@sumer—orienﬁed ‘'marketing concept'
are one and the same? Justify your answer wit ples.

5."A degree in management will not e afperson professional. Professionalism refers to
a different set of traits and comp v Discuss.

6. The manager coming fromg in - based business has many advantages and some
limitations. Explain.

7. "Unionism" is a weakness of the employee which he wants to tackie by becoming a
unionist, Explain. {s there much more than the individual gaining the strength of a large -
group?

8. Unionism is not confined to blue collar jobs. Why?
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BLOCK - 11 : POLITICAL ECONOMY _

The relationship between Government and Business is a complex oneL. In a mixed

economy like India, the interference of the Government may effect the business in

either ways. Hence, there is every need for analysing the impact of government

policies on business organisations, both public as well as private, carefully. ‘N

" In this context, an attempt has been made in this block (inUnit - 5) t|0 explain the
relationship between Government and Business. : ‘ o




UNIT - 5 : GOVERNMENT AND BUSINESS

Objectives
After stadying this unit, vou should be able Eé.:

- undersiand the role of the Guumneﬁ' in the emnomga; affasra ofa ucumzy,
particidarly i business activities.

- exariine the policies oflhe Gove:mment of India in respect uf pu’olac sector .
mdustries, large and smalf-scale andustrles in the private sector; and

- dcscrihe the policy and recent deve!wmmla in respect of foreagn dsrec
1nveslmems in India. :

Structure

51 Inmiroducticn

32 Govemment - Busé.rzess lnts}fac.e :
3.3 Government and Public Sectar_
54 Govemméni énd Private ?e;:!'of

55 (mvcm ment and Oi‘aﬂ-r Qecmr:, - O

Government and Foreign Digagt in¥estinent

h
© O

5.7 . Sommary
5.8 Further Readinus

e

39 Self-Assessment Test

51 INTR{‘!}'}UCTION_

Political Pcarm*"t#', in essence, refers 1o the mle of the Govemmcm n the economic affairs
of a couniry. Since the nature of pelitics and potitical orfentation {ca pifalistic, sccialistic,

commuaniztic - genuine or moderated or fake) of the ruling party very much defermines the
econcinic.affaivs, these are aswm;c‘ wuader Political ficonomy. Rasically. the ruling Politicat
Party defines the role of the state - whether it should be a "Police State” as in the clden days
or it should be a ‘Welfare State’ as mos of the modern Governments tke to call themseives,

Wheu a state ealls itself a W‘t.?fdm State!, obvioushy it is supposed te'do all that is necessary
for the welfare of its pa,c:p!e Whether 1he state. itself shouid do it or it-can arrange {through
| non-gaveimment sources) for doing. it is an cqually important. question. Government -
‘Sasme\n =|1h,rf'=u; i5 one such wide area \\her» political orientation determines the role of)

M
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the Government as far as it relates to business. In principle, the Government can run all or
some of the businesses, keep ail or some of the businesses under its direct control or assist
all or some of the businesses to operate domestically and internationally. What is the ideal
method is an un-settled issue. However, the new realisation emerging world over is'that the

dominant role of a Government is counter productive in the long-run,

Three major factors have contributed to the growth of government: (1) a demand for more
government services, by current and would-be recipients of the service: (2) a desire to
supply more government services, by the producers of the services; and (3) increased
inefficiency, which results in more government spending to provide the same service.
Hence, a more realistic balance for the government's role in the economic afl'fairs is
suggested. _ ' _ ' ‘

5.2 GOVERNMENT - BUSINESS INTERFACE L
- T
The Government's role sets the most significant part of the external environment of
business. By and large, the role of the Government that concems the private enterplr'ri’lse is ini
the regulations imposed, the incentives made available and the public sector im:vestn;nent and
operations - in other words, the role can be explained in terms of entrepreneurial regulation,
support and substitution. The common terminology used to describe all these activities is
'state intervention', obviously, in the context of a capitaligtic economy. In.a country like
India, it may be through the central, state govem%and through the municipal
corporations. The laws imposed and the administgative
can affect the functioning of private business. 4
administrative actions as well as the rationale behihg
understand business in the private sector.

The various measures of interventiifestati_ons of the state's desire to arlhicve_a

‘designed direction or pattern in investigent, production, distribution or consﬂmpti:on. The
objectives behind such interv ¢ many. The most important among them are : (i) to
conserve and channelize scarce al resources; (ii} to meet the basic consurlnpt-ion needs
of the people, specially the weaker sections; (iii) to reduce the harmful effects of
concentration of economic power and industrial wealth; (iv) to encourage widely dispersed
industrial growth; (v) to protect or to encourage small-scale industries; (vi) to safeguard the
economy from dominance by foreign investors; (vii) to conserve and to improve foreign
exchange reserves; (viii) to protect or preserve the environment from the polluting
industrial activities; and (ix) to protect the consumer from harmful or injurious articles and
business practices. 'Public interest' is given as the underlying motive for recourse 'ﬁ.’ these
‘measures. - ' e | o
The Government today has assumed the role of a welfare state (by whatever na:r_le it is
called) even though there is no generally accepted set of norms to define a welfase state.
What is not open to serious question (by many) is that a welfare state must be 'dembc‘rat_ic.
Basically, it is a state in which public policy is predominantly concerned witl} the welfare
of its members. The policy of the welfare state has different dimensions. Providing' social
services is a major segment of this policy. Social services aim at establishing a minimum’
standard of life. This is done. by measures like : (i) protection of personal and economic
rights; (i) rehabilitation of injured, derelict or handicapped persons; (iii) publicly Jnanced
|

L | |

iv ion taken by thesé insﬂ_itutions
er understanding of these laws and
em is essential to thoseiwho want to.




education; (iv) prevention and cure of sickness, and other health services; (v) fostering the E
arts and the provisions of recreational facilities; and (vi) the provisions of social security,
including housing, fown and country planning. As far as economic policy is concerned, the

wide range of thinking has not developed inte a consensus as to what should be the nature

of government intervention in- the etonomic life of a nation. These have been changing

depending upon the politico-economic philosophies of the parties in power.

The problem is that economic .poiicy i_s_essen_t-_i_;_;liy‘ a matter of choice, The scope of
economic policy includes the three conven’ti(mall_y recognized basic economic criteria of

resources allocation, income distribution and the determination of the aggregate levels of

income, output, employment and prices;_ But the scope of economic policy also
encompasses, the fourth and more. fundamental problem of structuring of the economic
decision-making process itself, which influehices the former three. But "the problem of

structuring and restructuring the economic decision-making process - the problem of the -

organization and control of economic activity - is essentially a problem of the distribution
of power in the society”. In this senise, economic decisions can be explained only in terms
of the ideologies of powerful groups in a democratic society. '

5.3 GOVERNMENT AND PUBLIC SECTOR

business activities are réferi'ed_to as the public sectc
that there can be only two basic reasons, viz.,.(i) ideol
the existence of the public sector. Resources

Government owned companies (5 1% or more of eqﬁify gwned by government) engag'ed Adin:
ag On

allocation. Even pure ideology cannot ign%e Ieiency criterion in resource allocation: -

expected to fulfill a number of fu ns’and attain, often simultaneously, several social
objectives. In many cases, created to promote those social objectives. or
externalities that, in gencral, __ < inconsistent with private profit maximisation, - - -
Basically, the state rnay'ei'th'er"provigie enﬁ_-__epreneurial support (by way of promotional and. -
assistance policies) or entreprencurial substitution (state ownership). Scarcity of capital in'""

general and _'_the__differencc'in the attitudes towards risk between the private and public__
sector are the important reasons that favoured entreprencurial substitution. The second

The reasons that justified the growt@ ublic sector are many. The public sector was .
we

objective has been to takeover the monopolies rather than regulate them in order to ensure
that the monopoly profits accrue to the state than to the private sector. Incidental ly, it was

believed that the undesirable effects of monopolies may be avoided when the mornopolies

are owned by the State. The third objective was to control the ‘commanding heights’ or the
'key sectors' of the economy and this was based on socialistic ideology and the velief that
state control of the ‘commanding heights’ is a necessary condition for equitable growth,
Fourthly, pljblic ownership has also been resorted to because of failure of initiatives by the
private sector - usually by the taking over of 'sick’ units to improve efficiency in particular,

Then there are cases which are outside the 'traditional’ fields where the private sector was _

said to be not endowed with the required managerial . or technical capability. There are

The ‘other' objectives maybeto:

many more objectives which may be inferred by referring to one or more public eqtcmrises. _

71

L

deeper analysis, one can find+
sand (ii) efficiency which justify:
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. provide public services

s

increase empl'ﬁvmem

reduce § income mequ ality

.

promote regeonal deve lﬁpn*ent

c

stabilize prices
subsidise essefitial commadities

earn / save foreign exchange

0 B W B b e

promote exports it new markets

hd

increase national selfosufficiency
10.  promote wational security
11, -i}i.set mulinationals

2. earn profits for further investment

After the initlal exuberance of the public sector entering new areas of industiial and
technical competence, a number of problems have begun to manifest themselves in many of’
the public enterprises. Serious problems are observed due fo insufficient growth in
- productivity, poor project management, over-masning, insdequate attention to R & D) and
human resousce development. Deterioration in work mismanagement, corrupiion
gnd other evils in most of the enterprizes have made a mdelCry of the objective of ‘model
employer'. In addition, public enterprises have a very fow rate of retwrn on the
-capital invested, This has inhibited their ability tOygg€neraie themselves in terms of ew
investments 13 well as technological develdpmgnt. The result is that many of the public
enterprises have become a burden rather tha% an-asset to the Governmeat,

Government therefore has been ford¥d to adopt a new approach towards the public
enterprises. The new policy sta ,@ at a greatér support will be given to public enterprises
‘which are essential for the opera¥og/tf the industeial economy to make them more growih
oriented and technicaily dynamic. Units which may be faultering at present but ae
potentially viable will be restructured and given a new lease of life. The vr iority areas for
growth of public enterpnses in the future will be the foi;owarg

a) Es;:’éh’tiai infa’astruclure goods and Sewices;
- b) Exploration and exploitation of i} and mineral resources;

€) Technology development and bailding. of manufactiring capabilities in areas -
which are cructal in-the loag-term development of the economy and where private
»mto. mveatment is madeqr_ate and

- d) Magufacture of products where stré'tégic considerations predominate such as
defence equipment (eight cstegories already aef.,r“ed 1) may coutings to be
domma&ed by the pnablz'- sector,

Comps tsmr: wili aleo be induced in these areas by inviting private sector pamc*pa‘fm l*&
the case of selected cnierprises, part of Government holdings in the equity share capital of
these enterprises will be disinvesied in order to provide further market dissipling to the




performance of public enterprises. This is a process known as privatization under which
gither sonie public sector units are sold to private sector or private enterprises are allowed
0 operale and compeie with public eaterprises. In postal services - and television,
privatisation has already come in a big way. Atterapts have been made to bring in air
wranspont, handling some shipment activities in ports. Private sector manufactured
telephonss are also in use as against the ones manutactared by the government owned
Indian Telephone Industrics (IT1). There are a large number of chronically sick public
enterprises incurring heavy losses, operating in a competitive market and which seem to
serve little or no public purpose in the present context. These need to be sttended to and
perhaps may have to be closed down if economic criterion Justifies. '

As on March 31, 1994 theve were 240 Cen:al Public Sector Undertakings (PSUs),
oxcluding nive companies with Central Govemnment investment but without direct
responsitility for menagement, six insurance companies and three financial institutions. OF
these, six were i the construciion sector, 74 in service and 166 in manufacture. The totai
investment in central and stats owned enterprises in 1993-94 was Rs. 63,000 crore (CAG
Rapaort). '

Qut of 240 operatiog PSUs, as many as 120 were profitable during 1993-94 a5 compared to
131 during the previous year. Profits of these profit-making enterprises weni up from Rs.
7,384 crore in 1992-93 to Rs. 9,722 crore in 1993-94, anSgerease of 31.7 per cent. But the
losses of the remaining loss-making companies incres Rs. 4,113 crore (o Rs. 5,287
crore, an increase of over 23.5 per cent, during tha.gan riod. The overall rate of return
over capiial employed in the PSUs increased frof b per cent during 1992-93 to 2.78 per
cent during 1993-94. But the gross margin (i.c., Dedfe depreciation, interest and taxes) of
PEUs as per cent of capital employed decid ora 18.01 in 199293 t6 17.33 in 19953-94.
The heavy capital investment in the gust Qombined with & massive interest burden is
reported 1o have reduced the gross fazgiag of PSUs. Since July 1991, the Government has
also been disinvesting a pait of jis eqWigy held in selected PSUs. The Central {lovernment
has disinvested Rs. 4,550 cron uities in 35 selected public secior snterprises, entil the
end of March 1994, : :

In order to. establish & system of rehabilitation and gestructuring of PSUs without
Government having to bear the whole financial burden, the PSUs have besn brought under
the purview of the Sick Industrial Companies Act. By the end of 1994, 52 Cenreai F5Us
have already been regisicred (as sick) wita thie Bosed of rdusiial & Financial
Reconsiruction (BIFR).

Activity - 4
1. Consider a Small-Scale industrial unit in your neighbourhood. List out its inieraction”
with the Government. For what decisions this business unit requires prior perinission of the
Government? -




2. At what stage the following laws become applicable to a business? |

1. Excise Duty at the full-rate o |

2. Sales Tax o _ _ L

3.ESLAt S |

4.PF. Act | B B

5. Factories Act

6. Shops and Establishment Act o o

Activity-B S ST

1. Find out from a neighbouring big/medium business firm, and a public sector bank, about
how much their maii (letters and telegrams, parcels) are sent through Department of Posts
and how much through private courier services? And why? |

) - . o
Activity - C o . _ S
1. Distinguish the implicatioﬁ® following terms : . S : S B

Public Sector b -

Public Sector_ln'dustrial Unde’f‘taking ' | o

‘State Qwned Enterprise- - - 70T - Lo

Government Company : o L |




2. What are considered to be the “strengths” of public sector? Consider one company in
your state and list out its weaknesses. (Don't give financial performance records)

3. Profits cannot measure the performance of a public sector unit. Why?

54 GOVERNMENT AND PRIVATE SBCTOR
The private sector industries, excluding the smal tries, have been largely under
government's regulations of various nature sinc @ The Industries (Development and

Regulation) Act, 1951 introduced a licensing s which required these industries to
obtain a licence for establishing a new und g, for subsequent expansion, to produce a
new article, etc. Thereafter, concentragign ofSgorporate wealth and dominant market power
also required a licence or c]éarance@bﬁe Monopolies and Restrictive Trade Practices

Act, 1969 {(MRTP Act). RaisinEcapi required a separate permission under the Capital

Issues (Control) Act, 1947. T h of large-scale units in the private sector, thus, for a
leng time, was considered not in interest of a socialistic society.

Industrial licensing administered under the Industries (Development and Regulation) Act,
1951 has been abolished for all industries, except a few which are specified, irrespective of
the levels of investment. These specified -industries (15 categories) wiil continue to be
subjected to compulsory licensing for reasons related to security and defence of the
country; and certain important environmental (ecological) issues.

The MRTP Act was aimed at regulating expansion, establishment of new industrial

undertakings, mergers, amalgamations and take-overs and the number of directorships one
can hold. R -

These requirements under the MRTP Act have been removed since July, 1991,

Now, the remaining provisions of the MRTP Act enable the Monopolies and Restrictive
Trade Practices Commission to inquire into'and to take appropriate action in respect of the
monopolistic, restrictive and unfair trade practices. The Companies Act, 1956 is another
legislation which regulates the private sector companies, particularly the organisation and

management. _ _ ; ,
Dr.BRAOU  Ago, Naf <™ ©l00
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- much sense. and the Y atection may ‘oi@wiy wither aw dy

33 G@VER&MEN’T A“’%D {}THER ‘%!L(‘T()R%

The sma!l scale industries and !‘h{ rral mduatnea though belong to the oy wate sed wr, have

been given 4 favourabie and pr o*cca ive treatment by the government for a 1nmz timg,
|
A smai‘-scaﬁ{: mdmtrml Lndemaing is one in which the investment in fixed assets in plant

and machinery, whether beld on giwnership terms or by iea e of by hire p=trc‘a’saee, dies not.
exceed Rs. §0 fakh. - :

%
An anciliary industrial ondertaking is one whn}i fulfills *ha: following iwo mv*dztsms
I
{(a} the investment in ﬁxed assets in plant and machinery, whether .&ieid ON GWRST-
ship terms or by lease or by h.ire purchase, does not exceed Rs.; 75 Lok and

(b) the uandertaking is engaged or is proposed to be crgaged in the mwmfacm*c
or production of parts, components, sub-asembics, tooling of mt&nncdnams
or the. rendering of services, and the undenak.mg supplies or renders at least
30% of its production or services, as the case may be, o ong or mek‘b anciLs~
trial undertaking. :

Besndw, industrial units were expected to be neither owned nor uomro!ied' by any other
(indian or foreign} undertakings. Under the new policyhowever, the Governmemnt veguid

allow vpio 24 per cent equity participation in the s Ji-s8gle sector by both domcsnc and
foreign managed companies i-n'!ndia. N : S

It would siow be possibie for big wnits to pr\:ms rc.,t,rvcd for SSis, throbigh their
equity participation in the latter. The ideagigs beeWio provide access to the c«p:tai markei :
and also to emourage modermsa*:on of SS their asmc iaticn wﬂh fhe larger. umts

S8is, the priwary Gb}cciwe dunng the ninetics
would be to induce such umt ibute their mite:to the economy in tenns’ of higher
~ output, employment and e - 'lhough this secior had buen: significanily dehcsnseﬁ
further efforts would be madeN repose greater faith. in young ent*epreneas;s (Al other
staiuf@s, r«gu!anons and procedures-have to be modiited wherever neceusar‘;, to chsure that
these did rot hit the interests of small and village units). The izsz,-n:,mg aystem having been
abolished for ali pral,uca! purposes and foreiga investineni givena more of less free entiy,
the reservation policy for the small-scale industry. (more than 300 ;‘rroduﬂs) may ot make

Accerdmz, 10 the new pohcy pad. ‘ ‘
.

The pol:cv on smail-scale mdustnce is ;m;)!emenmd by ﬂ{au, govemments anﬁl it |°.| hcrc that
conditions may make their establishrueni as lengthy a process as that of industrial licensing.
The SSI unit in order to get registered need the permission of the State Director of Small-
Scale Tndustries who scrutinises their applications and then their recommendations are
“necessary for allotment of raw material, power, water connections eic. The Employees
State Insurance Act, Factories Act, The Provident Fund Act, Central Excise,! etc., are
applicable in most of the cases and the intervention by the buresucrats under these laws iz
a regular feature. T lmuoh the Central Government has stated that visits of bt.reauLmt Wil
be reduced, this takes quite some time to change the bureaucratic attitudes. iDnc dan casty
find the element of arbitrariness if the organisation 0f the Department of the Director of
Industries in the State administration is closely examined. A handful of admmmtragtnra have

76




the authority 10 determine the raw material and other requirements for all types of small-
seale industries. ' ' '

A new scheme of integrated mfrastruciural developrent including Tecﬁnoﬁog; cal Back- -0
Services for 851s is proposed for implementative with the hslp of State governments to

induce indusiviatisation of rural and backward areas. The details are to be worked out. A

Technology Development Tell would be set up by the Small Indusiries Development
Drganisaiion (SIDCO) w0 provide techaciogy iapsls 1o improve productivity and
compeiitivensss of 351s, '

The numbser, cioployment, sutput and expoits i the smabl-scale secior a5 esthinuted by the
office of the Development Commissioner, Small-Scabke Industries are given in Tabls-5.1.

| TABLE-51
SMALL-SCALE INDUSTIIES :
NUMBER, DUTPUT, EMPLOYMENT AND EXPORTS

Year No‘ of units " Guiput Employment Exports
{in lakh} al current {in iakh) {Rs. Crore)
{Ason3lst prices
December) _ {Rs. Crore) N\
! 2 3 4 5
1991-92 20.52 - 1786 \/129.30 13883
1942-63 22.33 - 209 }.34,-06 - 17785

1693-94- 23.84 24]648 - 13938 24000

Source : Government of India, Ecaomic Survey 1994-95.

In real terms, the small-se ector recorded a growth rate of 7.1 per cent in 1993-94, as

against 5.6 per cent in 1992-93, and 3.1 per cent in 1991-92. These rates were significantly

higher than the growth rates achieved by the industrial sector as a whole.

~ The small-scale sector contributes 40 per cent to the gross turnover in the manufacturing

- sector and 35 per cent of total exports. Several policy initiatives have been undertaken to

assist the small scale sector and enhance its competitive strength. The measures include:

- A new scheme of Integrated Infrastructural Devel(:npment was Iaunched recently in
50 centres in rural and backward areas.

- The concessional rate of excise duty available for units with a turnover of Rs. 30 to
75 lakh per annum was extended to the non-reglstered sector also.

- A Quality Certification Scheme was ]aunchcd in 1994 to improve the quality

standards of SSI products which are to be assisted by awaraness programmes and
financial support to acquire ISO 9000 or similar international quality standards.
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Modifications were effected in the '_S'ingle Window Scheme' _operated by SIDBL The
project outlay under the scheme was raised from Rs. 30 to Rs. 50 lakh as a whole, removing
sub-limits for working capital and term loan components. :

Cottage and Village Industries ' B

An industrial undertaking will come under 'tiny sector'’ when the investment dges not
‘exceed Rs.S5 lakh. The village or rural or cottage industries are tiny units whilch are
registered with the Khadi and Viilage Industries Board. The tiny units are eligible for
additional marketing suzport on a continuing basis including access to institutional finance,
priority in Governmen: puschase programme and relaxation from ceriain Labcur Law
provisions.

~In 1993-84 Khadi and Village Industries produced output valued at Rs. 3,460 crore and
provide employment to 55.50 lakh persons. The Government of India has be¢n extending
infrastructural and input support to this sector. The policy package consists of supply of
raw materials at reasonable prices, upgradation of technology and productivity through
research programmes, training for artisans, flow of concessional and adequate: institutional
credit. : :

5.6 GOVERNMENT AND FOREIGN DIRECT INVESTMENT

development objectives. The impact of such i ents is often widespread. | It can,

according to a World Bank Staff Working Paper: _ _
- affect the generation of income reig exchange, tax revenues and other related

areas at the macro-economic

Inflows of foreign direct (Private) investment c influence the host country's

- affect employment and@wer skills in both the modern and the traditional

. sectors,

- change socio-cultural institutional values; '

- have dynamic effects on competition, industrial efficiency, technological
development and product innovation;

- have an impact on the 'control potential’ of the host country's central governiment,
other public authorities, domestic organisations and firms.

A great deal of literature has developed on these issues. The main findings: point out the
following problems :

1. The products produced by the private foreign investors cater mainly to the higher income
groups. : '

2. The technology employed is often not suitable to the factor endowments of the host
countries. : ’




3. Sometimes, it is not within the capamty of the host coumry to adopt or absorb the
technology.

4, Foreign firms engage n resirictive business practuces and conceal profits mainly by
transfer prices whighi'cannot be easnly known or taxed.

5. Large foreign firms have privileged access to local capital at the expense of local firms.

6. Policy stability is extremely important. Sound general economic policies help to build a
good image for the host country and its economic development and create confidanes.

These factors are more effective in atiracting foreizn investors than the most favourable
tax incentives.

The Foreign Exchange Regulation Act, 1973 which restricted the foreign diract investment
in selected areas and to 40% of the paid-up capital of a company has been in operation ¢l
the new economic policy was introduced.

The new economic policy has madé the foreign direct investment much easier to the
investor. Accordingly, when conditions relating to ceilings on equity ownership, royalty,
machinery and raw material are fulfilled the proposals are cleared almost awtomaticaily.

According to the new policy statement, approvals will b&given for foreign investment up to
51 per cent of equity in high priority mdusmes (3 sisted under Annexure III of the
Policy Statement). These approvals will be ava if the foreign equity covers the foreign
exchange requirement for import of caplt ds. The import of components, raw |
materials and intermediate goods and W of know-how fees and royalties will be

governed by the general policy applicabl er domestic units.

Other foreign equity propesals in proposals involving 51 per cent equity but which
do not meet any or all of riterfa mentioned above will continue to require specific
clearance, ' '

Foreign Technology Agreements

With a view to bringing in significant technological dynamism in Indian Industry,
Government will provide automatic approval for technology agreements related to high
priority industries within specified parameters. Similar facilities will be available for other
industries as well if such agreements do not require the expenditure of free forelgn .
exchange counterparts according to their own commercmi judgement. '

Automatic permission will be given for foreign technology agreements in high priority
mdustries (a fairly long list of items listed under Anmexure LI of the government's
notification) up to a lump sum payment of Rs.1 crore, 5 per cent royalty for domestic sales
and 8 per cent for exports, subject to total payments of 8. per cent of sales over a 10 year
period from date of agreement or 7 years from commencement of production. The
prescribed royalty rates are net of taxes and will be calculated according to standard
procedures. All other proposals will need specific approval under the general procedures in
force. No permission will be necessary for hiring of forelgn techniciang, foreign testing of
indigenously developed technologies.

79

o




Foreign Direct Envestisendt

Foreign investraent inflows wers the major fectors behind the surge in capital inflows io the
courtry from 1993-94. Toial capital inflows (including IMF transactions} more than
doubled fram about $4.3 billion in 1992-93 to $9.2 billion in 1993-94; of which the share of
foreign investment inflows rose frosm $585 million (14 per cent) to §4.1 billion {45 pey
| eent). The bostribution of forsign nvestment to capital inflows ts expected fo rise further in
1694-05 with an inflow of about $3.9 billion already under this account in the {irst|three
guariers of the year. ' :

The reaponse of foreign investors to the tiberatisation of the foreign investment regime has
been very encowraging. Porfolio nvestment, including GDRs, has responded swifily, to

rise froem vnder $106 mitlion in 1992-93 to nedrly $3.5 billion in 1993-94 sad could be of .

 the sanié order in 1994.95. There have been sharp increases in approvals of direct
investment proposals, the vaiue rising o $2.9 billion (Ks. 8,957 crore) in 1994 from $235
mittion (Rs. 524 crore) in 1991, The total DFI proposals approved during 1991 and 1994
amounts to § 7.2 billion (Rs. 22. 238 crore), against just under $1.0 billion (Rs. 1,274 CTOTe)
approved during the whole of the previcus decade ( 1681.90Y, It takes time for all these
proposals to fructify into actual inflows, but there are alrcady signs that the actual inflows
are picking up. ‘

Activity - B :

1. Ina country Jike Thailand 5 highway / long bridge has 1 constracted by & Jai‘ameae
firm and the price of construction and (excelle
by way of a tol} fee paid by the user. After & certdig plriod the highway will become the

property of the government. Do you find mevisions in India?

_Q)

2. What is meant by the reservation policy for the Smali-Scale Sector?

Activity - E

1. Find out the impact of reduction in import (Customs) duties on the Small-Scale
industries. Take one example and find out the facts.
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. Hes the shove reduction taken eway the benefits of protection {from competition from
large units}? Hbastrate. '

Hetiviey - F

I. The new techuology has necessitated & large incressc in the cconomic fife of en
industrial unit. Write down two enamples and justify.

2. The demand for hendivrafly hes coriainly tnoressen buf it is not so the plight of the
- craftsmen. Do you agree? Write one or two crafts and crefismen. Find out the reasons.

KN

Activity - G

1. Foreign direct investment brings with\jt foreign exchange and technology. What else are
the major advantages?

2. If a US computer manufacturer wants to invest in India, whai potential advantages he
may expect here?
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3. What is the meaning of "level playing ground” that is often referred to in the cpntext of
competition between Indian business and foreign enterprises? -

5.7 - SUMMARY ' |

-
While examining the inter-relationship between Government and business it is found that
the Government would like to confine itself to a limited number of business activities in the
future. The entrepreneurs of private sector, (Indian and foreign) then, will find that the
economy has opened up and new opportunities can be used to enrich themselves as well as
the country. The government may then play a watchdog's role and reduce the level of its
direct intervention. :

58 FURTHER READINGS | ]

_ |
E.S.Savas, Privatization: The Key io Better Govem@lew Dethi ; Tata McGraw Hill-
(1989) ' :

|

59 SELF-ASSESSMENT T} TO T

1. Examine the govemment’@__ ating to public sector industries in India.

2. What is the official ition®f a small-scale industry and village industries?
What are the types o nment assistance available to them? I

3. Under a liberal economic policy the fittest survives. Why? Can there be 2 _safgty'net
to the less competent and the handicapped sectors? :

-~ o
4, In the long-run the "State will wither away" said Karl Marx about Communism. Is
it relevant to Capitalism also? : |
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BLOCK-III: ECONOMIC AND INDUSTRIAL
POLICIES |

The regulatory role of Government in relation to business is discussed in this Block.
The Government, from time-to-time, is framing and issuing policies, legislations,
guidelines, etc., for controlling and regulating the activities of business enterprises.
In this context, an attempt has been made in this block to explain the various
industrial policies framed by our Government and also the role of Securities and
Exchange Board of India in regulating the Indian capital market activities.

This block is consisting of five units. Unit-6 dealt with Economic Policies and
Legislation, whereas Unit-7 with the Economic CrisisNef 1991. The New Economic
Policy has been discussed in Unit-8, while the worky f New Industrial Policy is
explained in Unit-9. The last unit, i.e., Unit-1 @voted for discussion on SEBIL.

o

o
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UNIT - 6 : ECONOMIC POLICIES AND LEGISLATIONS

Objectives

After going throngh this unit, you should be able 1o : _
: |

_ understand the different [ndustrial Policies beginning from 19418 and ths

ideclugies behind each policy;

- appeeciate the direction and pattern of ndusivial growth during the }‘TASE 40 yoars
as reflected in these policies;

- examing the rationale behind the changes that w2 W foliow particulariy since

1991, :
: |
Structure ' |

5.1 Introduction o : |
6.2 Industrial Policies of 1948 and 1956- I. 0 ;

6.3 Industrial Policies of 1977 and 1980 _ . :
6.4 Industrial Policy Changes in 1990 O :

6.5  Economic Poficy and Legjslationuring 1951-1 | |
6.6 The Public Sector Enﬁt’ﬂ N
6.7 Summary % .

5.8  Further Readings ' l

6.9 Seif-Assessment Test |

6.1 INTRODUCTION : o

After the economic goals of a nation are deliberated, and decided by the leadérs of political
parties in power, policies, programmies, strategies and also the enabling legislations for the
attainment of such goals are necessary. In some of the free market economies there are only
unwritten goals, policies and very few laws. ]

The existence of a specific, written down economic policy implies that it is decided by the
government and is intended to shape or regulaie the market forces in accordance with such
a policy. India as a newly independent nation in 1947 resolved to have its own economic
policies and subsequently, depending on the political and social forces further changes in
these policies were made. In fact this is a continuous and never ending process.




When an economic policy evolves, it includes several aspects - the industrial, agricultural,
foreign investment, fiscal - especially taxation measures, market regulation, poverty, etc.
However, confining to industry, business and markets it may be said that the Tndustrial
Policies of 1948, 1956, 1977, 1980 and 1991, are the various milestones that have shaped

the progress of business and industry and thereby largely the economic development of the
country. ’ '

6.2 INDUSTRIAL POLICIES OF 1948 AND 1956

Soon after Independence, the Government spelled out its Industrial Policy in 1948. A quick
glance at this policy brings out the following special features: (i} The government proposed
{0 estabiish a Planning Commission to formulate programmes of development and to secure
their execution. (ii) Emphasis would be laid on production of capital equipment, ot goods
satisfying the basic needs of the people and of export commodities. (iii} Since the
mechanisin and resources of the government (at that time) could not permit it 10 enter the
industrial field as widely as desirable, the ability to achieve the main objective determined
the jmmediate extent of government responsibility and the limits of private snterprise,
However, the Government desired that the state shall play a progressively active roie in the
development of industrigs. {iv} On the above consideration, theee will be state monopoly of
ownership and production in industnes ke arms and ammunitions, atomic energy, rmHways
and vital defence industries. In coal, iron and stsel ageralt, Eizipabuiidiiig, wlephanss,
telesraph and wireless apparatus {cxcluding radios), Minerd oils, ste. the new underiakings
will be in the public sector and, if necessary, cogperas Trom the private sector may e
sought. (v} In the reraaining indusiries, privite @ ise will be permitted to sontinus and
pxpand. {vi} Another 18 industries required goWegasnt regulations. The Resoiution 2130
inistrative details, industrial housing, iarifi
Wicy after 10 years to make further decisions.

2

&

et the policy were; (i) the establishment of Planning
of the Industries {Development and Regulation) Act,
2} licensing sysiem in the country.

Comemission; angd {i} the
1951, which introduced an i

1n addition to the Iadustrial Policy, later the Economic Objective Resolution was passed by
Darliament in December 1954, 1t declared a sociabistic patteri: of society as the objective of
the country. The Resolution, besides recognizing the necessity of a faster rate growih and
an equitable distribution of income, wealth and opportunities, laid siress on the point that
he basic criterion for determining lines of advance must not be private profit, but social
gain." Furiher, the resolution clarified that "major decisions regarding significant socio-
economic retationships must be made by agencies informed by socia! purpose.” This part of
the resolution has been the basis for the government in faking important socio-ecopoimic
decisions for more than three decades since then.

The first Five Year Plan 1951-56 also efaborated on this that "The systemn of privale
enterprise will have to be very different from the one which now exists . . . Private indusiry
will have to fit into a scheme of national planning equally with other sectors of national
economy and will have to be so conducted as to satisfy the public at large, that it meets
socizl needs adequately and avoids misdireciion of national resources as well as
exploitation or corruption”.
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The revised Industrial Policy Resolution announced in 1956 refiected the developments

during the intervening period and further strengthened the Government's 1[038 in the
industrial growth. ;

The Resolution of 1956 listed certain indusiries in Schedule A of the Resolution and
reserved them exclusively for development ender Government sector. While many 'basic
industries’ were listed in Schedule B where also the government wanted to establish new
units, entry was, however, open to the private sector with or without H@;ovemment
participation. All the reinaining industries were to be considered as falling in the third
category, the development of which would be ordinarily through private sector though it
would be open to the government to enifer this area too. The areas demarca‘tea}i were not
rigid and overlapping was to be permitted according to the merits of a case. In order to
realize these objectives, the Resolution stated that it was essential to accelerate the rate of
economic growth and speed up industrialization and, in particular, to:develop heavy
industries and machime-making industries to expand the public sector and to build up a
large and growing cooperative sector. ‘It was emphasized that the government would
facilitate and encourage development of the industries listed in the third category in
accordance with the programrues formulated in the successive Five Year Plans, It may be
noted here that these demarcations have lost their significance in course of time and Public

Enterprises started operating in businesses ranging frem aircraft to bread manufacturin g

Apart from the above, the Policy stated that "equally, it is urgent to reduce disparities in
income and wealth to prevent monopolies and the gonc®gtration of economic power in
different fields in the hands of a small number of indiwigytls." The policy rccoﬁnized the
adoption of the socialistic pattern of society as @ional objective and stated that it shall

be achieved by expanding the public sector a osing controls over large industrial
undertakings in the private sector. '

Looking back, some might feel that 'eveaent of economic equality with the developed
nations of the world is only a propa 15t goal. Instead, the pragmatic goal was‘ growth as
far as it leads, to do better tha@a past, and to solve as many problems as:possible.

Activity A :

Why an Industrial Policy is necessary for a country like India?

Activity B:

List out the main features of industrial Policy Resolution, 1956,
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63 INDUSTRIAL POLICIES OF 1977 AND 1980

For two decades after the Resolution of 1956, there was continuity in the party in power as
well as the Industrial Policy. But in 1977, a different political party, the Janata Party, came
to power and a new industrial policy was aniicunced in December 1977,

The main thrust of the industrial policy anncunced in 1977 was on effective promotion of
cottage and small industries widely dispersed in rural areas and small towns,

With a view to justifying the change in ideology, the statement throughout peinted out the
failures of the earlier policy and thereby justified the new policy. This policy may be
sumnmarised as foliows:

Reservation for small-scale industries : The policy on the small-scale industrics was
that whatever could be produced by small and cottage industries must only be so produced.
"For this purpose, an exhaustive analysis of industriai products has been made to identify
those items which are capable of being established or expanded in the small-scale sector”.
The list which included about 180 items prior to the announcement of the new policy,
expanded to more than 500 with the announcement (and was later raised to 872 from
January 1984, when the Congress Party was in power). The list was to be reviewed
periodically so that capacity criterion does not lag behind tegequirements of the economy.
it must alse be ensured that production in this sectorNs gonomical and of acceptable

sector - defined as units whose individual in ent in machinery and equipment is up to
Rs.1 lakh and which are situated in @t a population of less than 50,000 (according

quality. Q
The Tiny Sector : Special attention will%a to units in the newly identified 'tiny’

to the 1971 census figures), and viNgECS™{However, there was no specific reservation
policy on this sector).

Khadi, Handloom and Cottag€ Industries : The policy did not go beyond promising
increased attention and new plans for the development of Khadi and Handloom cloth and
cottage indusiries under promotional guidance of the Khadi and Village Industries
~ Commission. It says that "the Government is committed to providing maximum financial
and market support that is needed for promotion of the Khadi programme.”

Promotional Measures : An institutional arrangement which was planned to assist the
growth of small-scale and the tiny sector was the establishment of District Industries
Centres, to be located in district headquarters. These centres are to be developed as separate
agencies 1o deal with all requirements of smalt and village industries. The services expected
to be provided were: "economic investigation of the district's raw material and other
resources, supply of machinery and equipment, provision of raw materials, arrangements
for credit facilities, an effective set-up for marketing and.a-cell for quality control, research
and extension."

The above four aspecis of the inductrial policy are more or less interrelated and deal with
the smail-scale sector.




The Policy stated that the role of large-scale industries will be related to the programme for
meeting the basic minimum needs of the population through wider dispersal of small-scale
and village industries and strengthening of the agricultural sector. In generil, the areas for
large scale industry will be: (i) basic industries which are essential: for providing
infrastructure as well as for development of small and village industries which are essential
for providing infrastructure as well as for development of small and village industries, such
as steel, non-ferrous metals, cement, oil refineries; (i) capital goods industries for meeting
the machinery requirement of basic industries as well as small-scale industries, which
require large scale production, and which are related to agricultural and small-scale
industries development such as fertilizers, pesticides, and petrochemicals, etc.; (iii) high
technology industries; and (iv)-other industries, which are outside the list of? reserved items
for the small-scale sector, and which are considered essential for the development of the
economy such as machine tools, organic and inorganic chemicals.

While a certain measure of growth of existing enterprises is inevitable and alsolnecessary
for the continued health of these enterprises, the growth of Jarge industrial house’ has been
disproportionate to the size of their intemally generated resources and has benlen largely
based on borrowed funds from public financial institutions and banks. The policy stated
that this process of using the funds of public financial institutions and not seeking other
resources must be reversed. Since 1992 the trend seems to be to raise funds more; by equity
issues to the public. ' C

The Government will regulate the activities of théNJarg® industrial houges through its
licensing policy to bring them in line with the ctﬁs sO¢io-economic goals.

In order to ensure social accountability, the fina institutions whose support is vital for
setting up and running of large-scale ente will be expected to assume a more active
role in overseeing the activities of yadertaKings financed by them. They, .in turn, are to

ensure that the management is i ly professionalized and conforms to national
priorities. :

Location of Industries : overnment recognized the need for balanced regional

development. The 1977 policy states specificatly that: :
The government have decided that no more licences should be issued to new
industrial units within certain limits of large metropolitan cities having a ;lmpula.tion
of mare than one miilion and urban areas with a population of more than 5 jakh as
per ‘ih_e 1971 census. State governments and financial institutions will be requested to
deny support to new industries in these areas such as those which do not require an
industrial licence. The Government of fndia would also consider providing Essista‘nce
to large existing industries whick want to shift from congested metmpo!ital. cities to
approved locations in backward zrcas. ' i

But in less than 30 months the then rul?ng party disintegrated and the Congress Farty cams
back to power. The Statement of Induostrial Policy announced by the new Government in
July 1980 is as follows : ' i




The basic objective of the Industrial Policy of 1980 is to attain rapid industrialization and

the "revival of the economy which is persistently inhibited by infrastructural gaps and
inadequacies in performance™. '

This basic objective could be achieved by different ways. The major ways by which it was
to be achieved are set out as the remaining objectives.

Firstly, the role of the public sector has to be strengthened. It was pointed out that the
performance of the public sector had deteriorated sharply with the result that as against a
profit of Rs. 3.89 crore it earned in 1976-77, it incurred a net loss of Rs. 32 crore in 1979-
80. 1t has to be identified as the people’s sector and not as 'nobody's sector', as jt.was
rendered by the last government. '

Secondly, a fairly positive recognition was given to the role of the private sector. The
statement admits that the private sector would be aflowed to develop "in consonance with
the targets and objectives of national plans and policies." The growth of monopolistic
tendencies or concentration of economic power, however, will have to be curbed.

Thirdly, the Industrial Policy of 1980 gave a new definition for the tiny sector, by revising
their investment limits from Rs. 1 lakh to Rs.2 lakh per unit and for the small-scale unit
raising the limit from Rs. 10 lakh to Rs. 20 lakh and for the ancillary unit from Rs. 15 lakh
to Rs. 25 takh, The DIC scheme was reviewed and it was elt that it "has not produced
benefits commensurate with the expenditure incurreddan therefore, new effective
alternatives were to be planned.

Fourthly, the problem of development of backwa@io’ns was recognized and it was
stated that the new policy weuld aim at econo deralism by setting up nucleus plants in
each industrially backward district to gengrate 2§ many ancillary, small and cottage units as
possible.

Fifthly, the Statement recognize I porr.anc:e' of industry in creating a more favourabie
balance of trade by catering to bver-increasing foreign markets. The government,
therefore, decided to consider favourably requests for setting up 100 per cent export-
oriented units, for expansion of existing units exclustvely for purposes of export and for
allowing higher production for exploiting fully the emerging export opportunities. In a
pumber of cases, the Indian industry has not been able to compete in markets abroad
because the scale of output which is related to the level of domestic demand is too small to
give them the advantages of modern technology and econoniies of scale. In cases where a
larger production base would increase the competitiveness of Indian industry abroad, the
government will consider favourably the induciion of advanced technology, and will permit
the creation of capacity Jarge enough to make it competitive in world markets, provided
substantial exports are likeiy. The purpose of introducing such a policy would be not only

to encourage exporis but also 1o enable the industry to produce better quality products ai

lower costs which will ultimately benefit the consumer in terms of price and quality.

'Modernization packages' will be evolved to suit the requirenments of each industry, and will . —

include all the relevant aspects, bt will also be the government's endeavour to ensure that
the process of medernization percolates down to smail units and the villages. With this end
in view, the government will review the present arrangernents in terms of special facilities
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and incentives such as soft loans, establishment of proper linkages in the field of marketing
and strengthening the credit facilities, particularly for the decentralized sector. F

The Statement lays down that such industrial processes and technologies as \]'would aim at
optimal vtHization of energy or the exploration of alternative sources of energy, would be
given special assistance, including finance on concessional terms. Similarly, activities
which have a direct bearing on and will contribute to improved environment and reduce the
detrimental effects on pollution of air and water will also be made eligible for special
assistance on aporopriate terms, -

Sixthly, in the case of existing sick undertakings that show adequate potentia'll for revival,
“it will be the policy of the government to encourage their merger with healthy units which
are capable of managing the sick undertakings and restoring their viability. The existing
guidelines will be reviewed with a view to facilitating greater reliance on wolunfary mergers
of sick waits wiih healthy units which are capable of implementing a viable revival
scheme."

The salient features of this policy may be summarized as (i) rapid industrialization (ii)
revitalization of public sector industries (it} regulation of large and monopoly industrial
nouses (iv}) support to smali-scale units {v) encouragement for advancing the‘technologya
research and development (vi) balanced regionai development in industrialization {vii}

specific efforts in controlling environmental pollutionNagd (viii} selective support for the
revival of sick industries. ‘

Since 1990, with a change in the govemmee centre, further changes, though rat
radically ditfferens, are to be expected soon. It part of the economic admihisiration in
India thar 'simplifying’ and ’streamlini administrative procedures aré frequently
resorted to, which in effect appegamy likeychanges in the policy or at least with their
tmplementation. With resource a Wistrative constraints on the increase, the industrial

policy is likely to remain a broad phjlosophy and its practical significance less distinct in
terms of the achievements. ¢ :

Activity C | ‘

What are the main changes in the Industrial Licensing Policy of 19807




6.4 INDUSTRIAL POLICY CHANGES IN 1990

The Industrial Policy has changed further with the change in the Government in 1990. The
Policy presented to the Parliament on May , 31, 1990, however, has not referred to all
aspects that are usually relevant to a comprehensive industrial policy. It has been titied as
~ 'Policy measures for the promotion of smali-scale indusiries and agro-based industries and
changes-in the procedures for industrial approvals’. With its limited scope, it has dealt with
only a few aspects like smali-scale indusiries, agro-based indusiries, foreign investment,
collaboraiion and imports, location of industrial units, certain exemptions in respect of
convertibility clauses inserted by Public Financial Institutions, their loan agreements with
the industrial units borrowing {rom them, and further de-regulation. in all these aspects, one
may find a further liberalization of the controls.

Some of the specific measures speit out in the Policy are as follows:

1. The investient ceiling in plant and machinery for small-scale industries (fixed in 1985)
has been raised from Rs. 35 lakh to Rs. 60 lakh and correspondingly, for ancillary units
from Rs. 45 lakh to Rs. 75 lakh. In order to enable small-scale industries to play an
important role in the total export effort, such of the small-scale units which undertake to
export at least 30 per cent of the annual production by the third year will be permitted to

. step up their investment in plant and machmery toRs. @ _

2. Investment ceiling in respect of tiny units has also been ased from Rs. 2 lakh to Rs.

5 lakh. However, with regard to their location, t u!ation limit of 50,000 as per the
1981 census continues to apply. - : '

3. A new scheme of Central Investment & ubm? exclusively for the small-scale sector in
rural and backward areas capable o gghierating a higher level of employment at lower
capital cost would be introduced. '

With a view to improving the co iveness of the products manufactured in the small-
scale sector, programmes for modernization and upgradation of technology would be
implemented. A number of technological centres, tool rooms, process and product
development centres, testing centres, etc. will be set up under the umbrella of an apex
technology development centre in Small Industries Development Corporation (SIDCO).

To ensure adequate and timely flow of credit for the small-scale industries, a new apex
bank known as Small Industries Development Bank of India (SIDBI) has already been
established in April 1990. One of the major tasks of SIDBI and other commercial
banks/financial institutions would be to channelize need-based, higher flow of credit, both
by way of term loans and working capital, to the tiny and rural industries.

In order to widen the entrepreneurial base, the Government would lay particular emphasis
on training women and youth under the enfrepreneurial development programme. A special
cell would be established in SIDCO and state directorates of industries to assist women
entreprencurs. ' ' '
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4. All new units up to an investment of Rs. 25 crore in fixed assets in non-backward areas
and Rs. 75 crore in centrally notified backward areas will be.exempt from the
requirzment of obtaining licence/registration. ! '

5. For thz import of capitai goods, the entrepreneurs would have entit[emenL to import up
to a lamicd value of 30 per cent of the total value of plant and machinery required for
the unit. ‘

6. For imports of raw materials and componenis, imports will be permissible up to a landed
value of 30 per cent of the ex-factory value of annual production. The ex-factory vaiue
of production will exclude the excise duty on the item of production. Raw materials and
components on OGL will not be included within this 30 per cent limit. For all licensable
items of raw materials and components, import licensing procedures will continue to
operate, |

7. In respect of transfer of technology, if import of technology is considered necessary by
the entrepreneur he can conclude an agreement with the collaboratos, witlilnout obtaining
any clearance from the Government provided that royalty payment docs not exceed five
per ceni on domestic sales and eight per cent on exports. [f, however, lumpsum payment
is snvolved in the import of technology, the proposal will require Goviernngent clearance.

Keeping in view the need to attract effective inflog of Ygchuology, foreign investmant ep o
40 per cent of equity will be allowed on an auioNgyd basis. In such proposals also, the

landed value of imported capital goods s’nex eed 3O per cent of value of plant and

machinery.

8. The location policy would not be icd to such indusiries by the Cenire except for
location in end around mvr:tﬁ' tan Clties with population above four million. For these
cities, location will not be pAussible within 20 Km. calculated from the periphery of
the metropolitan are%t in prior designated industrial areas and 'non-polluting

industries such as eled s, computer software and printing. It will be up to state
governments {0 regulate” indusirial locations keeping in mind lfocal conditions and
requirements and their respective spatial Development Plans, and zoming and town
planning laws. Similarly, environmenta! clearance would have io be obtained from the
prescribed authority at the State level. ‘ '

9. Hundred per cent export-oriented vmits (EOUs) and units to be sei up in Export
Processing Zones (EPZs) are delicensed if the investment does not exceed [Rs. 75 crore.

Such investments shal be exempt from the convertibility clause applicable to financing by
Indian financial institations. ' : : '

10.Units set up by MRTP / FERA companies wil] also be covered by the procedures set out
above, but they will continue to need clzarances under the provisions and
these two Acts. '
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6.5 ECONOMIC POLICY AND LEGISLATION BURING
1951-91

The Industries (Development and Regulation) Act, 1951, through which the licensing
system is operated, in effect empowers ihe government to licence (or permit} new
investment, expansion of licensed units, production of new articles, change of location by
the licensed units and also to investigate the affairs of licensed units in cestain cases and to
take over the management thereof, if conditions so warrant. The objectives behind these
powers are, of course, development and regulation of industries. It is in the actual
implementation of these objectives, while exercising the powers of the government under
the Industries (Development and Regulation) Act that the relevant aspects of the industrial
policy are expected to be fulfilled.

WORKING OF THE LICENSING SYSTEM

Some important features in the working of the licensing system are worth noting. Table-6.1
provides information in this respect. :

TABLE 6.1
PROGRESS OF INDUSTRIAL LICENSES ISSUED

\

Year No. of Letters of No.mstrial
Intent Issued Ijicen sued

1978 440 348

1979 550 365
1980 946 475
1981 91 476
1982 43 432
1983 1,075
1986-87 882
1987-88 971 (525) 349 (147)
1988-89 1,215 (610) 332 (149)

Note ; 1. Figures do not include licenses (approvals by FIB) for foreign collaborations,

which were, 636 in 1988-89.
2. Figures for 1987-88 and 1988-89 do not include COB licenses.
3. Figutes in brackets refer to licenses for backward regions.

Source : The Economic Survey 1989-90, for 1987-88 and 1988-89 and RBI Reports on
Currency and Finance for earlier years. :

The eriteria foliowed in granting a license leave a lot of scope to the discretionary powers
of the government. But the damaging element is not only the power involved but the

uncertainty about the outcome of a project proposal.




REGULATION OF MONOPOLIES

One of the objectives of all the industrial policies has been to restrict the growth of
monopolics. However there was no separate legislation to this effect for a long time. The
Industries (Development and Regulation) Act, 1951 though had this dbjective, had no-
‘specific provision to deal with monopolies as such. As a result, till June 1970, it was only
the administraiive ad hoc decisions and discretions that had some regulatory effect on
monopolies or concentration of ownership. It was on the findings of three official studies
followed by the Report of the Monopolies Inquiry Commission that the need for a separate
law to tackle the problem of concentration of wealth and monepoly power was felt and the

Monopolies and Restrictive Trade Practices Act, 1969 (MRTP Act) came into force on
June 1, 1970,

The preamble of the MRTP Act states thai it is an Act 1o provide that the operation of the
economic system does not result in the concentration of econormic poewer to the common
detriment. for the control of monopolies, for the probibition of monopolistic and restrictive
trade practices and for matters connected therewith or incidental thereto,

The MRTP Act, broadly speaking, can be divided into two major parts. The first part deals
with monopolies vis-a-vis the concentration of economic power, which is relevant here.
ihe second part deals with restrictive trade practices, monopolistic trade practices and
unfair trade practices and therefore are not discussed gader Industrial Policy. The scheme
of the Act as far as the first major part is conceme@ monopolies and industrial units
which are construed to have a concentration of eco ¢ or monopoly power are to be
identified. made to register themselves a ir expansion, establishment of new
undertakings, diversification, mergers and a ations are to be subjected to approval
by the government. The directors of organizations are also brought under some
scrutiny with reference io the number o%mrships held by them. In exceptional cases,
the government may even force indiitrial undertaking to divide into a number of
undertakings. The criterion to d% almost all cases involving the approval of the

Md what is prejudicial to public interest is to be disapproved.
The Act as one of its uniqus @ hres, also provides a list of "matters to be considered by
the central government before 3 cording approval.” '

PRIVATE FOREIGN INVESTMENT POLICY

A policy regarding participation of foreign capital was announced in 1949, after the
announcement of the first Industrial Policy Resolution. The Industrial Policy Resoluticn of
1956 has not changed the 1949 policy as far as foreign investments are concerned.

Accordingty, the objective is :

“Utilization of foreign capital in a most advantageous way to the country. The policy
recognized the fact that Indian capital needs to be supplemented by foreign capital
not only because our national savings will not be enough for the rapid development
of the country on the whole as we wish, but also becanse in many cases scientific,
technical and industiial knowledge and capital equipment can be secured along -with
the foreign capital. This policy also broadly outlined the country's desire to-accept
- foreign capital under the conditions that (i} all undertakings, Indian or foreign, to
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conform to the general requirements of the governrent's industrial policy; and {ii) as
a rule, the major interest, ownership and effective control of an undertaking should
be in Indian hands. The policy also gave assurances about the repatriation of profits
and capital and equitable and fair compensation in the event of nationalization”.

All foreign investments and collaborations require the prior approval of the government.
The criteria laid down for screening each foreign.investment proposal are not uniform. The
general policy has been to restrict foreign investment or coliaboration to those cases in
which technica! know-how is not adequately. available indigenously or where domestic
capital is not forthcoming. The administrative procedures for permitting foreign investment
are almost the same as applicable to an industrial license under the Industries Act.

For the purpose of government regulations, certain norms and principles have been evolved
with regard to the terms of collaboration agreements. For instance, royalties are generally
permiited to a maximum of 3 per cent of the net sales, subject to tax, and in majority
foreign capital participation, fower rates are’ generally prescribed. Similarly, royalty
agreements are generaily not allowed to run for a period exceeding 10 years and any option
for renewal can only be exercised after obfaining a fresh approval from the government.
The government favours capitalization of technical collaboration fees in some cases as it
helps avoid immediate pressure on the balance of payments.

FOREIGN EXCHANGE REGULATION ACT

~ As the preamble in the Foreign Exchange Regulat t. 1973 (FERA), which replaces the
earlier Act of 1947, describes it, this Act was to consolidate and amend the law
regulating dealings affecting foreign exch with a view to conserving the foreign

exchange resources of the country and the ;% utilization thereof in the interests of the
" ‘economic development of the count ¢ Adt broadly deals with :

assets held in India byfiQpresidents; .
. holding of immovable property outside india; |
- employment of foreign natiorials;
- establishment of place_.of business in India; and
- acc[uisition, holding, etc. of immovable property in India by non-residents.

The enaciment of this legislation has far-reaching implications for companies that have
hitherto been predominantly foreign-owned or controlled as these are now obliged to
reduce the non-resident interest in them to forty per cent or lower so as to be out of the
restrictions imposed by the Act. Reduction in the overseas interest in the shareholdings of
these companies will by itself result in a subsiantial reduction in the foreign exchange
remittances out of India by way of dividends, apart from enabiing a new latger participation
by Indian nationals in the share capital of such companies. '

As has been expressly stated in Section 7 of the Act, any permission or 1iccn‘se required
under the Act will only be given having regard to all or any of the following .factors,
namely : '
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consideration of the foreign exchange resources of the country;
- all foreign exchange accruing to the country is properly accounted for;

- the foreign exchange resources of the country are utilized as best to subccribe the
commorn good;

- such other relevant factors as the circumstances of the case may reqiire,

6.6 THE PUBLIC SECTOR DURING 1951-91

In the changing scenario, the commanding heights of the Indian public sector monoliths are
cn the verge of collapse. The sector now is being thrown open to face domestic as well as’
global competition. ' :

The public sector (in 1992-93) comprises 237 operating units, 13] profitable and 58
chrondcally sick. Due to socio-political reasons, the chronically sick units are kept runaing.
As per the latest available information, the prefit making public sector companies together
made a profit of Rs. 7,346 crore. The gross margin of the sector is around ! per cent. The
profitability of the sector has not improved over the last 10 years according to the latest
Economic Survey. In terms of profits, the top five compaMes in the public sector are Indian
Oil Corporation, NTPC, ONGC, MTNL and Steel Mutho ty of India Ltd. Heavy cupital

investment in the past combined with massive Gst had burdened the gross margins of
the sector.

The capacity utilisation of the manufﬁctur?’npamies numbering 123 in the public sector

was around 75 per cent during 1992098, THe sectors like steel, coal, power and peirolaum
have shown improvement with res pacity atilisation over the previous year.

g? TABLE.62
PR L_E OF CENTRAL FSE'S

1981-82 199G-91 1991-92 1962-93

I. Operating Enterprises 88 736 237 237
Profitable Enterprises 104 123 133 131
Loss-making Enterprises 83 i 102 104
(Rs. CRORE) -

2. Capital employed 21935 102083 117583 139933

3. Net Profit 445 2272 2355 3396

(PER CENT) :
4. Ratio of net pirofit to 2.03 - 2.23 2.00 2.43
Capital employed '

~Source : E.T. Data Bank '95
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Activity P}

Do you think that the present liberalisation policy introduced by our Government is
- justified? Give reasons.

6.7 SUMMARY

In a period of about forty-five years since Independence, the Industrial Policy has grown
towards making the country a socialistic state and all the supporting measures were also
meant fo strengthen the same trend. Probably a saturation point -was reached and
government's role had to be reviewed since the outcomgs were not satisfactory. This
attempt is felt in the policy of 1991 and almost a total geve 1 of the first policy may be
seen from the next year. o

6.8 FURTHER READINGS O

P

Ruddar Datt, KPM Sundaram, INDLQL;R OMY, S. Chand & Company Lid., New

Dethi, 1995. :

N

69 SELF-ASSESSM@TEST

1. Describe the rationale and objectives behind the I.ndus_trial Policy of 1956.

2. ™Fhe Constitution and the Directive Principles of State Policy remain the same but there
is a world of difference in the Government's role when considered in 1956 and 1991".
Discuss. ' :

3. Trace the changes in the official definitions of Small Scale Industry and tiny sector.

4. "Government's tightening of its grip over the private sector only lead to the failure of the
policy” - Elucidate. ' '
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UNIT - 7 : ECONOMIC CRISIS OF 1991 \

Objectives
After studying this unit, you should be able to: ‘
- explain the economic crisis of 199}
- analyse the consequences of import substitution and policy of self»nteliance.
- comment on the st!‘u;:'tural weaknesses of lndia's. extemal sector ‘
- state the problems faced by the .public sector ‘

- discuss the important changes that are introduced in the Industrial Policy, 1990.

Structure
7.1 Introduction

7.2 Economic Crisis of 1991 - Foreign Trade Si@

7.3 Consequences of Import - Substitutior@elf—Reliance Policy ‘
7.4 Foreign Debt-Debt Servicing Ra'?\ ' ‘
7.5 Exports Vis-a-vis Foreig @i ' o

7.6  Structural Weaknes@ndia's External Sector
7.7 Public Sector and its Fu cticning

i 7.8 Rigid Labour Laws ‘
7.9 - Internal Indebtedness : ' | ‘
7.10  Policy Changes after 1590-91

7.11  Summary

| 7.12  Further Readings B

7.13 Scif-Assessment Test




71 INTRODUCTION

No issue has dominated economic policy-making in the last few years as much as the
problems arising from India’s Balance of Trade. The sitvation by the middle of 1991 had
become so critica) that the country was almost on the brink of default. Foreign exchange
reserves of the country were barely adequate to finance two weeks of imports. '

In this context, the trend in India's Balance of Trade from the Sixth Five Year Plan
onwards, consequences of the import substitution & self-reliance, functioning of the public
sector undertakings, the important changes introduced after Industrial Policy, 1991 are
mainly discussed in this unit. - '

7.2 ECONOMIC CRISIS OF 1991 - FOREIGN TRADE |
- SITUATION | :

The deficits in balance of payments position started worsening during Sixth and Seventh

Plans. During the Seventh Plan the country's foreign exchange reserves were down by
“about Rs. 4000 crore. '

In 1979-80, balance of trade was negative by more than Rs. 3,374 crore and positive net
invisibles were around Rs. 3,140 crore. The positive net visibles were not adequate to
‘offset trade deficit. Hence a deficit of about Rs. 234 cr%rged in the current account.
Thus 1979:80 could be identified as the year of thekgginiig of economic crisis of 1991.
The balance of payments problems continued to Indian economy duting the Sixth
~ Plan. The balance of payment problem that follOwel the second oil shock of 1979-80
- worsened considerably from 1980-81 onwar% merchandise trade account continued to

show a large deficit with net invisibjesgarniygs playing a smaller role in financing this
deficit. On an average net invisiblcsqvied over 60 per cent of trade deficit during the
Sixth Plan as a whole. The ratiogfnet tBvisible to trade deficit came down from 72 per cent
in 1980-81 to 57 per cent in '19@ '

India had to rely upon borrowings from IMF to meet the huge deficit in the current account
of the balance of payment. Under the Extended Fund Facility of IMF, India was authorised
to purchase 5 billion SDRS (Rs. 5200 crore) over three years effective from November 9,
1981 to support her external adjustment programme. To improve the capital account of the
balance of payments, liberalised facilities for non-resident Indian (NRI) deposits and
investments were announced in the Union Budget for 1982-83.

The strain on the balance of payments position had continued and to some extent

intensified during the last four years of the Seventh Plan. The following t_able. depicts t_l_1e
balance of payments position during the Seventh Plan. -
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TABLE - 7.1
BALANCE OF PAYMENTS DURING SEVENTH PLAN

(CURRENT ACCOUNT)
Year * Trade Balance | Net Invisibles Current Account
' (Net)
- Rs. Crores
1985-86 - 9586 + 3630 - 5956
1086-87 ~9354 %353 5831
1987-88 - 0296 + 3004 - 6292
1983-89 13555 +3145 ~ 10410
1989-00 - 12413 + 1025 - 11388

SOURCE : Economic Survey (1990-91) ;
The mounting deficits in the foreign trade during 1985-86 to 1989-0 can be! explained in
terms of spurt in trade deficits on the one hand and relative shrinkage in the net invisibles
on the other. The trade deficit - GDP ratio increased from an average 3i.4 per cent during
the Sixth Plan to 3.7 per cent in the first year of the Seventh Plan i.c. during 1985-86. Trade
deficit-GDP ratio declined from an average of 3.4 per cent during the Sixth Plan to 3.2 per
cent during the Seventh Plan. '

The causes of acceleration in trade deficits can be @d up as under :

(1)The Policy of Import Liberalisation :mcess of so called Iibc:aliLation of the
Import Policy regime was started way b3®¢in 1975-76 when the approach of Open
General License (OGL) was eﬂ'"ecti%tmducéd. It is sometimes eirgue@i that tmport
liberalisation has come by w@ofa imposition of IMF conditionality cln India. The

Import-Export policy of 19 vided automatic and ‘liberal access to actual users
for import: of raw mategials ai components. The scope of importsf of capital goods
under OGL was enlarg%dding 94 items of industrial machinery o this list. Liberal
imports of computer hardWwdre, software etc. were allowed, The Import Export Policy of -
1985 placed 201 items of industrial machinery under OGL which led to an increase in
the imports. The Import-Export policy of 1988 placed 745 items urider OGL. Import
tiberalisation policy also led to liberalisation of imports of 53 items by 1985 policy and
those of 26 items by 1988 policy. The trade policy of 1991, in one sweep, has brought
over 1,500 items of capital goods and 2,100 raw materials and components|under OGL.
The quantum jump in imports has been partly the result of import liberalisation.

(2)The Policy of Technological Upgradation : The Import-Export: Poli!cy of 1985
permitted trading houses and export houses to import technical designs, drawings etc.
for supporting manufacturers to the extent of Rs. 25 lakh and Rs. 10 ilakh respectively
against REP additional licenses. The per unit value limit for import of ¢apital equipment
has been enhanced from Rs. S lakh to Rs. 100 lakh since it has a bearing upon quafity
and quantity of technical know-how and foreign consultancy under the technical
development fund. As a result of this policy of technological upgradation, iniport bills
increased, causing deficit in trade balance. ' ' '




(3) Growth in Bulk Imports : The share of bulk imports such as POL (Petroleum, Oil and
Lubricants), ores and metals, fertilisers, cereals and edible oils in total imports has

increased to 48.5% during Apr|1 September 1992 cempared to 45% during April-
September, 1991.- ,

(4) Sluggish Growth in Exports "The slugglsh growth in exports durmg 1990 91 and
1991-92 has been due to recession in the major mduerlal economies and a wrtua]
coliapse of exports to the erstwhile Soviet Union.

" (5) Protectionist Trends in International Trade : The growiﬁg trade deficits is the result
of stuggish growth in exports. The growth in exports does not show acceleration because
- of the restrictive trade policies being followed by an increasing number of countries.

- Causes for Deceleration in Invisible Surpluses

Invisible surpluses have traditionally financed a large part of trade deficit. However, the
trend has been on the deciine during 1980-90 on account of a fall in net invisible receipts.
The deceleration in net invisible can be attributed to decline in the share of travel receipts
in gross invisible receipts, decline in gross prwate transfer receipts and increase in debt
servicing. The significant increase in debt-servicing has put a strain on India’s balance of
payments. The debt servicing has mcreased from. 8.5% of current account receipts in 1979-

averaged at 2.2% of GDFP as against 1.3% g the Sixth Plan. The persistent external
pressure lowered the foreign exchange resoWseeS of the country from Rs. 6816.8 crore in
1984-85 to Rs. 5787.2 crore in 1989-9 '

80 to0 24% in 1991-92. _ : . Q _
In the Seventh Plan (1935 86 to 1989-90) ti account deficit is estimated to have

In 1990-91 the current accountefiigjn the balance of payments was $ 7727 million which
formed 2.5 per cent of GDP. - sizable deficii could be atiributed to decline in NR] -
remittances from the Gu a i
bitl of otl due to rise in tiggfice of oil in the wake of Guif war. In 1991-92 the current
account deficit was of the order of $ 3026 million forming 1.0 per cent of GDP. In 1992-93
it increased due to sluggish growth in exports especially to rupee payment areas and revival
of imports to more normal levels. The deficit was financed through a combination of
traditional financing sources and exceptional fi f'nancmg

The major problem faced in 1990-91 was how t6 finance the current aceount deﬁcat With
the deficit rising, the only way it could be met was by drawing down the reserves. As at the
end of December, 1990, the foreign currency assets of the Reserve Bank of India stood at
US § 1.7 billion. This was despite the drawal of our reserve tranche in IMF of SDR 487
miilion. ’Ihe low level of reserves in its turn triggered a number of consequences India's
resource to the commercial borrowing totally dried up as the credit rating agencies
downgraded India. Simultaneously, there began an outflow of non-resident Indian deposits.
In addition, those were serious difficulties in the rolling over of short term credit which was
roughly -of the order of US $5 billion. While current account deficits of the order of § 8

on, decline in exports to the Gulif region and rise in import ~ °



billion was easnly financed in 1988-89 a- det‘"elt of $ 9.7 bll!:on in 1990-91 became almost
- impossible to finance, The task before the Government was to explore means to finance the
A deficit. It was under these cncumstanees that India approached the IMF for an
_ accommodatlon -

- The year 1991-92 begm badly w1th a further declme of reserves. The tasks before the
- government ° were to take slabs to bring about a sharp compression of imports on the one
hand and on the other, to find sourses of exceptional financing to meet the current account

deficit. A tight monetary policy was put in place. Severe import compression measures

the current account deficit; unorthodox steps were taken, including the pledge of gold. In

. the meantime a2 stand-by arfangement with IMF was negotiated. Steps were also taken to
obtain fast disbursing assistance from the World Bank, Asian Development Bank and some -
bilateral donors. Adjustments in the exchange rate, along with structural reforms in trade

industrial and fore1gn investment policies were SImultaneously mltlated

7.3 CONSEQUENCES OF IMPORT-SUBSTITUTION ANE)

SELF—RELIAN("E POLICY

Prior to June 1991, most items of raw materlals mtermedlates components and capital

- which were adopted earlier continued to operate. For raising the needed reserves to meet

goods were importable only against a license, and imports were typically subject to a very

high level of tariffs. The highly restrictive trade regime hal\pecome counter-produgtive. It

provided unduly ‘high protection for mdustry in which Migh gost doméstic ploductfon was
too easily tolerated, in the riame of import substif and self-reliance. The result was a
hlgh cost structure which made it impossible to @ in export market unless supported

by large subsidies of one kind or another. o ' :
Not only- were exports made non-copffati ivE but the system also encouraged domestic. -

1t
entrepreneurs to look inward in plan%’estments Capacities were set up essentlally to

out once the indigenous cap

meet domestic requirements w %eex ctation that imports would automatically ; be shut -
iy

as available, despite high costs. Inevitably Indian’

industry, especially the large corp®faie houses, did little to develop an export strategy orto =

~ - actively explore niche markets in the world. It was necessary to change the system
drastically, if the blas against exports and other type of forelgn exchange eamlngs was to be

reduced.
Actnwty A

Examine and comment on the main trends in India's Foreign Exchange reserves position.
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Activity B

© What is Tmport - _Substituti.on'?" _

' 7.4 FOREIGN DEBT - DEBT SERVICING RATIO _

Indian economy during 1950-5] to 1984-85 utilised foreign aid to the tune of Rs. 31,437

crore. Of this, 78.5% were loans, and grants formed only 21:5%. During Sixth Plan the

share of grants in the total external assistance declined to 16%. During Seventh Plan

utilisation of externai assistance was of the order of Rs. 22699.8 crore. During the period,

the grants component of external assistance was around 11 .5%. During 1985-86 to 1988-89,
Rs. 14,851 crore worth externat assistance had been utilised to finance the deficit in balance

of paymenits. In 1991-92 total aid utilised was of the order of Rs. 11,615 crore. The share of
grants in aid utilisation was just 7.9%. . B ' : '

The problem of debt servicing is the most serious ofaQoblems associated with external
assistance. The term "debt srvicing" refers to 'salion of loans and interest payments.
The amount of total debt servicing has risen from B&. 2,523 crore in 1984-85 to Rs. 15,928
crore in'1991-92. During 1989-90 around®6% of external assistance was used towards the
servicing of past debt. Around 25% of Mrt carnings are drained out in the form of
debt servicing charges. o
~ Foreign aid is always with s @ , The advanced donor countries stipulate certain implicit
- or explicit conditions with tl . The shrinking grants components in aid reduces the
 efficiency of aid. ' : o o '

74 EXPORTS VIS-A-VIS FOREIGN DEBT

From the point of view of development, export trade plays the dynamic role of convérting a
- part of the domestic resources into the more productive forms of capital, machinery and
equipment. This conversion is direct and immediate where the import bills are paid from. .
current export earnings, and indirect where the imports are first financed by foreign loans
which are subsequently repaid from export earnings. ' L

When imports are financed by exports, the domestic buyer has the freedom to buy from the
market of his choice and at the best of competitive price whereas when imports are
financed by foreign aid, the source of supply -is restricted to the market of the lender and
prices are more often likely to be marked up by the sellers in the lending country as they
know that the buyer has hardiy aﬁy choice in the source of supply.
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However, in spite of the best efforts, it may not be possible for a country in the early stages
of development to finance the needed impotts entirely by exports. The developing country
- therefore has to seek foreign loans or forzign participation in investment activity. Loans -
carry interest and the principal has to be repaid, while foreign participation in domestic
ceonomic activity in which remittances of profits and eventual repatriation of capital. All- '
this ineans foreign exchange, wh ich can only be acquired through increase in exports.

7.6 STRUCTURAL WEAKNISSES OF INDIA'S EXTERNAL
SECTOR | - PR

the growth of domestic industries under the _
1991, reforms under the new Ecomw%lio‘l vy have been effected .to impatt inherent

" Another important weakness ¢

The following structural weaknesses of India's exten'ma_l' sector are responsible for stuggish
growth in her exports : - ' o - '

(i) India's exports do not pick up in. periods of boom conditions in the world econohly_to

the same extent as the exports of many other competitors. On the other hand, Irdia is -

quick to pick up sluggishness in exports in response to sluggishness in world tradeimuch

~ more quickly than other exporters. It is evident from the fact that India's exports in

dollar terms decelerated during 1996-91, 1991-92 and 1992-93 when the developed
. econonties were under the grip of recession. ' . I

(i)India's -exports register a growth largely due to gpowih of market rather than by the
extent of market penetration. The extent of market pene jon depends upon the extent
of competitiveness of exports. R S

The competitiveness of India's exports has not ed due to low p'rodﬁctivi;ty and

~ consequently high costs. The _Iuncompetitiveqﬁss ofwdian products could be atiributed to

competitive strength to the industrialSsggtomio expose it to the international competition.

But to be competitive, the technplggicaNbase of Indian economy has to be strengthened.
@ema} sector is the lack of export culture. In fdct high

type of export culture embra :¢s 3 i

quality, with proper packaging, delivery schedules and after sales service etc. India suffers

a good deal in regard to her export image due to lack of export culture. The export culture

" can be built up by an integrated approach to export promotion. An integrated approach
 envisages competitive price, right quality, proper packaging, compliance with delivery

schedule and other terms and conditions of export order. -

Another weakness of India's external sector is the tendency for exporting what we produce

rather than producing especially for export. In fact exports require totally different!type of
products from the products produced for the domestic market. Since domestic markét is not

- quality conscious and the international market requires superior quality and technologically
* latest vintage products, it requires substaniial product differentiation to promote: export.

The tariff and trade polices created business to the import of goods from de\jfeloping
countries which lead to our consumers being satisfied with whatever quality was made
available to them and thus since the manufacturers could push through the product despite

their poor guality there was no compulsion on the part of Indian manufacturers to improve -

upon their product quality.

1G4

lla of protection. However since July:

n its purview production of exportable goods of high -




7.7 - PUBLIC SECTOR AND ITS FUNCTIONING

The number of central publlc emerpnses has risen from 153 in 1980-%1 to 236 in 1989-9C,
capital employed from Rs. 18,207 crore to Rs. 19, 737 crore and turnover from R, 28,635
crote to Rs. 1,18,355 crore. They made 2 gross profit before interest and tax of Rs. 11,355
crore in 1989-90 and they generated internal resources (gross) amuuntmx;, to Rs. 11,372
crore as compared to Rs. 1,225 crove in 1980-81.

It may be added that a majur portioz; of the public sector industrial investment is in the
intrastructural industries and has supported and formed the basis of the country's industrial
progress since the beginning of planning.

As can be seen from above the growth of the public sector is indeed impressive. But the
success Is quantitative and not qualitative. Qut of the 237 operating public snterprises, 102
enterprises incurred a total net loss of Rs. 3,674 crors in 1991.92. It is estimated that there
are 50 chronically sick public sector units. The accumulated losses of those units stood at
Ks. 6,367 crove ai the end of March, 1996,

Some of the important reasons respousible for the poor performance of the pub
enterprises are lack of emphasis on profitability, unsatisiactory loeation, under-utilisation
of installed capacity, lack of technical foasibility, delay ingoject commissioning, lack of
professionalisation of management, defective staffing, gecrtNgnen and promoticn pelicy,
lack of rational pricing policy, inefficient materials manag] t, politisal interference, etc.

The profiiability criterion was not given a pr lace. Some of the persons who
formulated the policy of these underiakingségs well as those who wers entrasied with
setting them up and with turning them p?? down the idea of profits and unduly
emphasised the welfare aspect. It is ecefily that the profit aspect of staie enterprises -
has been insisicd upon.

Another unsatisfactory featuze o ic undertakings is their uneconomic location. There is
a clamour for locating these undertakings in cettain regions on the part of the ruiing party
hosses, influential persons and public leaders. The Economic Survey 1992-93 reveals that
the poor performance of Nagaland I'aper Project has been doe to its inappropriate locatic.

Low utilisation of capacity has been & very important: regson for the low profitability.
Enormous installed capacitics have been created with the help of foreign credits and know-
how on easy terms, but of which fuller use has not been made. The phenomenon of under-
utilisation has arisen out of overestimating demand, administeative deficiencies, lack of
proper working technigues, labour troubles, failure to install balancing equipment or
making technical improvement essential for ml!cr utitizarion of capacity.

Lack of Féas:bahﬂy Study : The commitice on pubtic undertakings in its thirteenth report
points out how faulty has been the planning and how poor was the quality of studies carried
out in connection with some important projects. It is pointed out that tenders were invited
without any project report in the case of Bombay Fertiliser Project, Hindustan Pesticides
and Indian Telephone Industries.
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- It is inconceivable that a, business project: involving huge amounts should be: launched
- without essential preliminary. Delay in project commissioning was generaily a jule rather
“an exception. It unnecessarily raised the cost of constmetlon and deprlved people of the

' frunts of the project much longer than was necessary ' ' - :

Lack of professmnal management defective staffing, recruitment and promotion policy
have also contributed to the inefficiency of public sector. Lack of performance .
accm.ntab:hty has added to the problems. Political interference and lack of autonomy have
o 51gmﬁcantly eroded the desire of public sector to be v1bra.nt

Large vo]umes (approximately Rs 1,01, 800 crore 'as at the end of 1990 91) of pubhc'
resources are invested in the public sector and measures to increase the efficiency of the
- public sector must have high priority in any reform effort. A few public sector units are.
doing, well but there is little doubt that the sector as a whole has not generated adequate
surpluses for reinvestment and too many enterprises are chronic loss makers, | putting a-
heavy " burden on the budget. These problems are common to most countries going through
structural adjustment and aifl are taking corrective measures. Many countries have
- responded with aggressive privatisation programmes involving transfer of management to
'the prlvafe sector. Exphclt privatisation of this sort is not bemg contemplated in Indla

~ losses it is because they are being subsidised by pub equer. The budgetary support
for loss making public sector is being phased out pro ely. During the: sixth plan ‘this
support added upto 58.4% of the central publig’enfygprises plan ocutlays, with the balance

financed from internal resources (36.7%) -Q‘ etary resources (4. 9%) During the
Seventh Plan, central budgetory support dw to 40% and the affected public énterprises

if many publ:c sector undertakmgs have ‘been survwn: year after year desplte making :

- had to bend for themselves. There has beerd further declme in budgetary support wnth the
figures budgeted for 1992-93 beinggdlis18.6%. ' '

~ The PSUs have also been tolg G in ture'the'y will have to generate résources to finance
future investment primarily internal surp!uses or by accessing the caplth] market,
agam putting a premium on eff’ ic ency and financial liability. - '

:

 Activity C.

_Llst out five public entcrprlses which are producmg goods and another ﬁve enterpnses :
producmg services, . :




" Activity D

- Refer the latest Survey of Public .Enterprises.an&" pfepare a list of top five profit - mak'ing:.
and top five loss - making units. - ' o T S '

7.8 RIGID LABOUR LAWS

~ Because of the regulated and rigid labour laws the Indian labour has not enjoyed an

- environment which promotes initiative, enterprise and the freedom to coniribute strongly to
the development process of the industry and to their own self development process. We
need to ensure work ethic, work culture and sense of self-fulfillment. Labour laws should
result in strong employee involvement. Laws are built in the absence of trust between the
management and labour-and consequently leading to low productivity, Rigid labour laws
have not created a free and fair environment for policy making and decision, making and
has resulted in misuse and-abuse by one side or the other. Labour laws should fead to
harmonious industrial relations between the manageinegt anemployees.

79 INTERNAL INDEBTEDNESY

Public debt can be classificd as intemal_ deb '_te,ma] debt. The internal d_ebt comprises
loans raised from private individuals ayevell Xs from financial and other institutions in the
country. The external debt consists obtained either from international financial

agencies or from foreign governments. . .
Public debt comprises (i)’penn$ebt i.e., loans raised in the markets in India as well as

long term securities issued to the Reserve Bank of India in conversion of ad hoc treasury
hills; (ii) floating debt i.e., largely treasury bills and (iii) external debts. All those items of
‘public debt are marketable. ' S : : -

. Besides marketable public debt, there are other non-marketable obligations of the
Government of India. These include small savings, State Provident Fund, PL-480 deposits,
income-tax, annuity deposits, Public Provident Fund etc, and balances in the various
reserve funds and deposit accounts sucle as depreciation and other reserve funds of
departmental undertakings like Railways, Post and Telegraphs, deposits of local funds, civil
deposits, etc. These are other liabilities of the 'Goyemment of India. . . '
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S TABLE-72 B
PUBLIC DERT OF INDIA - 1950-51 TO 1991-92 (SUMMARY) - '
. _ - (Rs. Crores)

795051 196061 198182 198263 1991-02

TotemmalDebt 2022 3978 35726 46936 . 170104
©85 @) oy - MaH o @D
PxtemalDebt 32 761 12358 . 1385 35501
o as o e C@6) @6  (113)
Total S S R
Public Debt 2,054 4,739 48084 © 60,621 - 2,05,605

The percentage shares of two broad components are indicated in brackets below their
respective figures. ' ' -

* The market loans and _treas.ury B_ilis have been the two pillars on which;the'ediﬁce of Indian .
Internal debt has rested. : : :

" The outstanding debt liabilities of state Go_vemmmod at Rs. 69,587 crores at the end

of March 1988. A major part of the State debt LiabWitjgt (Rs. 28,088 crore or 71.5% at the
end of March 1988) is accounted for by io d advances from the Central Government
for plan and non-plan purposes. ' '

| Tota! interest payment on internal d%mreasedﬁom Rs. 40 crore in 1950-51 o Rs.

32,500 crore in 1992-93. The ininterest payment reflects the growing internal debt
which itself reflects the large fisd@l deficits. . : ' -
Currently India is de\r;otit 14% of ité-i)ationai income for deb§ servicing.
India's position as a debtor to forei gn-cquntﬁ'es is not at ail flattering. - -

Because a substantial portion of the debf_has’b‘een for unproductive purposes, these loans.
mean a burden on the community. It leads to inflationary pressures. . - '

710 POLICY CHANGES AFTER 1990-91

The industrial policy of 1991 abolished industriat licensing for all projects except for a few
industries related to sccurity and strategic concerns, hazardous chemicals and
environmental factors. This policy abolished: all existing registration schemes such as
Delicensed registration, Exempied indusirial registration. and DGTD registration. - All
substantial expansion of units would be exempted from licensing. This policy also




envisaged automatic clearance for the imports_of- cap:tal goods, pl
exchange requ1rements for such imports could be ensured lhrough forelg

This industrial policy permitted direct foreign investment upto 31%
industries. These included 34 broad arcas. The Government of India on ¢
further liberalised its policy in regard to foreign investment. According;
Indians (NRIs) and Overseas Corporate Bodies {OCBs) were permitted to-
per cent foreign equity in high priority industries including hotels, t.
industries, shipping and hospitals. Besides, NRIs and OCB's were allowed’

100% foreign equity in industries under Schedule-iHl (items reserved fo. anall scale
industry), provided the export obligation criterion prescribed for the industry would be
satisfied. The notification of October 28, 1991 also stated that the existing scheme of 100

- per cent NRI investment, in 100 per cent export oriented units and also the scheme for the
revival of sick units by NRIs would c_onts_nue

The Trade Policy of 1991 freed rmport—export trade from the shackles of administrative
controls and licenses, linking all non-bulk and non-capital goods imports to exports through
a market mechanism of freeiy tradable Exim scripts (Repienishment licenses). The Exim
scripts would also be traded on Stock Exchanges. In the supplementary trade "policy
announced on August 13, 1991, six import items were decanalised and put under OGL.
While 14 other imports were decanalised and allowed to be imported through Exim scripts.

A major liberalisation of export control and procedun@ effected on September 4, 1991
when exports of 63 items, mostly chemicalgmagd al products, were decanalised.
Similarly 17 items were shifted from the exi‘ist of items banned or restricted for
export to the OGL category. : B '

The process of liberalisation culipi teSEm a move towards pnvatlsatlon of public '

enterprises. The Government deci ffer 20 per cent of its shareholding in public

sector units to mutual funds, figanciaNgpstitutions and the general public.
Yo,

The liberalisation process m orward in the course of the year 1992, The Liberalised
-Exchange Rate Exchange Management System (LEREMS) was introduced on March 3,

11992 to replace Exim scripts. Under LEREMS, 60 per cent of export earnings and inward
remittances were allowed to be converted into rupee at the market determined exchange
rate and the balance 40 per cent at the RBI determined exchange rate. Thus LEREMS
introduced the dual exchange rate system. This system reduced the difference between the _
frée market rate and hawala rates of exchange to around 8 per cent.

The trade policy of 1992 substantially liberalised the"'trade regime. The import of capital
goods, raw materials, intermediate goods and components were virtually breed from import
licensing. The Union Budget for 1992-93, brought down the maximum import dutles to 110
per cent to make Indlan goods competltlve in the World market.

The Foreign Investment Policy in 1992 became more liberal effective from May 14, 1992,
Foreign companies have been allowed to use their brand name or trade marks on goods sold
in the domestic market. Effective from September, 15, 1992 foreign investors have been
allowed repatriation of their capital to be valued at market rates on stock exchanges rather
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determmed by RBL. In September 1992, the Government of India opened the

» investment trusts and asset management companies. All these concessions will help
globalise Indian economy. :

The capital market reforms in 1992 were designed to make financial system of the country

work with least possible restrictions. The Capital Issues (Control) Act, 1947 was repealed
in May 1992. The companies were made free to approach the capital market without prior
permission from the Government subject to getting offer documents cleared by Securities
. and Exchange Board of India (SEBI), control over price and premium fixation has also
been removed and most issuing companies are free to fix-the pnce of their securmes for -
public as well as rights issue.

In pursuance of the recommendatlons of the Narasnmham Commmee the RBI has framed
new guidelines to govern entry of new private sector banks to make banking sector more
competitive. Banks have been given freedom to rationalise their existing branch network.

The liberalisation process in 1992 was accompanied by certain strategic reforms in the
public sector.. The sick public sector units are to be referred to the Board for Industrial and
Financing Reconstruction (BIFR) for rationalisation as is the case with the sick private
sector units. Partial disinvestment of equity has been made in selected public enterprises to

mobilise non-inflationary resources and to introduce greater accountdblllty through prwate
sector participation. :

In 1993, the Indian economy was further liberalisgdgo expde it to domestic and foreign
competition. The Foreign Exchange Regulation RA)} 1973 was liberalised through
an ordinance on Janvary 9, 1993, As a result of thi panies with more than 40 per cent
of foreign equity are now to be treated on ith fully Indian owned companies. The
FERA companies have been exempted ftom Estrictions on the establishment of branches
and acquisition of any company in I ndp1siness other than agriculture and plantations.
indian companies and Indian natignals %e now allowed to start joint ventures abroad. All
 these liberal measures would h oballse Endlan economy.

In 1993 Budget of the Government of- Indld the LERMS, that is, partial convertlblhty of
mpee was replaced by the unified Exchange Rate System, that is full convertibility of
rupee, Effective from March 2, 1993 the export earnings and inward remittances will be
" converted into rupee at market - determined exchange rates. Also all foreign payment on
current account shall be at the market determined exchange rate. The new exchange rate
system will also help to globalise the Indian economy.

The 1993-94 Union Budget has scaled down the maximum import duties on a nurhber of
commodities to transform high cost Indian economy to a competitive economy both
- domestically and internationally, :

sital market to foreign institutional investors (FIls), such as mutual funds, pension -




Activity E,

What are the main changes introduced by the Foreign Investment Policy, 1992,

7.11 SUMMARY

For a developing country like India, foreign exchange is ome of the very important
resources. But the country's balance of trade position started worsening during Sixth Plan
and intensified to some extent during the last four years of the Seventh Plan. Liberalisation
of imports, technological upgtadation, growth in bulk imports, sluggish growth in exports
are some of the important reasons for increase in irade deficits. Failure of the Indian

products to meet the international quality standards is also one more reason for decrease in
surplus. '

Even though the Indian public sector is very biz, mosWNof the public sector units are not
being run efficiently. Lack of emphasis on profitabiNgy, 1k of professional managenient,
9)

defective staff recruitment and promotion poligy, polM€a) interferonce are some of the
most important reasons for the poor performd pf public enterprises. The process of
liberalisation, introduced with the Industrial Fo WOt 1991, culiminated in a move towards
privatization of public euterprises, in “8Micn to the introduction of certain strategic
reforms for improving the functioning f pilblic enierprises.

7.12 FURTHER RE I%

Ahmed Jaleei, 1983, Foreig ade and Balance of Payments in !dia's Economic

Problems, (éd) L5, Uppal, Tata Mc Graw Hil Publishing Company Limited, New
Delhi. ' . '
Government of India - Planning Commission : Sevenih Five Year Plan 1985-90, Vol I.

Reserve Bank of India : Report on Currency and Finance (Latest)

Economic Survey.
Anniial Survey of Industries.

Annual Repert on Public Sector Undertakings
(Public Enterprise Survey).,

7.13 SELF-ASSESSMENT TEST

Treat each one of the objectives given as a separate question and try to answer it briefly.
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UNIT 8 :NEW EC ONOMIC POLICY

Ob}ectwea .. '
o Afrer gﬁidying lhts uﬁit,_yo_u oiiould bcz .abi_e:_t_o :
| : _ o ﬁﬁd-erotand ﬁho compone.nts olf ECOI‘!O‘I‘.I"IiCIPOHC)«'
.. ~ find out the need for New l:conomlc Pohc_,/ (NEP‘ -

- _::Xplam the cont ditlons preva:img in Indian economy befo;e the announcoment of
NEP. - . : . : S _

- classify'the main areas of NEP

- assess the_'imp;'_act_o'f_NE-P objectively

Struptare o T | o
o 8.1 " Introduction B - K - ‘. S o (

8.2 N Componeﬁf(s o;f_ECOﬁomic_ Policy. o 0 o P . J

8.3 Need _forNew Economic Policy y , M l

84" New Eco'nomiﬁ: Policy, 1991 O

85 - New Econom;.Pohcy Main

8,6 ‘New Economir Pohcy A NCssthent | o _ | _
87 Sumrﬁary - @ o A _: . -
8.8_ K '_Anne;(_-l'&.ll- S R . .
| 89 * Further Rcé_adings :

810 Seif - Assessment Test.

81 INTRODUCTION_ |

The basw prob!om of an economic Somety is hamessmg the s SCArce resources avollable in
such a way as to satisfy as many wants as possible. The economic problem is essentially -
- that of the optimal allocation of resources. It basically relates to the necessity of choosmg
- what, how, and for whom to produce, and how to achieve economic growth and maxnm:se
welfare Hence, the main problem faccd by an econemic society is to chart a course of
action to utilise the limited means in a‘manner previously decided upon. This charting leads .-
“to different types of" mechanism to solvo the economic problem dependmg upon the social .
.. and political structure uofa socnety e : .




‘82 COMPONENTS OF ECONGMIC POLICY
The Econotnic Policy of any couniry éovefs the folloﬁing impdrtéht areas

i) Economic system o 3 :
. ii) Economic pianning, policy statements and programmes

.1ii) Economic controls, regulation émd_ legisiation ' -
iv) Role of public and private sectors :

v) Forcign collaboration, invesiment and trade

vi) Role of small scale sector .

vii) Trade Policy, Monetary Policy and Fiscal Pelicy

viii} Pelicy on Labour R '

ix) Policy on Agricultuse '

{) Economic System’

An economic system of a country refers to the form of economic organisation constituted
by the mode and method of production, kinds of economic entities and institutions, the
objectives and functions of the economy directed towards satisfying people’s wants,
According to Prof. Halm "In all economic systems the basic problem is the allocation of
scarce means among the competing ends for the achievement of maximum results”. The
fundamental problem for an ccoromy is t¢ provide \gnswers to the. following three
fundamental questions. : ' WA ’ S

a. What to pmﬁxice? : What type of goods be produced from the given limited

resources and in what quantities? :
b. th to Produce? : How these ed gods shall be produced ie., who shall produce
them, what shall be produced and, "Methods shall be adopted? _ -

c. For Whom to Produce? @lom and how these goods shall be distributed? -

The above questions would be decided with teference to the nature of economy as to

whether it is a capitalist economy, or a socialist economy or a mixed economy. Each type

of economic system would fix certain goals with reference to the given economic structure

" and the nature and working of particular factors obtaining in that economic system.

An economic system is supposed to-exist primarily to create such conditions as to make it
easy for human beings to satisfy their wants. However, the exact manner in which the
- problems like ailocation of resources among various alternative uses, fixation of prices, and
direction and determination of input and output will be tackied, would depend upon the

' particular type of economic system which is adopted by a particular country.

i) Economic Planning, Policy Statements and Programmes

hS

' Econoniic growth fostered undef' planning must be _;iercep‘ﬁblé because very stow and

imperceptible changes cannot catch the imagination of ‘the people. What an unplanned
society achieves over a long period, a planned society should be abie to achieve in a short -

113




~_period. This fact alone can establish the faith of the commumty in plannmg as a lever ot
socnal and economic change -

Planned economic development by its very nature 1mplled government rq|gulalllon of the
~ market mechanism and control over free private enterprise. The successive Five Year Plans
in India are formulated in accordance with the Policy Resolutions taken 'and statements
made from time to time. The instruments of policy -consisted of both direct alld indirect

.measures to influence and regulate economic activities in particular sectors or sub-sectors.
: |

. Policies govemmg the regulanon of trade and industry in different respects were laid down

in Industrial Policy Resolutions Statements, monetary, fiscal policies ancrv export-import
policies. Changes in the economic environment required changes to be ‘made in these
policies from time to time, New laws were required to be enacted and amendments made in
. the existing laws so as to enable the Governiment to introduce new measures or to set up
appropriate - regulatory agencies. Issue of administrative orders along with rules and -
regulations also prowded the basis for different measures of control. ‘ _

The Directive Principles of State Policy laid ddwn in the Constitution also had a ignificant

~ bearing on the government regulatory policies. The Directive Principles of our Cen stitution
laid down : "The State shall, in particular, direct its policy towards securing - (a) that
citizens, men and women equally, have the right to an adequate means of livelihood; (b)
that the ownership and control of the resources of the ¢ unity are s6 distributed as best

- to subserve the common good; {c) that the. operation @anmic system does_ not result
in the concentration of wealth and means of produgtion tewie common detriment".

|

Industnal Policy .as an important document ys wide canvas and sets tone for
lmplementmg promotlonal and regulato of the government. This policy speils out
the government policy towards the establisfifnent, growth and management of the industry.
The policy also indicates the resp eas of the public, private, joint and coroperative -
sectors as also of the large, me and small scale sectors. It also ispel .out. the
. govemment’ s policy towards collaboratlon and mvestment and leglslat'on

idi) Economlc Control and Regulatlon :
. . |

The government regulatlon of business refers to all measures and mstrumentalrttes which
are aimed at deﬁnmg and laying down the limits of private -enterprise and |prwa1:e efforts.
For example, in our country the government control and regulation over business has

assumed the followmg forms :

L Econm\nic planning to regulate investment activity by the private enterprise.

2. Industrial policy to determine priorities of different segments of the economy.

3. Regulatlon of investment, location, size etc.; of business undertakmgs through Ileensi_ng_
under lndustrles (Development and Regulatlon) Act, 1951, ' -

4, -Regulation of costs and pri'ces of industrial produ,ce through tariff policy. ! :

5. Regu!atlon of monopolistic and restrlctlve trade practices through MRTP lAct |l969. _




6. Regulation of managément in corporate sector through the provisions of the Compénfés
Act, 1956. ' ' o '

7. Regulation of working' and living conditions of workers, industrial relations, etc.
through labe::r legistations like Factories Act, 1948, Industrial Disputes Act, 1947, etc.

8. Regulation of specific business activitiés like sper.:'ulatiori in shares and ‘commodities,
- capital issues, imports and exports, foreign exchange, etc.; through legisiations like
Securities (Contracts) Act, 1956, FERA, 1973, SEBI Act, 1992. o

iv) Role of Public and Private Sectors

Another important component of economic pelicy is the specification of the role assigned _
“to public and private sectors in the economic sphere. The economic policy spells out the
policy of the government on the following : -

~a. To what extent should the public sector pursue the socially determined goals?

b. To what extent should the State . guide the private sector to follow the socially
determined goals? : :

c. To what extent should the State check the distortions m myestment decisions arising out
of private sector interests going against the public secteg? J

Although the public sector in mixed eéonomy wa @ éived of as a major partner in the
process of development, the private sector was to be&MErmitted to exist and supplement the
efforts of the public sector within the overall %ﬁwork_laid down for the economy.

v) Foreign Collaboration and Inves@w'

Foreign capital and collaboratin%ital for the acceleration of growth mechanism and in
fact international capital movem®ys are beneficial to both developed and developing
economies. The economic policy of the government should specify various issues relating
to external sector. These issues include : balance of payments, foreign investment, foreign
collaboration, foreign exchange reserves, external debt, imports and exports and direction

of trade. - :

vi) Role of Small Scale Sector

"Small is beautiful", argues E.F. Schumacher. The need for national policy for the
development of small scale industries arises because they provide immediate large-scale
employment, offer a method of ensuring a more equitable distribution of the national
income and facilitate an effective mobilisation of resources of capital and skill which might
otherwise remain unutilised. ' '

-

vii) Trade, Fiscal and Monetary Policics

The economic environment in which a business enterprise operate, is- significantly
influenced by the trade, fiscal and monetary policies of the Government.
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Government uses the Trade Policy as part of its general economic policy to develop the
country and to dwers;fy the economy. [t also takee the form of organising intérnational
trade and bilateral and multi- lateral trade agreements. The policy also takes into account the
zfonn of export promotion through import liberalisation. The trade policy of a country has
tremendous impact on the cconomic, development and sometimes it may : sven lead the_ _
country into debt trap (Examples Brazil, Mexlco etc.).

| Monetary Pollcy refers to the use of 1nstmments within the control of the Central Bank to .

influence the level of aggregate demand for goods and services or to influence the trends in -
certain sectors of the economy. The primary objective of the monetary policy is to maintain
domestic price stability and- exchange rate stability. It may have other objectwes like
promotlon of 5001&1 Justu,e expansnon of growth etc. '

The Fiscal Policy of the Government is eoneemed wnth ralsmg revenue through taxatlon_'

‘and other. means and deciding on the level and pattern of expenditure. It will have -
" repercussions on the whole economy, affecting the prime level, the fevels of industrial

_activity,-employment, financial resources and purchasing power ‘of the people. A close co-

ordination of trade, monetary and fiscal policies is necessary for smooth operatlons of the
economy, more pamculdrly the business sector. :

: viii)_ Labour Policy :

o The :existence of good human relatlons orgamsed lal vemerut collective bargammg,'- o
.. fair dealing by management with the worke;;‘hconsuitatlon at all levels, etc., are

necessary for the establishment and maintena armonious industrial relations. The

labour policy of the government has to fagilitate™ e pursuance of the dlreetwe prmcnples '
embodled in the Constltutron ' 3? ' : _

_However the success of labour poQMpends upon the national wage policy. A national -
wage policy is in effect, an e lancing sectional interests and in reconcﬂmg them

with national intérests to thé q@ st extenl possible. A wage pol icy aims at imposing a
discipline on-all wage paym in .the economy so that excessive, inadequate, or
mappropr iate wage payments may not come in the way of the fulfillment of the objectives,.
economic and social, which the country has set, for ltself in pursult of steady natlonal -

_ developm ent.

ix) Agriculture Polit:jr

. Agncultu:e forms the baekbone of the Indlan eeonomy Even today agnculture is the

source of livelihood for around 70 per cent of the population in the country and this sector
accounts for about 30 per cent Gross Domestic Product (GDP). No sirategy of economic

- reform  and ‘regeneration  in Indra can succeed without sus‘ramed and broad based
 agricultural development. : -
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Activity A

The Indian economy is moving from mixed ecoriomy to market economy. Do you agree on
the need for this shift? If so, state the reasons. : ' '

83 NEED FOR NEW ECONOMIC POLICY

The development strategy which has been adopted after Independence by the government
continued without much of a change upto the beginning of the eighties. Later there arose
the need for reviewing and revamping it in the light of the political, economic and social
changes throughout the world after 1985.

The winds of change around that time are sweeping across the globe which has been
undergoing a political turmoil accompanied inevitably by economic turbulence. The
direction of this change has been towards liberalisationy because experience suggests that
the institutional context within which policies are @ented in as important to their
success or failure as the policies themselves. A quick w of the economic systems in
East Asian countries (Ex. China, Indonesia, Ko ailand, Malaysia) would suggest that
in most of them, in the initial stages, the Go % intervened systematically, in one
form or the other and through regulatory els to foster development. Their spectacular
success should be attributed, at least in pa%ch policy interventions.

Our country also followed an inte tionist policy which, unfortunately, degenerated into
a rigid regulatory and contrg dromie. While the East Asian economies changed their
policies in line with the char@cumstances, our successive governments insisted on a
strict adherence to old policies e¥en after they became irrelevant and counter productive. In
many areas, the economy became a victim of the dogmas of the past, committing the
country to a set of policies which only introduced increasing rigidities in the system. Their
cumulative result was a strain on the economy which produced the present situation. Some
of the assumptions that were made by the framers of the economic planning in our country
were no longer valid. : ' :

In the middle of 1991 India was in a situation of unprecedented economic crises and socio-
political instability. The economy was in such a bad condition that the country was facing
difficulties in meeting its international commitments, the access to external commercial
credit markets was denied, international credit rating had been downgraded and the
international financial agencies were expressed doubts on India's ability to manage its
- economy properly. On internal front serious inflation (17 per cent per annum), short supply
of essential commeodities and break down of fiscal discipline were being experienced.
Foreign currency reserves fell to around $ 1 billion, just sufficient to meet the requirements

of the country for a few days.
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Activity B

_i. What do you know of the-New Economic -Policy,'"_l99l"?-' o

_-ii. Have you-or any-or persons known fo you'ever faced’ any drfﬁeulty m gettmg yourfhrs S
work attended to by any Govemment Department‘? Explam R -

8.5 NEW ECONOMIC POLICY 1991

“these measures would place the’ country among:
-off at a much lower lével of economic ‘dev

k 'Ob,lecnves

The Govemment headed by Mr.. P V. Narasnmha Rao announced anew economrc pohey on
~ 24th July 1991, which seeks to drastically alter the ecorly

ic. scenario in our country. The
_ development and to make the
expectation that,; in dlie course,
perform ing economies; whrch started
_ent in_the recent past, but which
subsequently achieved ‘economic mlracle rna]or reforms among these related to :
industrial policy and industriat licensing. de¥ luation and partial convertibility ofthe rupee,
trade policy,- reduction of fiscal dgfigit, ‘measures to reduce inflationary ! {pressures,
simplification of bureaucratic 'nti':o \and proeedures liberalisation of foreign investment

basic reason- behmd the reforms is to accelerate’ the
Indian economy: competitive internationally, Thgsg is

. norms, relaxation-of control ort of forelgn technology, ehanges in FERA and MRTP
Act. These: ‘were accompamed lition of the controlling offices like. the Controller of-
* Capital Issues and Chief Coniroller of Imports and Exports armmg SEBI wnth substantlal '
-'pOWers and pubhc seetor dlsmvestment ete : - :

- Accordmg to the memorandum subm|tted by Mr. Manmohan Smgh, the Flnance Mm:ster :

"the new economic policy's thrust will be to increase the efficiency and international
competitiveness of industrial productlon to utlhze forelgn mvestment and technology toa
much greater degree-than in the past, t6 improve the performanee and rationalise: the scope
of the: puhhc sector, and to-reform and modernise the fi nancial sector so' that it:can more

efficiently serve the needs of the eoonomy" 'The objectwes ofthe '*lEP can be bneﬂy stated -
asfollow«s; S SRR RS :

P '_ 1 Deregulatlon of Ind1an econonnc system ;
2 Increasmg the. oompetltweness of Indian- mdustrles
3. Privatisation of public sector undertaktngs
4. Development of indigenous technology; and : -
5. Linking the Indian economy to the global market so as to acqu:re the abrhty to pay
for imports, and to make us Iess dependent on aid. . :
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8.6 NEW ECONOMIC POLICY MAIN REF ORMS

The Government announced in 1991 a serjes of lnltlatlves in respect of po‘l:ctes relating to
the fo]lomng areas: . o il T
lndustnal Poltcy Reforms.

Public Sector Reforms

Financial Sector Reforms

Fiscal Policy Reforms

- Social Policy Reforms -

. Trade Policy Reforms S

. Foreign Investment Pohcy Reforms
. Legislative Reforms

. Small Sector Reforms

1.
2.
3

\Doo--.l'c\m:t:-

&

long with other economic reforms, the poli icy package covered the following reforms :
A Industrial Licensing. S

~ B.Foreign Investment :
C. Foreign Technology Agreements
D. Public Sector Policy
E MRTP Act .

S |

The Industnal Pollcy Resolutton _ 1956 and mdu@policy stateme.nt_s'-of.:la'te y.e_a_rs were
amended on the following lines. : _ : o

1. Industrial Policy, 1991

a. De-reservation of Industrles
public sector through the Industrial P_
any change even in the subse
down the reserved list to 6

fagvernment reserved 17 industries exclusively for
Cy Resolutlon 1956 and the same remained without
dustrlal policy statements. The present. policy brought
Annex 1). Among the industries dereserved are core

industries like iron and steel, eiectnclty, air transport, ship building, heavy machinery, tele-
communication cables and instruments. Industries which continue to be reserved for the
- public sector are only in areas where security and strategic concerns predominate. :

b. Removal of Lieensing :

1. The industrial pollcy abollshed llcensmg for. alL 1ndustr|es except for 15 speclf ed
industries which will continue to be subject to compulsory licensing for reasons related
to security and strategic concerns, social reasons, hazardous chemlcals and ovemdmg

. eny lronmental reasons and items of elitist consumptlon (see Annex—ll)

' ln loc.itlons other than clttes of more than 1 mi"lOI] populat:ons thcre wrll be no
requirement of obtalnmg industrial approvals from the Central Government except: for
industries subjeet to compulsory licensing. In respect. of cities with population greater

than 1 million, industries other than those of a non-polluting nature such as electronics,
computer software and printing, will locate out51de 25 kms of the periphery, except in
prior de51gnated industrial areas,
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3. Existing units will be prowded a new broad banding facility. to ¢nable them to; produoe
any article without additional investment. . ‘

4. The exemption from liccns.ing will apply to all substantial expa;nsior_ls of existing units.

5. The mandatory convertibility clause will no longer be appllcab]e for term I'oans from the
financial institutions for new pro;ects

The exemption from licensing and deletion of mandatory clause of financial institutions are
expected to be particularly helpful to many dynamic small and medium entrepreneurs who
have been unnecessarily hampered by the licensing system. The economy would blenef"t by
becommg more competitive, more efficient and more modern.

2. Public Sector

In the framework of the New Economic Policy, Public Sector industry has been given an
" important role as an autonorsous, competitive and efficient sector, to provide ’essennal
infrastructure goods and services, development of natural resources and areas of 'strategic
concern. A positive and productive future awaits public sector industry. To reach that goal,
considerable restructuring is involved. The Eighth Plan recognised this and proposes a
major public sector reform initiative. The initiative will CWgsist of the following ulltegrated
strategies : : 6 : - -

a. Restructuring involving modernisation, isation of capacity, pro¢|ju'ct-mix
changes, selective exit and privatisation is n®ed€d on a massive scale, make public
enterprise viable, efficient and competits :

b. Autonomy and performance ac ility of public enterprises are critical to-make
- them a dynamic force. The gystemaf Memorandum of Understanding (MOU) between

administrative ministries lic enterprises which has been launched in the‘ Seventh
Plan has these objective s in 1f8sign. However, its ef-’fectiveness needs to Hye improved.

c. Changes in management practices at specific enterprise level to promote efl’f cnency,
dynamic leadership, resourcefulness and innovation are needed.

d. State level public enterprises have serious problems. Governmental interference, lack of
professionaiism and ad hoc investment and employment decisions have resulted in
chronic sickness of many of thems A major effort is called for, in collaboration with the
State Govemments to promote reforms in them. ' ‘

e. In the changlng economic environment, technology will be a major tool to 1mpr0ve '
competitiveness.and efficiency of public enterprises. Their capability 'n the sphere of
~development and use of technology effectively or to integrate technology in their
corporate strategies (expanston, diversification, marketing etc.} is weak now. The new
reform injtiative needs to address this through building up of active linkage amorg R &

D laboratories, educational institutions and public enterprises. This is vital in the
emerging inter-dependent and globalising economic environment. '
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f. The organisation of Government (Ministries and. Agencies) for public sector has
historically grown in a certain pattern. Presently many regulations (price, distribtion,
investment and import controls) are being dismantled. This liberalisation not only calls
for re-structuring of enterprises but also of the Government in the governance of
industrial growth and management of interface with the enterprises. '

As a follow-up of this policy, several measures have been taken through the NEP for
reforming the public sector :

(i) Making Public Sector Units Efficient and Competitive : The number of industries
reserved for the public sector has been reduced from 17 to 6. Even in these areas, private
sector participation will be allowed selectively. Joint ventures with foreign companies
have now become possible. Thus the thrust of the policy is to make the-: public sector
efficient and competitive. . ' _ o

(it)Review of Portfolioc of Public Sector Investment : Portfolic of public sector
investments will be reviewed with a view to focusing the public sector on strategic,
high-tech and essential infrastructure. Despite certain reservations in favour of public
sector, there would be no bar for these exclusive areas to be opened to private sector on

a selective basis. Similarly, the public sector will also be allowed entry in areas not
reserved for it. B :

(iii) Rehabilitation Scheme for Sick Public Enterpfges # Public enterprises which are
chronically sick will be referred to the Board fetgdustrial and Financial Reconstruction
(BIFR) or other high level institutions fo ormulation of revival/rehabilitation

b

schemes. A social security mechanismgyill b&%Created for protecting the interests of
workers likely to be affected by such r:l%ht_ion. :

(iv) Disinvestment of Shares : To %urces and encourage wider public participation,
a part of the government'gpshare holding in the public sector would be offered to
financial institutions, mutu s, general public and workers. - o

(v)Professionalisation of Management : Boards of public sector companies would be
made more professional and given greater powers.

(vi)Performance Improvement : For the purpose of performance improvement,
managements would be granted greater autonomy. There will be a greater thrust on
performance improvement of public enterprises through the Memorandum of
Understanding (MOU) system. Under this system, the management will be granted
greater autonomy and held accountable for results. The MOU signed between
Government and the public enterprises would be placed in Parliament with a view to
holding a fuller discussion on performance.

3. Financial Sector

The Government of [ndia set-up a High Level Committee with Mr. M. Narasimham, former
Governor of Reserve Bank of India, as Chairman to examine all aspects relating to the -
structure, organisation, functions and procedures of the financial sector. The. Committee
submitted its, report in November, 1991. On the basis of the recommendations of this
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Committee the Government brought the reforms in the financial sector in ithe following.
areas s, . .ot L st R A
i. Reforms relating to Commercial Banks. *
++ .- .a. Statutory Liquidity'Ratio (SLR)

b. Cash Reserve Ratio (CRR) * _ o o

¢. Interest Rate Structure o L T
.- d. Structural Organisation of Banks. B

€. Setting-up of Asset Reconstruction Fund.

i Reforms relatmg to Development of Fmanc:lal lnstttutlons (DFIs) B | S
iik Reforms of Money and Cap|tal Markets m Indla

The refonns relatmg to f nancml sector are discussed elaborately in Block- IV Umt_ 12

4, Reforms relatmg to Flscal Pollcy '

The reforms in this area are a|rned ‘at moving towards a snnple system of taxa ion w1th

moderate rates; few exempttons and a w1de tax base The followmg are the steps taken for
bringing reforms in this area. " :

a. The Central Govemment through the Budgets @to restore ﬁseal balance: by __
s brlnglng the deﬂc1t down to 6% of Gross Domestic P t (GDP) :

b -In regard to both ‘excisé and customs, there & ' 'a drastlc cut in the dlum r of end
" use notifications, which will greatly redide] ¢ possnbllrty of dlsputes and| the scope for -
discretion. Besides, the number of rate gones ‘was sharply reduced, tlhe ptlaak rates )
were brought- down and a si nt switch over was effected from specific to .
advalorem duties to strengthen %venue elastlc1ty The system of credlt for taxes'

‘paid on inputs, called MO was extended to cover petroleum and capltal goods

These changes in commodi @ ation have brought MODVAT closer to a VAT type
system, and will facilitate the dventual introduction of a full- -fledged | Value Added Tax.
-A"inodest - béginning was also made in extendmg mdlrect taxatlon to serwlces such as
telephones, non-life insurance and stock brokers. ¢ S

[

c. In the area of dlrect taxes many reforms were brought in the area of personal lncome tax
“hon- resldent mvestments and corporate tax o S |7
Thus a'nu mber of meéasures have been' taken mamly based’ on the recommendatlons of Tax

Reforms: Commi tttee headed by Raja J Chellalah to 51mpllfy the tax structure and wlden the
tax base. - -

5. Social Policies

- The Government through its economic policy tried to bring changes even in |socn | sector. .
Ini this direction the government has provnded for h1gher outlays on elementary e ucat1on
rural drmkmg water supply, ‘assistance to ‘small and- margmal farmers programmes for__:_
women and ch|Idren programmes for the welfare of the soc;ety, as well as mcreased _




spending on infrastructure and employment creation ‘projects in the rural areas. The other

‘measures taken by the Government in this area include the following :

a. National Renewal Fund : The Government with the help of ‘the World Bank created a
National Renewal Fund (NRF) to set up schemes for compensation, “retraining and
redeployment of workers affected by the restructuring. The fund will provide safety net -

< for the- structural adjustment being undertaken in the: country. The Fund is being
financed by proceeds of sale of public sector ‘equity and contribution from multilateral
. and bilateral donors. - . ' P

- The main objectives of NRF are : (i) fo provide assistance to cover costs of retraining
and redeployment  of ' employees - résulting  from ‘modernisation,  technology
upgradation and industrial restructuring; (ii) to provide funds for compensation of
~employees effected by restrueturing or closure of industries, both in the public and
private sectors; and (iii) to provide funds for employment generation schemes to
build a safety net for workers. The NRF has three components, viz., National
Reriewal Grant Fund, Employment Generation Fund and ' Insurance Fund for

b. The Public Distribution System has been strengthened and expanded in 1,700 specially
identified backward blocks,. =~ - o - ' '

¢. Expenditure on the social sectors, ‘including’ rufa@)pment, health and education
which had to be restrained in the first year o eform because of the severity of the
- fiscal crisis, has been substantially stepped _ the'Budgets'_for 1993_—94_ and later,

reflecting the improvement in the fiscal Vt‘ion; -’
6. Trade Policy and Refor_ms”-Q'~ R o
The Government brought mor s'in this area than in any other area. The government
announced a new trade polic ning the replenishment license system into a broad
based system of incentive license¥ (Exim scrips) given 0 exporters, then moving to a dual
- exchange rate (i.e. partial convertibility of rupec) with elimination of most Ticensing

controls except on consumer goods, and finally moving to the present ‘unified exchange -
rate. The reforms in this area include : - - '

~.a. Import control through licensing has been virtually abolished. Except for consumer
goods which remain restricted, almost all items of capital goods, raw materials,
intermediates etc., can be freely imported subject only to payment of customs duties.

b. Import duties have been reduced in stages with the maximum duty lowered to 150 per
- cent in July 1991, 110 per cent in February 1992 and 50 per cent in April 1995. Duties
on capital goods have been reduced to levels ranging between 25 per-cent and 35 per
cent for many categories, and even lower for export schemes and certain project
imports, though certain types of machinery attract higher duty rates. ©~ o

c.. Liberalisation of imports of gold and silver has considerably reduced the incentive for
smuggling. R LT RS
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d. The exchange rate of the rupee is today determmed by demand and supply condltlons in
" the forel gn exchange markets.

7. Foreign Investment and Collaboration

The government announce a new policy designed to attract investment in laeger volumes by
mmphfymg the rules and procedures and making the terms offered to foreign investors
more in line with current ‘practices all over the world. These measures mclude the
following. :

a. Foreign Investment : To attract foreign investment in high, priority'indu'stries;, requiring .
iarge investments and advanced technology, direct foreign investments upto 51 per cent
'forelgn equity shall be given approval. The industries eligible for such foreign -
investment are those included in Annexure to the Industries - (Develepment &
Regulatlon) Act, 1951, -

b. Forelgn Technology Agreements : With a view to injecting the ;dcsireif:l level of
technological dynamism in Indian industry, automatic permission will bel given for

~ foreign technology agreements in high priority industries included in Annexme Muptoa
lump-sum payment of Re. 1 crore, 5 per cent royalty for domestic sales and'8 per cent
for.exports subject to a total of 8 per cent sales over ten year period from the date of
agreement or seven years from commencement of p duction. Similar facilities would

be provided to other industries as well if such agre do not require the expendlture -

‘procedures in force. No permission will b ary for hmng of fomlgn tcchm(:lans,

foreign testing of indigenously develo? Blogies. : : :
In respect of industries other th; sdin Annexure ITI, automatic permissiion_ will be

: 0
given subject to the same gu1d$ above if no free foreign exchange isrequired for

- of foreign exchange. All other proposals \‘l specn" ic approval under thc general
ec

any payments

c. Forelgn Investmelit Pro btion Board : The Governmient consﬁtuteid Fo.reign
Investment Promotion Board (FIPB) as a single window organisation tm clear. all
proposals relatmg to forel gn mvestment expeditiously. :

d. The Government of India has joined as a member of the Multilateral investmeni:
Guarantee Agency (MIGA) alongwith many other developmg countries in. promotlng
forelgn mvestment : P S

8.'Leglslatlve Reforms

In order to bring changes annourlced in thc new economic p0|lcy, the Government amended
the foIlomng important economic leglslatlons

1. MRTP Act, 1969 : To give effect to the indust_rial policy of the Government, major-
. amendments were made to the MRTP Act in 1991, Through these amendments the
government removed threshold limits of assets in respect of MRTP companies and
dominant undertakings. More emphasis will be laid on controlling and. regulating
monopolistic, restrictive and unfair trade practices rather than making it negessary for
‘the monopoly houses to obtain prior approval of Central Govemmenlt'forgexoansiqn, '
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establishment of new undertakmg, merger, amalgamatlon and appointment of certain
directors. e

Simuitaneously, the newly empowered MRTP Commrssron will be authorrsed to initiate
investigations suo moto or on complaints received from individual consumers or classes
of consumers in regard to monopolistic, restrictive and unfalr trade’ practlces

2. FERA 1973 : The recent changes is economic pollcy of the Govemment, especrally the
liberalisation of the industrial sector and moves to open the economy through changes in
trade policy and encouragement of foreign investment made it necessary to-modify
several provisions of the Foreign Exchange Regu]atlon Act (FERA). Various facilities
were extended to foreign/FERA companies on the appointment of technical and
management advisors, opening of .branches, acquisition of immovable property,

~ borrowing of money or acceptance of deposits, etc. Facilities were also extended to non-

- resident Indians, Indian companies and residents for the opening of foreign currency
accounts in India following the introduction of partial convertibility on current account
since 1st March, 1992. Notifications were also issued exempting non-resident Indians
returning to the country from making declarations on_their arrival in India regarding -
their assets abroad and from the requirement of prior approval for the acquisition of
immovable property in India. : '

3. Sick Industrial Companies Act, 1985 : The Act hag be®y amended to bring public
“sector undertakings within the jurisdiction of the Bo or Industrial & Financial
Reconstruction (BFIR), which will now have g6 d&cide whether these units can be
effectwely restricted or whether they should be ¢ & wi. '

4, Seeunhes'and_Exchange ‘Board of _Indn% 1992 : The Securities and Exchange '
Board of India (SEBI), which was il 1988, as non-statutory body was given
_statutory powers under this Act. -

5. Capital Issues (Control) A@?_ : The Capital Issves (Control) Act, 1947 was .

* repealed and the office of the Conitroller of Capital Issues (CCI) was abolished in May,
1992. The control over price and premium on shares is removed and the compames are
now free to approach capltal market after clearance by SEEI.

9. Small Sector Reforms

~ The smal] scale industries occupy. an important place in the Indian economy. This sector
has emerged as a dynamic and vibrant sector of the economy during the eighties. Giving
due importance to this sector, the Central Government issued a separate policy statement -
- for small and decentralised sectors on August 6, 1991. It has made growth and competition
~ as the central keystones of the new policy frame which is in tune with the liberalisation-
shown in the Industrlal Policy of 1991. The salient features of this policy are as under .

1. Several problems of small mdustrles ar¢ associated wrth lack of ﬁnancmg The emphasis
would be to ensure adequate flow of credit for viable operatlon of this sector. The large
industrial undertakmgs would be allowed equity participation in small industries upto a
limit of 24% of equity share holding. The scope of National Equity Fund Scheme has
been widened to cover profits upto Rs.10 lakh or 15% of the total equity shareholders.
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Single Window Loan Scheme wull ¢cover pro_lccts upto Rs. 20 Iakh Wlth workmg capltal -
margm upto Rs.10 lakh. , _ .

_2.'.'Tmy md service mdustr:es have been recogmsed as. speclf c sub-eectors The -
- investrment limits in these sub-sectors would be Rs.5 lakh and there will be no restriction
- on their locatlon Such units will be given special benefits. - '

-3 Bureaucratlc delay in grantmg the loans would be cut drastlcally and loamng pnocedure .
~ - would be made 51mple

"

4. Small business houses will be g1ven opportumty for lmprovement of technology The -
" equity participation by large sector will stimulate technology flow. to smajl. units.

. Technological Development Cell in the Small lndustrles Development Orgamsatlon _
. {(SIDO) will be set up. : : . . ;

5. Exporl Development Ceaire in the SIDO w1ll be set up t promote exports of small scale
'sector products ' :

6. Marketmg of the products will be undertaken by cooperatwes, govcmment orgamsatlons_ '
~and other professional agencies by’ adoptmg a consortium approach :

C AetviyC . - 0

/1. Take one area of NEP and state whether refo @1 ounced in thiat area arc sufficient or
_ not. What other measures do you feel are necessa ' .

it
o

8 7 I\EW ECONOMIC POLICY AN ASSESSMENT

The new sconomic pohcy (1991) ‘of the Govemment of Indla is mainly almed at! hrmgmg .-
about an environment which enables multifarious business activities accomplish desired
utilisation of available material and human resources and ensures that the resources are
~ used in‘the most productive manner. An objective analysrs of the impact of the reforms is

necessary though four -year period is not long enough '

The Gove mment mlttated the reforms at a time. when the country was in the ‘midst of -
. unprecedented economic crisis and soc:o-polmcal turmoil. For the first time in |ts history,
India. was faced with the prospect of defaulting on its - international -credit  payment -
_ obligation resulting in down- gradlng of .international credit ratlng The international
~ financial cominunity's confidence in India's ability to manage its economy had been
- severely ¢roded. The crisis reached to such an extend where- -by we could only borrow_
against the security of our gold reserves by physically sransporting the gold abroad. The
‘economy suffered from sérious inflationary pressures, emerging scarcities of: gssential
commodities and break-down of ﬁscal dlsclplme We were on, the very verge of a
- calamitous economic preclplce -
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economy is strong in many respects and is poised for accelerated growth in the years to
come. Thz achievements of these four years are remarkable. According to the Economic
Survey, 1994-95 "compared to overall economic growth of 0.9 per cent in 1991-92, "the rate
- in 1994-95 is expected to be 5.3 per cent. Industrial production, which virtually stagnated in
1991-92, s e'xpf_:cted to grow by 8 per cent in 1994-95. Food-grain production had declined
to 168 million tonnes in 1991-92; it is expe_,ctéd to attain a record high of 185 million tonnes -
in 1994-95. Compared to an actual decline in 1991-92, the dollar value of exports has
increased by more than 17 per cent in the first ten months of 1994-95, on top of a 20 per
cent increase in 1993-94. In the year ended 3 1st March, 1991 India had added $8 billion to
her stock of external debt; in the first half of 1994-95 the level of external debt actually
- declined by almost $300 miltion. From a level of hardly one billion dollars in June 1991,
foreign currency reserves had climbed to over $19.5 billion by mid-February 1995,
- Whereas the increase in employment is estimated to have been only about 3 million in
- 1991-92, an expansion of about 6 million is estimated for.each of the years 1992-93 and

- 1993-94, with prospects for a larger rise in the present year".

In 1995, four years down ‘the road, this looks no moré than a bad dream. Tdday_, the

Today, we reached such a situation where no political party, irrespective' of their ideblogy,
could reverse the reforms.-In fact a broad political consensus has emerged on the economic
reform which guarantees its irreversibility. Most State Chief Ministers with diverse
-ideological background have pledged their support to the pursuit of economic reform, albeit
- with marginal difference. The Director General, NCAER in his article, "The Economy-

challenges after Good Start" in the Hindu Economic Qof Indian Industry, 1995 stated

“there appears to be a solid consensus among all Indian‘helftical parties across the spectrum

-~ on economic reforms and the liberalisation prg "This consensus appears to agree that .

liberalisation and debureaucratisation are necesSary:4hat private and foreign investments in
India should be encouraged; that the Indi nomy should be encouraged; that the Indian .
economy should become competitive dor;?:my and in the world and that the policies of
opening up of the economy and fr, it f0rm controls will improve its competitiveness,
and should apply to all sectors of théconomy, not merely to industry and trade”. .

Féar_s over Reforms @ )

- The new economic reforms brought drastic changes in certain fields and created certain _
confusion and misunderstanding among individuals. Some people in the country are finding
it difficult to digest the impact of change. More particularly the Indian Bureaucracy tuned _
to regulation and controls will not easily accept a regime of deregulation. The critics of

NEP exprass their fears over the economic reforms on the following grounds -

1. Increase in Inflation : The most serious criticism of the New Economic Reforms. is that
the reforms resulted in increase in inflation and the Government failed to ‘control it. It is
true that the rate of inflation was high and the price increase- was almost continuous
from 1991-9210 1994-95. But there is substantial fall in the rate of inflation in the -

' recent past compared to 17 per cent prevailing before undertaking these reforms. It is

around 8 per cent since June 1995.

2. Increase in Unemployment : The critics argue that reforms are leading to large scale
retrenchment of workers. They say that the NEP is silent about tackling the growing -
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_ i_ndustrial _sickness. But the Govemmeﬁt with fo'resigh_t crated a National Renewal Fund -
- and it is expected to provide compensation, retraining and redeployment. '

3. Absence of Human Face : Critics argue that the benefits of economic reforms have not
" {rickled down to the poor and the imbalance between the haves and havenots has
widened with deleterious consequences to the future stability of -the society. The
Government, of late, realised the fact and the Prime Minister in his speech on 15th -

- August 1995, stated that the government will be spending Rs.5,000 crore on social

~ sector during 1995-96: - N o

There are some genuine serious concerns regarding the economy during the ilast four year
. period. These include : S AT

Increase in gross fiscal and revenue deficits. _ S S

Mounting debt of the Government leading to increase in debt service obligation.

Failure of disinvestment programmes of public enterprises. _ B .

Substantial losses of State Electricity Boards due to excessive. subsidy to agricultural
sector. : : ' . . S

* e. Increase in Government ‘expenditure due to increase in establishment e_xpend_itﬁre,

_ subsidies, defence expenditure and implementation of populist measures. o

“ f. Fall in'the foreign exchange reserves. : o '

g. Fall in the value of rupee against dollar.

(@) The critics of NEP are stafing that Y 'ing conditions'df_ poor are becorhing_ miserable
 after introduction of reforms. DQM:I ee? - - SR

(ii) The economic reforms in TIndia are. not complete and there ‘is still some unfinished
~ agenda, State the areas where reforms are necessary. ' R

a0 o

88 SUMMARY _

The ‘global changes and the crisis in the economy made the then newly .elected Central
" Government to undertake reforms in July 1991, The areas of reforms include : reforms in -
‘Industrial Policy, Public Sector, Financial -Sector, Social Sector, Trade [Policy, Foreign.
Investmerit, Small Scale Sector etc. On the whole, the new economic policy created a new
environment in the Indian economy. The refotms carried out in the past four years have had
‘an invigorating effect on various sectors of the. economy which is now poised for
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~ accelerated growth in the years 10 come. If India is to enter the 21st Century with
confidence and be respected in the comity of nations, then Indian economy has to be strong
and vibrarit and the fruits of development equitably shared '

8.9 ANNEX I1& I

Annex 1:
Proposed list of Industrles to be Reserved for the Public Sector.

1. Arms and ammumtlon and allied items of defence équipments, Defence a_il'craﬁ and
warships. 2. Atomic Energy. 3. Coal and lignite. 4. Mineral cils. 5. Minerals specified in

the Schedule to the Atomic Energy (Control of Production and Use) Order, 1953. 6.
. Rallway transport :

- Annex. 2
List of Industries in respect of which Industrial Llcensmg will be Compulsory

1. Coal and Lignite. 2. Petroleum (other than crude) and its distillation products
3. Distillation and brewing of alcoholic drinks. 4. Sugar. 5. Animal fats and oils. 6. Cigars
and cigarettes of tobacco and manufactured tobacco substitutes. 7. Asbestos and asbestos-
based products. 8. Plywood, decorative veneers, and other wood-based products such as
particle board, medium density fibre board, block board. 9. Tated or dressed furskins. 10.
Paper and Newsprint except bagasse based units. 11. Eledgonk aerospace and defence
equipment; all types. 12. Industrial explosives, inclu etonating fuse, safety fuse, gun
powder, nitrocellulose and matches. 13. Haza chemicals. 4. Drugs and

Pharmaceuticals (according to Drug Policy). 1 tertdinment Electronics (VCRs. Colour
TVs, C.D.Players, Tape Recorders). ' ' :

Note : The compulsory licensing provis%nld not apply in respect of the small-scale
units taking up the manufacture any Yof the above items. reserved for exclusive
manufacture in small scale sector. - : .
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8 12 SELF ASSESSMENT

Take each one of the above objectwes asa separate questlon and try to answer it brieﬂy._




UNIT9- THE WORKING OF THE NEW INDUSTRIAL ”
| | POLICY -

Objectives
* After studying this unit, you should be able to

St apprecmte the new developments that have taken place in the public setctor,
private sector industries and lhe foreign direct investment in lndla

- examine the 5|gn1f' icant changes in the mfrastructure sector as well as the capital

market and the transformation that i is takmg place in the small scale 1ndustrlal
- sector :

- understand the broad |rnpl|cat|ons of the workmg of the new mdustr:al policy and
possibly foresee the course of events that may follow in the text few years,

Structure S P
' 9.t Introduction - :
92 Industrial Growth o _ | 0 |
9.3 P_ubiic Sector , - o o O
9.4 Investment in the Private Secter_ ) _ '
9.5  Foreign Direct Investment o . ?\ -
9.6 lnfrast’ructttre and other indusQ’ |

9.7 Take-over and Mergers
9.8 Capital Market : Trends in C_aP.ital Issues .-
9.9  The Small-Scale Sector - . '

9, 10 Sumrrtaty= '
9.11  Further Readings

| 912 Self-Assessiment Test

91 INTRODUCTION

The genesis of the new economic policy and the broad outlines of new Industrial Policy of
1991 have already been examined. The new policy has to be implemented with care,
preparing the economy gradually to turn towards the new directions and making it to accept
‘the new norms and structural changes. In every society people resist change, at least to
begin with. This resistance has fo be overcome. In this process, there have been fairly good
" results dunng the “last ten years and more partlcularly during - 1992 95. A mld-course
appraisal is attempted in thlS umt : :




Liberalization, privatization and globalisation pohcres were introduced by the then Prime

~ Minister in 1985, and these policies were accelerated later in 1991-92. Three years (from

1991-92) period is not a sufficiently long period to assess the impact of lthese policies, but it
would be appropriate to understand how the pollcres have accelerated the growth and in-
what directions they are takmg the economy. . | _ ‘ _

' There is no’t much drsagreement ‘about the theoretical models of economic reforms their

rationale, their objectives and their designs: All the debate, dlsagreements and controversies =

about reforms centre around -issues of sequencing and pacing of the measures, their
. applicability in the particular circumstances and the packaging of the different measures
consrdermg their complementarles and mutual trade—offs - |

: |

Basic Principles oi' Economic Reforms :
: |

Let us consnder the essential basis of economic reforms, especially of the type that has been
introduced in India in the last few years. There are three components of these reforms :
deregulation, competition and strong budget constraints. Deregulation allows the market
forces to have a free play. But aliowing freedom of market forces does not necessarily

result in a competitive market economy. As efficient allocation of resources, is associated - -

with competition, it has to be nurtured and promoted as a policy decision. The budget
comstraints refer to limiting expenditure to incomey where income corisrstsTof both current
income and sustainable borrowing agamst fut@ome Such a budget! constraint is a
‘necessary condition for macro-economic stabili ally, to bring the argument where it
started, macro-economic stability is a ne; condition for market prices playing their
role in the efficient allocation of resources

'Programme of Eeonomlc R or&s

A programme of economig refdps supported by the IMF and the World Bank was adopted-
in 1991 and is of a kin any countries had adopted with the Fund -assistance of upper-
credit-tranche facilities, their conditionalities; The programmes were designed in such
a manner that they could be tailored depending on the varying initial conditions and the
specific causes of the problems of the individual countries. However the actual policy
measures were qurte umform in practlcally all of them. :

‘Because of the differences in the conditions of the dlfferent countries |wheHe the model has
been applied, the specific outcomes have also been quite different, making it very difficult
_to-judge if the programmes have been on the average, successful or not. What is important,
however, is to appreciate that the outcomes have been different and that there is no
automatic assurance that a country would be necessarily successful if|it adopted this
.progtamme. But one thing is abundantly clear. Fund type programmes Gver a relatively
long period have a-greater chance of success than otherwise. However, it i5 agreed that the
success of the reform should be assessed in terms of the number of objectrves successfully
~‘achieved. - : '

There were three main points of the Indian reform programme as introduced in 1991. First,
fiscal deficits were to be reduced drastically. Second, exchange rates were to be depreciated
and third, a number of structural reform policies were to be introduced, including tax
reform, deregulation of prices, delicensing of investment, liberalization Oftﬁ)l‘elgﬂ trade and
forelgn mvestment regime, as well as certain measures reforming the ﬁnaﬁcral scctor The

‘ |
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public enterprises had to justify their continuation by greater efficiency and lesser -

dependence on the government's finance and subsidy. The infrastructure like the power,
commusnication and transport are to be developed faster so that the industrial growth
process is fulty complemented.

Activity A

Describe the basic methodology in the implementation of the econontic reforms.

92 INDUSTRIAL GROWTH

Let us consider the trend of economic indicators during the last three years. The Gross

Domestic Product (GDP) indicated a growth rate of barely 0.9% during 1993-92 which

increased to 4.3% during 1992-93 and remained at the same level in 1993-94. There is
~ evidence of gradual recovery.

demand stimults in 1993-94, buoyant export growth a growing investment response.to

the liberalisation, it has helped to gencrate a bpewgd-baséd cconomic recovery. Economic
growth rebounded to 5.3 percent in 1994-95 ble-9._l) and as per the latest data it

recorded 6.2 per cent growth rate in i994—-§.
ABLE-9.1 - :
KEY £ IC INDICATORS
%99 191 | 1991-92 I 1992-93 | 1993-94 | 1994-95

Since the beginning of 1993, private capital flow has:urged and, combined with the

Percent change

Real GDP growth : 541 0.9 43 4.3 3.3

Wholesale price (2.1 36| 70| 108 16.4

(end of the period)

Export volume ' 370 -200 3.8 23.4 14.2
I Import volume 65| - -20.2 8.8 8.7 214

Percent of GDP

Central Govt. deficit 8.6 63 5.7 7.7 0.7

Consolidated pub. deficit 10.5 9.0 84 110 1.5

External current account | : .

deficit o 3.4 0.7 1.6 0.3 0.5

Billion dollars

Gross official reserves : 2.1 13.6 70f 108 10.4 |

End of the period - 2.2 5.6 6.4
~ (IMF Survey, July 31,1995y - =~ ' '
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In qualitative terms, the Business World (6-19 September, 1995) based on a sample study
of 200 companies, has observed the following trends in the private corporate sectar:

1. Amidst the great corporate churning, sales have roared back, after stalling in the

. first two reform years. : o !

2. Profit margms have been squeezed, suggesting that firms now face helghtened

competition in the market. But operating profits have shot up, because §ales have

chmbed S . =

3. The cost of marketing products has skyrocketed, once agam :rnplymg that the

marketplace is ﬁcrcely competitive today. !

4. Employee productivity is up, as measured by the value addition per empioyee.

5. Companies have turned the spotlight on quality. Over the fbﬁr—yéér period, the -
number of corporatlons that qualified for the ISO 9000 bcnchmark has shot up
from under five to more than 300. -

l -

6. .lndlan compames are more competltwe globally, reﬂected in a sharp surge in
exports.

7. Majo'r financial restructuring is under wﬁlpames now exhlblti a greater
~ reliance on equity and less on raising debt t d their expansion plans This is

both good and bad news; the intg l" ‘has slumped, but thewetum on
shareholders’ funds (equity plus free riggpyss) has dipped. '

8. The corporate world is cagh-ric So income from interest eamed ’lS up. The
outcome has been a surg '

9. The rate of increasg ss block (total assetél) of companies was highlin th_e first
two reform years, b l in 1993-94. That may be because firms put their cash in
the stock markets, instead of in assets.

10. The effective corporate tax rate has dipped, a point senior fi nanee ministry
officials have been underlmmg, for some time. :

93 - PUBLIC SECTOR

-Memorandum of Understanding has been signed with 98 public sector units during 1992-93
and 104 PSUs were listed for 1993-94 for the purpose. The basic purpose of the MOUS is to
reduce the 'Quality of Control" and to increase the 'Quality of Accountablllty A review of
the MOUs undertaken for 97 PSUs during 1992-93 reveals that 37 were rated af' ‘excellent’

- and 35 as 'very good'. This indicates a significant improvement in the perfon‘man!‘e levels of
75% of the PSUs. Many of the PSUs do not have chief executives for quite a Jong time, and

- have become the victims of indecision and incfficiency. Also in the theory of privatization,
it is generally argued that the loss-making units should be privatized. But the Cfrovemment
seems to be going in for a kind of deficit-privatization to reduce the budgetary deficits. .




Moreover, it is the healthy and high profit PSUs whose shares are being offered for
disinvestment. (Perhaps because shares of loss-making units may not sell in the market!)

Another area which needed remedial action was that the PSUs were overstaffed. The
National Renewal Fund (NRF) was created to provide workers an opportunity to seek
voluntary retirement, Secondly, training and retraining of workers in the emerging areas. of
hi-tech were to be undertaken so that the workers could be absorbed more productively
elsewhere. But a review of this scheme reveals that it has been limited to a Voluntary
Retirement Scheme (VRS) only. Consequently, instead of getting rid of the deadwood in
these sectors, talented and. qualified workers and officers made use of this scheme. For
instance, of the 1,000 who left IDPL, most belonged to the management cadre. In ITDC,
almost all qualified cooks and managers left using the VRS in a short span of three months.
Same was the story at STC. It cost BHEL Rs. 10 crore to compensate its qualified 1,000
managers. But strangely, the scheme has been reintroduced.

The proponents of the structural adjustments programme have been arguing that as a resuit
of liberalization, there would be an increase in unemployment in the short period, but as the
economy picks up as a consequence of the higher doses of foreign direct investment and
domestic investment, employment elasticity will improve. ' '

9.4 INVESTMENT IN THE PRIVATE SECTOR

Structural reforms have focused on liberalising prodnctMs. The liberalisation of factor
markets has so far centred on financiai markefS. The private sector response to these
refor s Los been impressive. The wurn-over and pRfig@of most of the companies have gene
up in 1994-95, But it is not whotly bccaus%&crease in__pmducti_\fity or eﬂiciency, but

also because of price hike. :
There are now private airling pose {courier) services, telecommunication, vatiway

transport, television channels ¢ @ edich have offered a vast and dynamic opporri{litfes for
private investment. If public iss orth Rs. 25,000 crore have been sub:f,cn_bf:d in a year
where ilie earlier average was Rs. 10,000 it only means that there are n:ms-gble savings
available and ie investment opportunity was under control. The "liberalisation” process
has spened up the economy to new opportunities. Corporai'c sector has now entered
" agriculture. Expansions and mergers are no morc restrained by law and therefore have
becomie only business propositions.

Activity B

‘What is disinvestment in the context of public sector in;lustrics?-
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4+~ FOREIGN DIRECT INVESTMENT

_The Industrial policy statement of 1991 clearly stated: "in order o invite foreign investment
“in *high priority industries requiring large investment and advanced technology, it has been
decided to provide approval for foreign direct investment upio 51% goreign) equity in such
industries". Industry-wise breakup of foreign collaborations approved during 1991-92 to
December 1993 reveais that priority sectors like metajlurgy, power, oif refinery; electrical
gquipment, fransportation and chemicals account for about 61% of total foreiget investment
approved and non-priority sectors like food processing, hotels and tourism etc. account for
about 39% of total investment. india, after becoming a member of the World Trade
Orgahisati'on'_(WTO) by having signed the GATT earlier, is now committed to take up more
‘reforms. ' ) ' ' :

The Govertiment of India continues to invile foreign investment in setting up power plants
on 100% equity basis and at a guaranteed return to be remitied in foreign exchange. It is
feared that such a policy may soon result in the closure of BHEL due to lack of orders but
BHEL must learn to face the competition. During 1980-81 to 1992-93, the output of
consumer durables increased at an average annual rate of 10% and that of the wage goods
was as low as 4.5%. Also 43% of these investments are in the nature of porifolio
investment (financial investment) which only strengthens specuiative trading in shares.
This led to an artificial boom in the share market and the index touched a high of 4202

on 18th June, 1994. The RBI's money management b¢ rendered ineffective with the
growth of non-banking sector and mutual fund c@ies. o '
- 7T E-9. o
INDIA'S FOREIGN TRADE DURIN POST-LIBERALISATION PERIOD
- (Qﬁ 19%4-95) C -
. Y in US $ million
' EXpOtts . Imports. . | Trade Balance
- 1990-91 18,145 24,073 -5928 -
1991-92 17,866 19411 - 1,545
. (- 1.5) (-19.4) :
1992-93 - 18,537 21,882 - 3,345
(3.7 (12.7) L
1993-94 22,173 23,212 - 1,039
| a9e ®1n | '
1993-94 10,351 10,791 - - 440
(April-Sept) ' .
1994-95 11,621 | 12,851 - 1,230
(April-Sept) - (12.3) (19.1) '

Note : Figures in brackets represent percentage increase or decrease over the corresponding
period in the previous year. '

Source : RBI Bulletin, June 1995 and Press release of the Ministry of Commerce dated
November 4, 1994, ‘
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9.6 INFRASTRUCTURE AND OTHER INDUSTRIES

Literacy is less than 50 per cent in some of the States. Government's expenditure on
primary and secondary education has remained static, but in the case of higher education, it
has actually decreased. Self-financing/privatization of higher education’ has heen
introduced, at least in some institutions. Motor traffic has increased several fold during the
past decade, but expansion and maintenance of roads lags far behind resulting in congestion
and accidents. Rampant corruption takes away a part of the estimated expenditure on public
works. Road building (of international standards) and maintenance have iow been opened
to foreign investors according to which they will construct the road at their own cost,
maintain it for certain years and collect a tol) fee to recover their investinent and leave it to
the country. :

ActivityC

What infrastructures have been improved in the process of implementation of the_hew

Industrial Policy?

57 TAKE OVER AND MERGERS

A study (IIM-C) reveals that just Six ars ago, ‘there were only 15 takeovers in the country.
In 1993, that number shot , and in the first 10 weeks of 1994, there have already
been 29 take-overs or bids. it id that "take-overs will peak by the end of the year, with
even hostile ones becoming common",

Now that the industrial/business firms are liberated from the stringent Foreign Exchange
Regulations Act (FERA), the Monopolies and Restrictive Trade Practices (MRTP) Act, and
the Industries (Development and Regulation) Act. They are entcrmg greenfield
(agriculture) and are planmng fast growth take-over strategies.

.. That is because the benefits of taking over a company - readymade manufacturing facilities,

well-cntrenched brands, captive market shares, no entry delays, and an established
distribution -5 network - are lucrative enough to make this strategy preferable to organic
growth. And this by 15iness strategy works equally well if companies are trying to enter
either new business areas or only consolidating in existing ones.

A new dimension to the Merger and Acquisition (M & A) game has been added by the
government which, after decades of zealously guarding the enterprises it floated, is about to.
sell parts of those very enterprises. ABB and Siemens have put in bids for Bharat Heavy
Electricals Ltd., and HMT is now being eyed by a host of raiders.
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Likewise, the Board for industrial and Financial Reconstruction (BIFR) too has become a
facilitator of M & A deals. In its redefinition, sick firms, whichi have eroded their net worth,
no longer have to post net losses for two successive years before they can be dectared sick.

Some recent examples :

*

* Thus instead of hampering take-overs, the BIFR is keen that sick companies be agquired
quickly. j

The B.D. Bangur Group of Caleutta has taken up a 46.8 per cent stake iJ} Guest
Keen Williams. The deal, effected through Bearbull of Germany, involves the
buy-out of the London-based Guest Keen Nettlefold's holdings in the Indian
company. - '

Pepsi Foods is all set to take over she Bombay-based Duke & Sous. }:Starting
off as a strategic alliance between the t¥O companies, the deal is likely to
culminaie in a takeover. '

G.P. Goenka's Duncan Agro has outbid the Macras-based entrepreneur M.P.
Jain to acquire the ailing Andhea Cements, whose accumulated Yosses exceed
Rs. 250 crore. While Jain wanied a foan waiver wiii: @s. 102.8 grore, Goenka

won with a loan waiver demand of Rs. 91 % C
Indian Aluminum Company Ltd. (INJ4L) ™argeting the Hyderabad-based

Annapurna Foils, a BIFR case, for fpgement takeover. Starting with 25
per cent stake, INDAL eventuall- - ¢ buy the unit. -

Ar"_srding to the financiajdfSitutions - which hold 60 per cent equity, stake in

l'_}'mi' ‘
Ceat Tyre; and Apolio @az bidding for Premier Tyfes, a BIFR case.

- Premier Tyres - C%yre is the front-runger in this race. .

Alcatel South Asia Wcific, which is part of the French telecommunications
transnational Alcatel, is bidding for Priyaraj Electronics, 2 Bangalore-based -
company manufacturing rural automatic exchanges, push-button telephones,
and printed circuit boards. ' .

|

Telecommunications titan Siemens is trying to taks over transmission
equipment manufacturer Punjab ‘Communications, a whoily-owned subsidiary

~ of the Punjab State Electronics Development Corporatiof. ‘

.Apltii\.!ity_ D

Why do multi-nationals prefera take-over? List ‘out the reasons.
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9.8 CAPITAL MARKET : TRENDS IN CAPITAL ISSUES

- The SEBI Act of 1992 and the Securities (Contract and Regulation) Act of 1956 were -
amended in January 1995 for vesting SEBI with regulatory powers over.corporates in the
 issuance of capital, transfer of securities and other related matters. So far, the government's
regulatory body did not have these powers thereby impeding its ability to protect the
interests of the investors: In addition, SEBI has also been empowered to impose monetary
Ppenalties on capital market intermediaries and other participants for a range of listed
violations. The SEBI Act had earlier allowed SEBI only to suspend and caticel the

registration as well as prosecute intermediaries.

An over regulated market, like the one prevailing in the pre-1992 period, is surely a
“disincentive for investment..On the other hand, an under-regulated market has a potential

hidden risks for the average investor. The reguiator’s job is to draw a fine line between the
two. - : ' e ' :

It may be pointed out that when the offices of the Controller of Capital Issues were done
away with in 1992, the idea was fot to replacé one with another in the capital market but to-
simplify procedures. SEBI started vetting an ever increasing number of public issues-
. applications, which touched 1,650 in 1994-95. Its disclosure norrs were ponderous rather
than rigorous. And the case-by-case clearance raised mare questions than confidence:
SEBI would now like to stop vetting prospectus aﬁ@ tighten the guidelines instead,
with severe penalty for violators, S L '

projections of the company in the prospeclys” Nowhere in the world is this done. As for the
secondary market, the lack of liquj andba certain measure of speculation have become
big problems. Though there are 9,80 S¢Fips listed in the Bombay Stock Exchange (BSE),

One serious drawback in the present ?ter: is the practice of estimating the future

only 800 are being actively %

The M.J. Pherwani Committ (1991) which recommended the setting up of NSE Had
observed that the debt market, especially for long-dated fixed incqme'sacurities, accounts
for a major portion of the volume of trading in developed countries. It was the availability .
of debt market that provided the impetus to capital formation in the Us. :

The high cost of debt services coupled with shortage of equity papers affecting the stability
--and sustained growth of Indian capital market is yet another grey area to be taken care of.
‘More than anything else, for healthy growth of the market, there is need to regulate the
activities of the stock exchanges as well. Usually, the big market players seem to be quite
influential in determining which way the market should go o much so that the mutual
funds have also been influenced (the path chartered out for tH__er_n_) by the speculators.

A number'-of reforms did take place in the mechanics ‘and modalities. of domestic
investment. Setting up of the NSE at Bombay, an Over-The-Counter Exchange of India at
some places, regulations for brokers, listing of shares, mutual funds functioning, new
financial instruments, introduction .of proportionate allotment system, curbing: of insider

trading (though not easy implacement), and so on, have been quite encouraging for- the -
" rejuvenation of the capital market. However, complete check over manipulations in bought-
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out deals and underwriting, setting up a Depository System and such other reforms are also
urgently needed. Now the Government is intending to introduce Non-Votingishares which
will herald a new era in portfolio investment. It is hoped that with banking reforms and
streamlining of capital market activities, India's financial ‘sector will come of age and

contribute significantly to the country's economic development, sconer than later.

99 THE SMALL-SCALE SECTOR

The small-scale industrial sector of the country forms the back-bore of thL Indian

economy. 1t contributes to around 40 per cent of the production and more than 50 per cent
of India's export earnings. The intrinsic advantages of small-scale indusiries yiz., low
capital, lower overheads, high employment-to-capital-employed ratio make this sector quite
competitive in the present day environment of liberalisation. As such, these industries have

been the most appropriate to take on the fuli benefits of India's economic reforms.

Presently, more than three million small industrial units are functioning in the country
“producing around 40 per cent of the total industrial output and giving employmerit to more
than three crore. This is much more than what the organised sector has been doing. The
policy of reservation of items to be manufactured in the small sector has been diluted and
even big units have entered into their arca, thus creating problems for small entreprencurs.
" Policy changes have enabled the large-scale sector to sponsor small-scale lmits.TThe SSls
which were thriving due to import restrictions, reservatign, and subsidies and incentives
have now found that all these have almost disappeared\Thejtime has come when SSIs have
to meet the exacting demands of an open ecgmey HI every respect. Ol:lly the export-
oriented, and the service-sector-oriented have ble to strengthen themselves. In the

consumer goods sectors wherever there. is coWtition from imports, there: has been
extensive damage and loss. : : -

910 SUMMARY Q‘* _ i

In conclusion, it may be said e new econemic reforms have been successful so far in
achieving the objectives laid down in the 1991 Industrial Policy Statement.. They may have
opened the international window too wide and permitted multinationals in‘ all areas,
irrespective of the prioritization of hi-tech areas. Secondly, multinationals have started
coming but there is a fear that they will subvert fndian capital and establish their supremacy

in the corporate sector.

The reforms have bypassed agricullu'rc. In the manufacturing sector the growth rates have
been very good and in the services sector still befter. The consumer g:oods sector has
g prospered but the capital goods sector has not done well. ’

The process of reforms has failed to reduce the fiscal deficit as a percentage of (i}DP, whach
after declining to 5.7 % in 1992-93, has again shot up to 7.6% in 1993-94. India had the
unique opportunity of six continuous good monsoen years and the inflation rate and
wholesale price index have been going around 10.0% during 1993-94.

There is a rise in the foreign reserves to 18 billion and the balance of the tfade gap has been
reduced to $ 1,000 million during 1993-94 as against § 3,500 million duting 1992-93 and
the exchange rate of the rupee has become stable. These are good achievements. o
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- The World Bank has emphasised the need for market-friendly govemment mterventlons
But free markets are neutral institutions, whose market could be good or bad. Certain

conditions have to be met to make markets work efﬁclently and make them work for the
benefit of the people :
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%12 SELF-ASSESSMENT T_EST 0

1. Explam the major changes that are takmg p the private corporate sector smce
1992. _ S .

2. "Thejeconomy is opentng up. Th ill bg challenges and opportunities, many will be _
pushed down and many will grate IN§ opportunities” Describe.

" 3. Describe the merger and tak trends in recent times. Use real - life examples

4. Explain the workmg of the new mdustnal pollcy as, far as (a) Privatization and (b)
foreign direct investment are concerned

5. Explain the signif cant d'evelopments in the consumer goods market in India

6 (a) "Godrej has stopped manufacturmg (computer) prlnters and has started marketmg
Japanese made printers”. What does itimply? -

(b) "The Madras High Court- has accepted the claim of Maruti Udyog 1.td., that _
Hindustan Photo Films has to pay about Rs. 5 Crore {part of an inter-corporate loan) .
to MUL and if it fails to pay, winding up proceedings can be commenced in January
1996 (The Hmdu dated 13th Nov. 95)", comment

(c) Evaluate the response of the publlc sector services in post offices and banks in spite

of the fact that fairly large number of private sector competitors have started
operating now. Has private competition made any charnige?
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UNIT-10 : SECURITIES AND EXCHANGE BOARD"OF
- INDIA | |

105 Securities and Exchange Board of India
10.6  Role of SEBI

Objectives
After studying this unit, you should be able to :
- define the cﬁncept of capital ﬁarket
- explain the érowth of capital market in India

- analyse the necessity for the existence of SEBI for proper functioning of capital
market. ' : o

Structure

10.1  Introduction

S 10.2 Concept of Capital Market | _ . ' ‘

10.3  Control of Capital Issues B 0 o -

104  Growth of Capital Market in India O | ‘
10.7  Critical Appraisal of &e of % BI - ‘
10.8  Summary | /

108 Further Readings - ‘

10.10 Sclf-AssessmentTgst

10.1 INTRODUCTION

The repeal of Capital Issues (Control) Act 1947 and the establishment of Securities and -~
Exchange Board of India (SEBI) has been a milestone in the history of capital market in
India. There has been a complete metamorphosis of market system, policies and regulations
with the birth of SEBI. The Board has introduced a set of compreheisive guidelines for
various issues concerning primary and secondary market and made rules and regulations
for various market intermediaries. :
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102 CONCEPT OF CAPITAL MARKET

A capital market deals with financial assets, ‘excluding coins and currency. The financial
assets comprise banking accounts, pension funds, provident fund, mutual fund, insurance
policies, debentures and other securities. ' S ' 3

Stock market and money market are two basic componénts ‘of 'c'apit'a'l market. Capité]'.
market may be defined as a financial market which provides and facilitates an orderly -

exchange of long term financial claims.

- Capital market is a medium for mobilising finance out of the savings of the community and

making it available to the users i.e..industry, trade and commerce for meeting their fund
requirements. ' : ' '

Indian capital market has made spectacular growth in the last decade, in terms of the capital

listed, market capitalisation, turnover, number of deals per day, number of stock exchanges

and" the number of investors. The recent economic liberalisation and concession

programmes have given further impetus to this growth and it is expected that the decade of _

nineties will see a much faster growth of Indian capital market. Our markets are now h |
- venturing to open avenues for rural investors and also for international investors. ‘

The capital market consists of a primary market where@ies are issued and a secondary '
market where scrips are traded. Secondary magkget 1™ market place which provides |
liquidity to scrips issued in the primary market‘h of secondary market is dependent ‘
upon primary market. Trading activities in the“seeOndary market are done through the
Stock Exchanges [23 including Over The - ey Exchange of India (OTCEI) and National

Stock Exchange of India (NSE)). g .
Secondary market operations inyplve %ing and sel.l'in'g of securities on the stock exchange

through its members. The co #eg hitting the primary market are manda_torily required to
list their stocks on one or mo¥giock exchanges including a regional stock exchange.

Listing of securities provides liquidity and offers an opportunity to the investors to buy or
sell the scrips. The following intermediaries are involved in the stock market.

1. Broker/member of stock exchan ge - buyer's broker and seller's broker.
2. Portfolio manager
3. Investment adviser

4. Transfer agent

10.3 CONTROL OF CAPITAL ISSUES

On May 17, 1943 the Government of India under Defence of India Rule 94-A introducefd |
control- over capital issues to canalise the scarce resources of the capital market _ |
Government loans. The purpose of this contrel was to bring about "a judicious” balance - ‘
between Government borrowing and industrial investment®. It was to prevent utilization of

_investible funds, scarce materials‘and services for purposes which made little or no positive
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contribution to the prosecution of the war. It lapsed at the end of September, 1946 but the
control was continued under a specia] ordinance No, XX of 1946.

in April 1947, Capltal Issue (Contmuance of Comml) Act was passed with a view %
preventing mushroom growth of companies, especially in an atmosphere ‘of undue
optlmlam and prevailing boom. It intended to give a measure of protection to the unwa*y
investor against the: onslanght of unscrupulous company promoters. it was designed "t

secure a balanced investment of the country's resources in industry, agriculture and the
social services to ensure that the available capital are utilised on a balance plan of
agriculture, industrial and other developments and to keep a balance between the
manufactire of capital and consumer goods". The control had for its objective tml, fostering
of a rational and "healthy growth of corporate sector by ensuring, inter alia, that investment
does not go.into channels which are wasteful and not in accordance with the objectives of
the plan; that companies have capital structure which is sound and conducive to|the public
interest; and that there is no undue congestlon of offers for public subscription during any -
part of the' year ' : :

" The LOI’!tI’O! was admmlstered by thstry of Finance (Department of Economic Affalrs)
through. the Controller of Capital Issues, who was specifically appointed for the purpose.
The term "issues of capital" was defined in the Act as the issue of any seruratics whether
for cash or otherwise and also covered capitalisation of profits or reserves. for tne purpose

of converting partly pald shares into fully paid shares or Wcreasing the par vaiues of shares
already issued. :

Apart from the main objective, capiial issuei was also utilised for se've_rai other
purposes like the regulation of (8) bonus jggues, (F] terms and conditions of foreign capital
participation in Indian companies, {c) te%d conditions of dilution or repatriation -of
companies under FERA, (d) capit srgabistiona! plans of companies including mergers
_and amalgamations, (e) capital st@!‘of companies as well as terms and conditions of
additional issues, and (f) volymg and ¥ming of private issue of capital. : ‘
. !
The working of the capital &cmtml has been subjected to criticism in official as weli -
as non-official quarters. The criticism may be summarised as follows : (i) Contn!)l has got a
-negative approach; (ii) Control entails an overlapping of work with licensing committee
formed under the Industries (Development and Regulation) Act; (iii) Control obstructs the
formation of new companies; (iv) Control does not provide for a machinery for follow up
after the sanction; (v) its main purpose was to refuse consent where the investment was
-clearly undesirable and was not to positively direct investraent in the desired channels.

Control of Capital Issues - Abolition

Till 1992, Capntal issues were governed by Capltal issue (Control) Act 1947, a m!mstered
by Controller of Capital Issues. The Act was abolished in the light of proneuncement of the
Finance Minister in his budget speech for 1992-93 and recommcndanon‘a of the
“Narasimham Committee and Estimates Committee of the Parliament. The pron ulgation of
Ordinance No.9 of 1992 dated 29th May 1992 announced the abolition of C[lantrol!er of
Capital Issues (CCl) and repeal of Capital Issues (Control) Act 1947. The office of the
Controller of Capital Issues (CCI) has since been abolished. i
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104 GROWTH OF CAPITAL MARKET IN.INDIA B

The capltal market in India has witiessed spectacular growth during the last decade. The

trend is overwhelmingly euphoric consequent to the process of liberalisation and the
gradual shift towards free market forces. :

The Securities and Exchange Board of India (SEBI), set up as an admm:stratlve body in -

1988, was given statutory status on Jan, 30, 1992 by the promulgatlon of SEBI ordmance ;
whlch has since become an Act of Parliament. :

Key statistics related to capital market in India is given in Table 10.1 below :

. . TABLE 10.1
- KEY STATISTICS RELATED TO CAPITAL MARKETS

1991 92 1992 93 1993-94 1994-95
(As at the -end_

. of Feb. '95)
1. List of companies (Number)
= All Stock Exchanges 6480 - 6925
BSE . : 2903\, 3885 4785
2. Market Capitalisation ' : L S
- BSE (Rs. Crores) . . . ' .
(as on 31 March) 354106 @066 398349 . 433383
3. Total Capital Issues . e -_ -
- Number - ?s 1038 1126 1501
- Amount (Rs. Crores) 134 28195 32323 37125
4. Total number of capital mar@wmediaries registered with SEBI as on |
March 10, 1995 stands atg . '
Intermedisry @ ' ' Number
A. Merchant Banks a oo 750
- Categoryl S - 326 .
- Category Il ' _ - 36
- Category HI . oo e L Y
-Category IV~ ' ' 271
' B. Registrars and Share Transfer Agents 252 .
- Category 1 N L 169
- Category I1 _ _ T 83
- C. Mutual funds : _ 22

D. FIIS . _— 106
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History of development in the capital market since 1991

A summary of the developments in capital market since 1991 (year-wise) is given below :

Year 1991

In order to create an additional short-term avenue to invest and bring money market
instruments within the reach of individuals and smal} bodies, Reserve Bank -of India
(RBI) announced the decision to set up Money Market Mutual Funds {MMMFS) by
banks and financial institutions.

Freemg of interest rates on debentures and the mandatory requirement of latmg of
certain categornes of debentures.

Permission was given for setting up of muteal funds in private and joint secior.

The ceiling on the a.cq'uisition of share/debenture of Indian companies by Non-
Resident Institutions (NRIs} and Overseas Corporate Bodies (OCBs) under the
portfolio investment scheme was raised from 5% to 24%. -

In August 1991, Government issued a directive to stock exchanges to ensure greater
transparency in stock exchange transactions.

A scheme of registration of sub-brokers fodtor rotection was introduced.

To improve the liquidity of major sigek exi ges, the stock exchanges were asked

to work out a scheme of 'Market Ma

Direct foreign investments U;Q‘r cent was allowed in select industries.

Ceiling on interest ra term lending institutions was removed and floor on
interest rates was introdul resulting in increase in the interest rates on term- loans.
This resulted in increase in public issues for mobilising more funds.- '

- Year 1992

~ The Capital'Issues (Controf) Act was repealed in May 1992 and the office of the Controller

- of Capital Issues (CCI) was subsequently abolished. The pricing of capital issues was freed.
The Securities and Exchange Board of India (SEBI) was reconstituted as a Board with

~ statutory powers in Feb. 1992. The main objects of SEBI were capital markct regulation for
ivesior protection and fair trading practices.

For greater transparency in stock marketq the following steps were taken by SEBI and other
Governmmt agencies :

SEBI was authorised to conduct inspections of various mutual funds.

SEBI introduced the process- of reglstratlon of intermediaries such as stock brokers
and sub-brokers etc.
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'Compames wete required to- disclose risk factors relatmg to the project in pubhc
issue terms aru prospectus. :

- Merchant banklng was statutorily brought under the regulatory framework of SEBI
The Merchant Bankers were to be authorlsed by SEBI

- Regulatn‘ons on insider tradlng under the provisions of SEBI Act were notiﬁed.
- The broad basing of the governing bodies of stock exchanges was 1n1t1ated
- Tradlng hours in stock exchange were mcreased to3 hours from 2 1/2 hours.

- The public issue apphcatlon form was revised to contain a memorandum of salient
features of the prosPectus : -

- RBI permitted companies to accept capital contributions and issue shares or
debentures to NRIs or OCBs without prlor perrmsmon from RBI

. -.  The Governrnent aliowed FIIS to invest in pension funds, mutual funds, investment

-trusts, assets or portfolio management companies etc. to invest in. the Indian Capital
Market provides they were registered with SEBL

- The Government gave formal approval for settigg upNgf the National Stock Exchange
: of India (NSE) by financial institutions and bankswish IDBI as the nodal agency.

- . Indian companies were permitted o ack nternational capital market through -
Euro-Equity issues aimed at molfiliging capital for modernisation and import
requirements. '

- A new financial instrument 'SMCk nvest' was introduced to be used by the investors -

. for payment of applica@mey for new. capltal issues. : L

- A new Over The Counter Exchange under the name Over The Counter Exchange of

India (OTCEI) was set up with a wew to facllltatlng small compames to approach -
public. - -

- In April 1992 the irregularities and fraudulent manipulatiqns in securities (Securities
Scam) trading of certain b'anks and financial institutions St'irfaced

.= The BSE sensex reached its al] time hlgh of 4547 in April 1992 and closed at around :
2600 at the year end : "

Year 1993

So- Tradlng in debt instruments began on the OTCEI The debt instruments traded were
- non- convertlble debentures of various companles -

- The Government accorded recbgnition to the National Stock Exehange of India Ltd.
(NSE) Bombay, a step that was expected to 1ntroduce modern tradlng systems in -
securities in the country. -
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The Bombay Stock Exchange mtroduced crrcurt—break system to regulate specu'latlon
‘in the trading of shares. : ]

The Bombay Stock Exchange authorities decided to conduct weekly settlement in .
respect of non-specrf' ed securities from Feb 1993, ' : | ‘ _

The OTCEI proposed to mtroduce a stock- lendmg scheme by which players‘m the
market can borrow funds. _ 5

The Government fi nallsed the bill to enable natlonahscd banks to access the. L‘aprtal- '
- market. - - i - e ‘ : :

_ The govemrnent permrttcd PSUs to allot bonds under public issues te'NRls and
- OCBs like FIS, under the new gu idelines for public sector bonds for 1993 94, |

The Mmlstry of Flnance issued gurdelmes and procedures for issué of forelgn '
‘currency convertible bonds and. ordinary shares through global deposrtory receipt
mechanism. It prescribed the limit indicating that an aggregate foreign investment
made either directly or indirectly through global depository receipt mecl}anisxn shall
not exceed 51% of the issues and subscribed capital of the issuing company. ‘ .

RBI announced the setting up of Securities Trading rporatlon of India to de)yelop a
secondary market in Government securities and public ctor bonds. . . '
|

_ The Standmg Commlttee reviewing the: stocl schemes allowed banks to refuse
to act on a stop notice from the purchase o invest. Besides blank purchases of
stock invest's for onward sale to ﬁnan?mtermedranes was also prohtbrted| by the

Comm1ttee |

Th_e-folloWEng steps were takenQraovmg deﬁc:encres in the stock market !'

a) Procedures for share a@n (proportlonate allotment) in over-subscrlbed issues

- made more transparent _ T |

b) A system of appolntmg SEBI representatwes to supervrse the allotment process
was mtroduced to-minimise malpractices in allotment of oversubscr:bed pulollc
issue. ‘

¢) An advertisement code was laid down for fair advertisements i

d) Prudential norms were introduced for rights issues. : | ‘

.

¢} Public sector bonds were brought under the re'gulatory authority of SEBI

Capital adequacy norms were prescribed for fi nanclal mtermedlarles such as
merchant bankers and stock brokers ' : o
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SEBI notified the regulations for mutual funds. The mutual funds were required to be
formed as Trusts and managed by a separate Asset Management Company (AMC)
and supervised by a board of trustee: or trustee company.

- SEB! proposes to make it mandatory for brokers to maintain separate accounts for
their clients and for themselves. '

- In order 10 check speculative pressures arising from this mechanism, SEBI issued a
directive to stock exchanges in December, 1993 that henceforth all transactions in
securities shall be settled at the end of each settiement by delivery and payment and
the existing carry-over positions shall be liguidated in a time bound manner.

- Joint Parliamentary Committee (JPC) submitted its report of ingquiries mto the
securities scam to the Parliament in December 1993,

- The BSE sensex reached a low of 2020 in August 1993 against its peak of 4547 in’
April 1992. The senisex rose to the level of 3350 at the end of the year.

Years 1994 & 1995 (up to J1st March 1995)

-~ National Stock Exchange commenced debt market operations in June 1994 and
trading in equities i1 Nov. 1994

- Measures were mitiated by the rment and SEB! for the setting up of
Depositorics for solving the proglems€f present settlement system.

- Duc to increase in interest ratesgn U.S. and fail of Peso in Mexico, many of the FIIS
have started selling (h stments in dwe]opmg countries including India. This
affected the share marke rsely.

- OTCE! also starled trading in cquities of selected companies listed on approved
stock exchanges.

- Mutual Funds have been requested to adhere to a code of advertisements and a
procedure for calculating and declaring Net Asset Value of mutual funds had been
specificd.

- InOct. 1994, the Euro proceeds were required to be mandatorily retained abroad and

tobe repatriated as and when expenditure for the approved end uses were incurred.

- For controlting the takeover in public interest, SEBI came out with new regulations
under the name 'Substantial Acquisitions of Shares and Take-overs' in Nov. 1994.

- In January 1995, the Government promulgated an ordinance to amend the SEBI Act
giving it more powers for ensuring the orderly development of the capltal market and
enhance its ability to protect the interest of investors.
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Activity A

Review your understanding of the foliowing phrases :

In January 1995, and ordinance was promulgated for emending the securities contract
(Regulations) Act 1956, for deleting Section 20 of the Act relating to "Prohibition of
Options Futures" paving the way for trading in options. :

" The Bombay Stock Exchange started Bombay Stock _Exbhange On Li‘ne Trading
(BOLT), an automatic trading system on & few of the listed companies. :

The number of companies in BOLT will be increased in future.

The Committee set up under the Chairmanship of Shri G.S.Patel under the
instructions of SEBI to review the revival of Badla System has submitted ’its report.

The sensex rallied in June 1994 to reach all time high of 4618 in Sept. 1 994 and th_en':_'
came down to 2 level of 3925 at the end of 1994. In 1995 the sensex has gone -down

furiher.

1. Capital Market :

AN

2. Primary Market : : : O

e

v
3. Secondary Market : Q’

4. Contro] of Capital Issues :

5. Intermediaries in Secondary Market :

Activity B :

Gn to any nearby library and review the developments in Capital Market since April 1995.

. ; - = : [
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10.5 SECURITIES AND EXCHANGE BOARD OF INDIA (SEBI)

The need for a separate board for proper functioning of capital markets was first declared

" by the late Shri Rajiv Gandhi in his budget speech for the year 1987-88 when he said

. €or a healthy growth of capital markets investors rights must be fully protected and

trading malpractices must be prevented. Government has decided to set up a separate board
tor the regulation and orderly functioning of stock exchanges and securities industry”.

#In April 1988, the Government of India, by passing a resolution, constituted Securities and
Exchange Board of India (SEBI). It operated on the basis of this resolution till Feb. 1992
when, it was granted statutory status. The SEBI Act of 1992 was made effective from 30th.
Jan. 1992, SEBI was established on a statutory basis with effect from 21 Feb. 1992,

SEBI's Constitution

i

The SEBI Act 1992 provides for establishment of a statutory board with branches. The
Board shall consist of the fpilewing members, namely

{2) A chairman
(b)Two members from amongst the officials of the Mmlsn ies of the Central _
Government dealing w1th Finance and Law. __
(c) Two other members having experiencc . Q market _
Q‘e Reserve Bank of India

~ (d) One member from amongst the o .1cia S
SEBI has been given autonomous s ody corporate with perpetual succession and

as
common seal. According to the pre@qu the Act, the objectives of setting up SEBI are
to protect the interest of investgug in sdeurities, to promote the development and to regulate
the security market. @ - B :

SEBI's Organisation

SEBI's activities have been divided into five operational departments each headed by an
Executive Director, a legal départment and an investigation department also headed by
officials of the rank of Executive Directors. Besides the above departments, SEBI has
opened regional offices at New Delhi, Calcutta and Madras. The headquarters of SEBI is
located at Bombay.,

The powers of SEBI can be exercised by way of regulation. SEBI cannot act independently.
It is bound by directions of policy given by Central Government from time to time in
writing. SEBI has to submit an annual report to the Government sach year giving therein a
true and full account of its activities; policies and programmes. A copy of the report and
also that of the rules and regulations made by SEBI are to be laid before the. Parliament.




Powers of SEBT. o | o ‘

SEBI as a reguiatory and development board has wide and varied powers. It has power 0
1. call for periodical returns from recognised stock exchanges

2. cali for any information or explanation from recognised stoc:{ axcha'z%ea or s
members ;

3. direct inquiries to be made in relation to affairs of stock exchanges or its|members

4. grant approval of bye-laws of recognised exchanges
5. make or amend bye-laws of recognised exchanges

6. declare applicability of section 17 of Securities Contracts (Reguiation} Act in any
state or area and to grant licenses to dealers in securities

7. compel listing of securities by public companies

8. control and regulate stock exchanges

9. grant registration to market intermediaries 0

10.register and’ r@gula*e working of col!eveStmem schemes including mutual
funds.

11.promote self-regulatory bods E

' 2.prohibit fraudulent angynfsiNrade practices refating to securities

13.prohibit insider trading
14.promote investor's education and trading of interinediaries in capital market
15.reguiate substantial acquisition of shares and take over of companies
16.levy fees : ‘
17.conduct research and other functions.
These above said powers and functions are not exhaustive. SEBI's efforts so faL inciude
measures for efficiency, reforms and wansparency in primary and secondary market,
regulation of mutual funds and market intermediaries and introduction. of Form 2A

(abridged prospectus) and stock invesi. A lot of invesior protection guidelines have also
been framed and implemented. _
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10.6 ROLE OV SEHI

Let us now discuss various measures taken by SEBI in regulating the functioning of capitai
market in India. ' :

Market Regulations

Rules/regulations have been notified by SEBI under SEBI Act for regulaiing intermediaries
in the securities market, namely merchant barkers, brokers and sub-brokers, portfolio
managers. undorwriiers, bankers to an issue, registrars and share transfer agents. These
mermediaries have been brought into the regulatory purview for the first time and would
aow have io adhere to specific canital agequacy norms, meet ceriain eligibility criteria and .
abide by a code of conduct which specifies a high degree of responsibility towards
investors. The regulations also lay down the responsibilities and obligations of these
intermediaries and provide for action by SEBI in case of defauit,

Primary Market Reforms

SERY has initiated reforms in the primary market. The objective is to sirengthen the
standards of disclosure, introduce certain prudensial norms for the issues and internediaries
and remove the madeguacies and systematic deficiend¥s in the issue procedures. The
foliowing important steps are taken by SERT in this rd ¥ (a) The minimum percentage
of securities ic be issued (o the public far the Py 1sting of securities was reduced
from 60 per cent 10 25 per cent through mendment of Securities Contracts
(Reguiations) Rudes, 1957, (b) An nefit code was laid o ensure that
advertisements were fair and did not statements (6 mislead the investors;
{c} Alloinent procedures were revisegad
on pro-rava basig, raise the minimy nt of application money for public and rights
issue to Rs. 5000 and for on par issig from 190 to 500 shares, allow mutual funds and _
Forelgn Institutional Investors to.apply for firm ailotment in public issues and reduce
the number of colicction centr®gf a minimum of 30; (d) A system of appointing SEBI
repiescntatiyes to supervise the allotment process was introduced to minimise malpractices
in allotment of oversubscribed public issues; (e) prudential norms were introduced for
rights issucs; and (f) public sector bonds were brought under the reguiatory authority of
SERT. '

Mutual Fupds

SEBI has notified the regulations for Mutual Funds. These regulations require them to be
formed as trusts and managed by a separate Asset Managed Company {AMC) and
supervised by a board of trustess or trustee cosppeny. The regulations lay down certain
eligibility eriteria for the sponsors of mutual funds and require that AMC's have a minimum
net worth of R5.5 crore of which the sponsors must contribute atleast 40 per cent. The SEBI
(Mutual Fund) Regulations also provide for an approvai of the offer documents of schemes
by SEBI. The Regulations preseribe minimum amount to be raised by each scheme. A
close-ended scheme with a fixed size of mutuat fund must vaise & minimum of Rs.20 crore

- and open-ended schemes of Rs.5¢ crore. The entire subscription aniount must ke refunded

within six weeks of the closure of the scheme in case the amount collected by the scheme

(W)}
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|
falls short of the prescribed amount. There will also be certain investment festric':tions for
AMCs. The advertisement code pqucribes norms for fair and truthful disciiosurTs by the
mutual funds in advertisement and publicity materials. R :

_ J o
i
]
SEBI has made it mandatory for brokers to maintain separate accounts for their clients and
for themselves, They must disclose the transaction price and brokerage separatgly in the
contract notes issued to their clients. They must also have their books auditc'a.d and file the
san_ie with SEBL. o [ i
SEBI has issued directives to the stock exchanges to ensure that contract ngtes dre issued
by brokers to clients within 24 kours of the execution of the contract. Exchanges are to see
that time limits for payment of sale proceeds and deliveries by brokers and %iment of

Secondary Markets and Intermediaries

margins by clients to brokers are complied with. For ensuring the fulfilment of dedls (safety
- of the trades) in the market and for protecting investors, SEBI has intn:)duc d capital
adequacy norms for brokers. This will ensure that member firms are adequately ¢ pitalised
in relation to their outstanding position. The norms prescribe a base minimum capital plus
additional capital related to volume of business. The exchanges are amending their bye-
laws to incorporate the capital adequacy norms. - - o
_ _ |

Through an order under the Securities Contracts (Regllgtions) Act of 1956, SEBI-has

directed the stock exchanges to broad-base thcir_ﬁing Boards and change the

. composition of their arbitration, default and disc@ mittees. N

the settiement cycles, encouraging the sett of depository ‘institutions and d:lev_eloping .

the market infrastructure. . _ o

Market and Insﬁtuﬁonal§§ogent | | l |

RBI has issued guidelines to b for providing financial-support to market makers (who
make a commitment to quote buying and selling prices and to purchase and seil at these
prices) for scrips in various stock exchanges. Market makers are approved by SEBI, based

on the recommendations of the stock exchange. The introduction of market makers will
improve liquidity of scrips and benefit investors. - _ : |

SEBI is also contemplating other aspects ﬁr ma _develoﬁnient which iﬁ:clude‘ reduding

Recognition has been accorded by Government to the National Stock Exphangé .of India
Ltd. (NSE). As a model exchange it is expected to move rapidly -towards: a nation-wide
electronic screen based "scripless and floorless” trading system in securities which will be
both efficient and transparent and offers equal and nation-wide access to invqstbrsl.

The Over The Counter Exchange of India (OTCEI), Bombay started its. operations in Sept.
1992 and various companies have already been listed with it. Regional windows have been
opened at Delhi and Madras, besides representative offices in 18 major cities throughout
the country. ) : " = o B
-




Foreign Institutional Investors (FIIs)

With a view to facilitating the entry of Flls into the country SEBI has simplified the
' common application form. The entry of FlIs is also to be facilitated by increasing the role-
of foreign brokers in the transactions of FlIs. Foreign brokers will be atlowed to assist FIIs
and operate on their behalf by transmitting orders to buy or sell securities to members of
the Indian Stock exchanges. These foreign brokers have been permitted to open bank and

custodial accounts for this purpose. Government has also allowed some foreign firms to set
up joint ventures in the financial sector.

Globalising Indian Equity -

- Euro-equity issue is made by an instrument termed "Global Depository Reccipts“ (GDRs).
A GDR is a dollar denominated instrument tradable on a stock exchange in Europe or USA.

A GDR represents a certain number of equity shares. Though GDR is denominated in dollar
terms, the equity shares comprised in each GDR are denominated in rupees. For example a
GDR of $ 30 may comprise two equity shares of $ 15 per share equivalent to Rs 450 per
share, at the rate of exchange prcvalllng at thc time of issue.

The securities are issued by the lssumg company to an intermediary called "depository”.
The equity shares are registered in the name of the depsjtory who subsequently issues the
GDR to the investors. The issuers and the depositOsy egher into "depository agreemcnt“
detailing the terms and conditions of the agree@etween them.

-disclosure. There have been sub y nine clarifications on these guidelines. These
guidelines apply to all issue% it made after 11th June 1992

Capital Issues o - .'
SEBI had issued comprehensive %Zn 11th June 1992 for investors' protection and
apit .

The Department of Company Mfairs by a notlﬁcatlon dated. 3.10.1991 had laid down the
furnishing of managements perceptions of the risk factors. This came into effect from Nov.
1991. After the constitution of SEBI, investors are provided with a detailed account of risk
factors in the offer documents, both in the case of initiaf issues through prospectus as well
as the rights issue of an existing company. Vetting of prospectus and letter of offer by SEBI
has been made compulsory :

The. salient features of the stock invest scheme such as details of the issues, project,
promoters and risk factors are to be supplied along with the application in non-detachable
form (Form 2A Memorandum). By this, investors are given first hand information about the
issue so as to enable them to take a fair, well informed investment decision.

‘Stock invest scheme which has been introduced in March, 1992, at the instance of SEBI
provides for use of 'Stock invest' which is a legal non-negotiable instrument like cheque
and is to be used to sibscribe to capital issues: The novel idea being that the money which
is used to subscribe to an issue will continue to earn interest even after the share application

-is made by the investor. Investor will not lose any interest on the money invested in the
capital issue. The validity period has been reduced from 6 months to 4 months.
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As part of its role towards investor protection, SEBI has evolved a sysiem of redressal of
investor grievances and is consistently taking up investors complaints against cgmpanies,
brokers and other intermediaries. SEBI issues from time to time "lovesiors fjuidance
Series" to clarify, guide and educate the investor community on matters such 2s mutual
funds, grievances and remedies avaitabie to investors hoiding debentures, the stdck invest
scheme, nvestment conblderatmns in the prlmary market and caution agamst iliegal
transactions. :

SEBI has also taken direct steps by way of investor education. It has issued a few investor
guidance advertisementis and published a book regarding "Investor Guidance - Rights and
Remedies”. Besides increasing investor awareness and to making them come up as a strong
community, SEBI has also registered certain active investors and associations.

SEBI has taken various measures to protect investors such as - announcing guidelines on
disclosure and investor proiection, registration and regulation of market intermediaries,
appeintment of SEBI's representative to oversee allotment where issues are oversubseribed
and setting up an investor grievances cell to handle investor complaints. '

10.7 CRITICAL APPRAISAL OF ROLE OF S5EBI

It is clear from the above discussion that. SEBI was set_up to menitor the capital market,
especially to safeguard the interest of investing public. Wgt it is increasingly seeming to
slacken on the primary market frent. SERI has the crdii of introducing the progosals like
-proportional allotment in oversubscribed issy @ pomntment of SEBI's. representative

during aliotment tn oversubscribed issues, a -advertising code and penalty point
system for delinquent lead managers. Bugjt has Tot been very successful in maintaining
order in the primary market.

The vetting of draft propﬁsals is o \hete SEBI is seen faltering increasingly. There -
are many cotapanies which apptgach e market to make a quick buck exploiting the boom
in the investiment ciimate. Pr c known for implementing projects with masdive defays
and cost over runs and those With pending criminal cases and huge outsianding debis
“constantly enter the market. According to SEBI officials it has no right to prwnnt anyone
from raising funds as long as adequate disclosures are made.

Promoters to whom banks refuse to extend credit facilities due to massive outstandings -
generaily approach the market to mobilise funds. There are several cases where prospectus
does not disclose litigations arising out of guarastee as well as perding litigation against’
individual promoters though it is 2 market practice for directors of a company {0 stand as
surities while taking loans from banks.

Companies can go ahead with public or rights issues only when SEBI |issues an
acknowledgment card based on the "due diligence” certificate filed by the leag manager.
When lack of diligence in maintaining disclosure standards is detected or if the lead
manager dissociates himse!f stating that the promoter hid material information (frony bim,
SEBI can withdraw this card and prevent the company from making the issue.

In some cases acknowledgment cards were w:thdrawn following their [ead managers”
dissociation from the issues.
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SEBI has also taken stringent measures in some cases and directed promoters'fo send letters
to the share allotters making the disclosures in detail with an offer to buy back the shares if

the aliottees did not wish to take the shares in the-} ight of disclosures.

However, in. later cases, companies have successfully approached the courts to stay the
withdrawal of the acknowledgement cards to go ahead with the issue. Merchant Banking
- circles feel that SEBI's inaction in such cases was unwarranted especially when it was
convinced that the disclosure standards were not met with. The need to legislate
exhaustively is increasingly felt.

As of now SEBI does not adequately monitor the issue after it has opened. The directors of

Asia Fertilisers closed their issue well before it was fully subscribed. There is no tegislation
to tackie such a case. '

Penalty Points

SEBI attaches penalty points to délinquent lead managers as a monitoring mechanism.
Their defaults are classified into general, minor, major and serious cases with the serious
defauits attracting a penalty of four points. A cumulative score of eighty penalty points
gives SEBI the right to deregister the merchant banker. _ '

However, the maximum points that can be given in a@ issue is four, which means a
lead manager commitiing a series of blunders in a singlevidSue would get away with only
four penalty points. According to market reporty five merchant bankers have penaity
points to their names and no merchant banker hi§ beg deregistered to date. Though SEBI
comes out with a list of companies agains m investor complaints have been received,
lists of top defaulting merchant bankers are%publicised.

Grey market operations too have not¥gen contained by SEBI successfully. In one specific
case a company has reportedl d letters to some non-resident Indians agreeing to buy
back the shares at a premium @ promoters contend the offering to buy back shares "is
-only an assurance to give confidénce to the prospective investors”™. Though grey market
may not be under SEBI's purview it is important to prevent its operations.

The advertising code developed by SEBI prevents celebrities from endorsing new issues.
However, this too is circumvented by promoters by placing retired Government officials,
cricketers, film stars and the like on their boards. This form of celebrity endorsement
through the back door easily hoodwinks the investors. ' '

SEBI has permitted free pricing of new issues and met the long standing demand of
merchant bankers and issuers. SEBI feels that market forces should decide the fate of
issues and that it should not interfere with free and fair play of market in fixing the prices.

SEBI has issued a series of guidelines, clarifications, rules and regulations to develop,
stabilise, consolidate and strengthen the Indian Capital market. However, the guidelines,

clarifications gtc. issued, appear to be too many in number and quite confusing and

cumbersome. It may be worthwhile for SEBI to consolidate all the guidelines together with

suitable clarifications and issue a fresh consolidated set of guidelines.

157




10.8 SUMMARY ]

Cdpltal market is a lTlt:dlUlTl for ma::nblhsmgj Iht.. flnance oul of he sav:nga of the mm munity .
~and making it available to the users, i.c.. to the mdustr\e -trade and commqrce for mecting
their fund reqmremenb Tt dcd]s in financial assets comprising bankmg dgcounts penston
funds, provident fund etc Stod\ market and money market are two basn:: components of =
:.Caplldl market o -

The Indian. capital market has made spectacular growth in the last dc,cade ic Fecent
economic liberalisation programme has gwen a further impetus to. this growt_h. The
Securities and Exchange Board of India was set up to regulate and mmlutor thé_ capital
market, eapecual]y to safeiuard the mtcreats of lhc Il’l\febtlt‘l}: pub]ic I

109 FURTHERREADINGS - '._|.

Sekhar, K., 1993 (Juldb to SEBI Capnal Iasucs Dehemures and Llstmg Ag,ra Watha |
&Co - S : N

. 10 10 SELF ASSESSMENT TFST . I ' l

1. Define the Lomepr ‘Cdpilal Market Slate the u@t events 'in': the, develd_pﬁl_éht of

- capital market in India. - o R A .
. Critic'al_iy appraise m’f? .rple' of SEBI in$ﬂ~thc functio'n_ifng_ "o'f_ capi:t'alf__markets} o
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BLOCK-IV : MONETARY AND FISCAL SYSTEM

‘The Government, through its fiscal-cum-budgetary policies, is affecting the business
organisations directly as well as indirectly. Starting from 1991-92, our Govemment_-_
18 mltlaung, a number of changes to make our system more effective.

Despite the ove'rall progress made by th'e Indian Financial System, its operational
system has been unsatisfactory upto 1991. The Government of India. through New
Economic Policy of 1991, is bringing reforms in our financial system on war-
footing,. ' B

in two units. Unit-11 discussed - the Fiscal Poligy of our Government, whereas
Unit-12 mainly concentrates on the reforms inf d

s
%

The block is devoted completely for discussion or@bove mentioned two aspects
uc

n the {inancial sector.
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UNIT-11:  FISCAL POLICY

Objectives

After studying this unit, you should be able to

- list out the main recommendations of Raja (,hel]alah Commiittee relating to .
corporate tax, income tax & indircct taxes

- explain the concept of Value Added Tax (VAT) _ :
- state the main deficiencies of banking sector and also the investmem.poli«lies of
banks '

- analyse the Indian Fiscal Policy. . ‘

Structure :
11.1 Introduction
11.2 . Corporate Tax- ' ' ‘

113 Income Tax
(1.4 Indirect Taxes 0 | - ‘
115 Value Added Tax | o
11.6  Banking Sector - The Main Dcﬁciencieo

11,7 Investment Policies of Banks - 'An%isal Until 1991
11.8  Fiscal Policy - Changing SQJ“

i1.9  Summary '

.10 Key Words @

I1.11  Further Readings

11.12  Self-Assessment Test

11.1 INTRODUCTION

The reforms in Indian tax system became imperative in the wake of structural adjustments
and swift economic liberalisation measures initiated in the Union Budget fof 1991-92.
Accordingly in August, 1991, the Government of India constituted a Tax Reforms
Committee headed by Raja Chellaiah with the following terms of reference : :

(1) To examine the structure of direct and indirect taxes;

(ii} To make recommendations inter alla for making the tax system more eldstlc and broad
based, and

(iii) To suggest measures required for simplifying the existing laws and regulations to
facilitate better enforcement and compliance.
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The Chellaiah Committee submitted its interim report in February 1992 to the Government

of India to enable the Finance Minister to draw heavily upon it in framing the proposals for

1992-93 budget. Accordingly, some of the suggestions of this Committee were

implemented in 1992-93 Budget. The Committee submitted its final report in two parts,

Part-I in August 1992 and Part-11 in January, 1993. ‘The Finance M:mster mcorporated
some of the recommendations in 1993- 94 budget. '

112 CORPORATE TAX

The main recommendations of Raja Chellaiah Commlttee with regard to corporate tax are
as follows ;

1. The Chellaiah Committee.has recommended that the corporate tax for domestic
companies should be lowered to 45 per cent in 1993-94 from 51.75 per cent, by -

.. abolishing surcharge. It should be lowered further to 40 per cent in 1994-95. Corporate
tax reforms were considered in the 1994-95 budget. Corporate tax on domestic
companies has been reduced to a uniform rate of 40%. Surcharge on Corporate Tax-
~would continue at the rate of 15 per cent of income over Rs.75,000/- in the case of
domestic companies. No changes were incorporated in 1995-96 budget.

2. The Committec has suggested that the tax rates for foreign companies should be lowered.
It has recommended that the difference between th&gates on domestic and foreigq'
companies should be around 7.5 percentage poinf& In Yo case the difference should

exceed 10 percentage points
Tax on companies incorporated"abroad bLQ‘ning" income in India (i.e., foreign
companies) is levied at 55%. ' :

3. The Committee has also sugge@m the double taxation of foreign companies in
respect of fees for technical ¢ avoided. :

4. The Committee has faﬁomﬁ retention of the general rate of depreciation on plant
and machinery at 25%. ' '

5. The Committee has recommended the abolition of tax on interest.
Lowering of corporate tax should enable industry to retain a greater part of its earnings

and use it for future growth and expansmn Incidence of tax evasion is expected to come
down

113 INCOME TAX -

As far as Income Tax is concerned the mam recommendations of Chellalah Committee are
as follows :

1. The Chellaiah Committee has recommended the policy of moderating tax rates and
widening the tax base combined with fewer deductions and exemptions and effective
enforcement to encourage voluntary tax compliance thereby reducing tax evasion.
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2. The Committee has recommended an income-tax regime with a narrower spread between
entry rate of income tax and maximum marginal rate along with lower rafes of taxatio.-
It has therefore, recommended that incomes falling in the slab Rs, 50,000 to’ Rs.2,00,000
should be taxed-at 27.5% and the maxifum marginal rate of income taj of 40%
inclusive of surcharge. Surcharge should be applicable to incomes above Rs.2,00,000.

- The 1995-96 budget Has ‘proposed to enhance the exemption limit of income fax in the
case of individuals and association of families from Rs.35,000 to Rs.40,000. Additional
exemption under 801 of 1T Act had been increased from Rs. 10,006 to Rs.13,000.

Income Siab Proposed Rates

UptoRs40,000 = Nil . | o

Rs.40,000 - 60,000 - - 20% : . B ‘ :
Rs.60,000-1,20,000 . 30% :
Above Rs.1,20,000 0% B B
Standard deduction Rs.15,000 ' ‘

3. The Commlltee has recommended the withdrawal of e\emptlons i respecl of vartous
savings linked tax exemptmn schemes -such as Equity-Linked Savings Scheme and
‘National Savings Scheme (NSS) admissible for deductions under section 80 'CCA and
80 CCB of IT Act because these conferred larger ta@ﬁts on higher income groups.
of

4, The Committee has recommended that thé incope nor child from.. giﬁéd,éssets be
clubbed with that of the parent to plug the le of cross gifting used to gvade the

~ clubbing under the existing tax law. -

5. The Committee has recommended ghat doble taxation in the sense of taxing the income

. of a partnership firm and also t partners on their share in the income.of the firm
be avoided. o :
6. The Commiitee has sugge 2 Presumptive Tax Scheme in respect.of small shop

owners and traders. This scheme should be introduced on an optional basis stipulating
that the shop keepers may pay tax in lumpsum in case their turnover falls between Rs.3
lakh and Rs.5 fakh. This suggestion aims at attracting new tax payers. '

7. The Committee has suggested the taxing of leave travel allowance and receipts o_n'
- retirement. : '

8. The Committee has recommended that the agricultural income in excess of Rs. 25,000

accruing to the non-agriculturists be taxed by aggrcgdtmg it w1th non- agrlculturai
income. :

11.4 INDIRECT TAXES

Raja Chellaiah Committee made the following recommcndat;ons in relation to indirect
taxes : :




Cu_stoms Daties

1. The Committee has recommended reductiori in the general level of tariffs. It has
recommended a drastic reduction in customs tariff rates to 15-20 per cent by 1997-98. '

2. The Committee has favoured a stable import duty rate to avmd pressures for exempnons
and concessmns which uItlmately prove counter-productlve

3. The Committee has also made recommendatlons for a speedy sj;stem to determine anti

dumping duties Whlch will acquire greater importance with the reduction in Customs
‘Duty rates.

4. The Corimittee has ruled out a smgle import duty regime and favoured a ver_v llmlted
number of rates. : : :

5. The Committee has favoured all goods being subjecfed at least to a minimum tariff. It
has therefore recommended a minimum 5 per cent customs on all goods which now
en]oy total exemptron ' : _ . -

. 6. The Committee has recommended that customs tariff on finished goods should be higher

than that on basic raw materials and those on components and machinery should be in
between

ExuseDutles | o Q ' o _ _' o

L. The Chellaiah Committee has suggeste that the present excise tax SYstem be gradually.
transformed into a genuine VAT (Valu d Tax) _ B

2. The Committee has 're_cemmem@%xtens;on ef MODVAT (Modlﬁed Value Added
Tax) to textiles and petro@'o cts o . |

3. The Committee has recomm¥hded thtee' rate MODVAT regime at the manufacturing
levél with excise duty rates of 10%, 15% and 20% and selectlve excise dutles on non-
essential commodities at 30%, 40% and 50%.

4. The Committee has suggested the extension ‘of MODVAT to wholesalers It would
strengthen the revenues of State Governments.

In the 1992-93 Budget the maximum lmport duty was reduced from 150 per cent to 110 per_
cent. In 1993-94 it was further reduced to 85%.

Activity A

Review your undersfandihg_of t_h_e following phrases.

1. Corporate Tax




2. Income Tax _ ' !

3. Customs Duty

4. Excise Duty o o 3 |

11.5 VALUE ADDED TAX (VAT) | R

. . . |
France was the first country to introduce VAT in 1954 followed by UK in 1972 and USA in

1973. Let us understand what VAT is, examine its pros and cons and also the p#ssibilities
of its replacing the excise duties, general sales tax or corporate profit tax in India.

, |
VAT is levied on the basis of the value added to the @ a product at every stage ofits
In

stage only on the increase in the value of a cob ity since the last taxable transaction.
Take an example. Suppose a person buys iotton h one lakh rupees. Aftér gidning it in

sale-in the process of production and distrib offer words, it is assessed at each
nrsase )

his factory he sells it to a spinner for Rs. (. He has added Rs.2 lakh to the value of

-cotton he has purchased. If the rate ATYs 10%, he will be assessed at Rs:20,000. Now

suppose ilie spinner turns the gianﬁm in his factory into yarn for Rs.4 lakh (which he

had purchased for Rs.3 lakh). He has Mded to its value another Rs.1 lakh and at 10 % VAT

rate, he will be charged Rs.1 %x, The textile manufacturer uses the yarri to make cloth
(h

which he sells for Rs.6 lakh g purchased.for Rs.4 lakh himself). He has added value

to the commodity in the process of production of Rs.2 lakh and hf‘ will be calleﬂ upon to
pay Rs.20,000 as a tax, assuming again (0% VAT rate.

. ' 1

Thus, under this system of taxation "the sum of the va]ue added at each successivie stage is
equal to final price of products and the sum of the tax paid at each successive stage will be
same as the tax which would be payable if it were charged on the full value of|the final
product. It is clear that under this system, it is compulsory for a manufacturer to preserve
all the relevant documents, vouchers, etc., to be able to claim a rebate from taxes paid by
him earlier on his inputs. The business firm has to pay VAT at the relevant rate al[pphed to
total sales during a given period, deducting the amount paid by the firm in buying
intermediate products, or mputs capital equipments etc. _ :
On the whole, there seems to be a sirong case for the introduction of VAT. Transitional
problems can be solved and initial difficulties overcome. Long term - fiscal policy
introduced VAT in its modified form. That is why it has been dubbed as Modified Value

Added Tax (MODVAT). MODVAT was infroduced in 1985-86 in selected indystries, It -

has now been extended to cover all the categories of excise duty, except these relating to
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textlles and tobacco The Chellaiak Committee has suggested that the present excise. tax
system be gradually transformed into genuine VAT.

11.6_BANKING SECTOR - THE MAIN DEFICIENCIES

‘Governmental

The main deficiencies experienced by the banks from the side of Govemment are as
- follows : :

1. Apathy of Government towards strengthening banks' management towards dynamtsm -
. and efficiency o :

2. Appointments not being Based on petformance
3. Lack of independent _en_d professional persons
4. Uncertain tenure of chief executive officers _

" 5. Lack of autonomy

6. Excessive control by Government - 0

7. Flow of credit to some productive sectors @n restricted due to excessive priority

sector lending
8. Loans at subsidised rates and un@bz ievels of cross subsidisation
' ' ffectin i C '

9. Complex legal frame worsq recoveries

The senior officials of the DepaMment of Banking. of the Gevemment of India interfere in
the management of banks. It leads to decision making on the basis of polltlcal expediency
rather than by followmg strict banking norms. - :

The increasing advances to unemployed for self-employment and loans to weaker sections
have led 10 the problem of bad debts, doubtful debts and overdues. Loans of the order of _
several crores of rupees are overdue as these have not been recovered by banks as per
stlpulated schedules. Non-recovery as a percentage of demand is very high. This threatens
the very v1ab111ty of the banks. :

Reserve Bank

The main problems of banks from the side of RBI are :

1. Excessive control by the Reverse E;ank of India’

2. Plethora of regulat:ons - RBI Act, Banking Regulatlons Act ‘Negotiable Instruments
Act, ete.

165




3. Increasing SLR/CRR consuming bulk of bank finance ' ' ‘

4. Banking secrecy has prevented publi¢ knowledge of quantum of losses invo;lvcd.;

Internal

The main problems faced by the banks internally are::

—

. Multiple and unfocused objectivés

2. Inadequate managerh-ent practices o o ‘
3. No acc.ountability for results R . | _ ; ‘
A 'Management appointnients not ¥ sy sased on performance

5. Inadequate mechanisation, i 1+ technology levels

6. Inadequate internal contrci: _ ‘
7. _Overrnanning |

8. Labour problems resulting in low productivity. 0 ‘

9. Irregularities in preparation of internal reconc

10. Reduced efficiency due to bureaucratic % and delays - customer service has

suffered ‘
11. Lack of custoier orientatioqhich&sults in poor standard of service to the clientele
12. Inadequate Human Res jurces\Wlanagement practices. - ‘ '

The quality of service rend_e.red by the banks has deteriorated. It has been caused by staff
indiscipline and absence of the system of accountability. The banks have made intoads into
certain areas without adequate professionally trained staff. '

Low level of profitability ratio is due to relatively lower interest rates on priority sector
advances and such other advances to weaker sections. The average yield on such advances
was much lower compared to conventional advances. The ever increasing ratio of priority
credit to total credit was depressing the interest yield on advances year after ;lrear. “The

rising establishment expenses also contributed to the decline of profitability ratio.

Reasons for low level of profitability are continuous increase in SLR/CRR, 'persistent
increase in emphasis on social goals, rising incidence of industrial sickness, rapid branch
expansion, unfavourable deposit mix of banks and growing incidence of finance
disintermediation. ' S :
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. The Narsimham Committee on Financial Reforms has pointed out that the progressively
increasing SLR/CRR have been preempting a large part of bank‘ resources into low income
earning assets, thus reducing bank profitability. - '

117 INVESTMENT POLICIES OF BANKS UNTIL 1991 |
- AN APPRAISAL | | |

In response to the rﬁpidly'increasing credit needs of agriculture and industry arising out of
cconomic development programmes, the bank advances have registered tremendous’
increase from Rs.4,684 crore as at the end of March 1971 to Rs.25,371 crore at the end of
March 1981. The upward trend has continued till the end of March 1992 .at which the total
bank credit stood at Rs.1,25,592 crore. However, it is important to note that the expansion
of Rs.9,291 crore (7.9%) in bank credit during 1991-92 was substantially lower in
percentage terms as compared to that of Rs. 14,848 crore (14.6%) in 1990-91. It was due to
RBI's credit poliby which stipulated that each bank Wa_s to ensure that its incremental non- -
food credit depos“it ratio would not exceed 60% . '

The total bank credit as a percentage of total deposits (credit-deposit-ratio) has however
revealed downward trend. The credit-deposit-ratio has: declined from 79.3% in 1971 to
66.8% in 1981 and registered a further decline to 59.8% in 1988. In 1991-92 credit-deposit- .
ratio declined to around 54 per cent. The downward trerd in credit-deposit-ratio could be
attributed to rising CRR and’ SLR during 1971-91 %redit squeeze policy of RBI.
~ Increase in CRR and SLR have been responsibie for ¢ diversion of bank dépogits to

cash reserves and investment in Government a leaving lesser portion of deposits
for loans and advances (bank credit),

There was considerable shift in allocation %k credit pattern also. During the last two
decades, the share of agriculture in/OM! balk credit has increased from 2.2% to 14.4%
whereas the share of industry has W€clined from 67.5% to 48.7%. The share of food

procurement credit has gone u@ 3.5% to 12% over the same period. :

The share of priority sector adva ces in total bank credit has increased from 14.6% at the
‘end of June 1969 to 39.3% at the end of March, 1991. :

11.8 FISCAL POLICY - CHANGING SCENARIO

Economic restructuring has to be supported by the financial sector ‘which is capable of
mobilising resources in adequate quantities at reasonable rates of interest and allocating
them efficiently. This calls for an efficient and modern banking system. A comprehensive
. reforms programme has been initiated following the recommendations of the Narasimham
Committee. The important recommendations of the Narasimham Committee are :

. (1) Directed Investments; (2) Directed Cred_it; (3) Deregulati__on of Interest Rates; (4) _
Structure of the Banking System; (5) Prudential Norms and Regulations; {6) Recovery of
Loans; (7) Computerisation of Banks; (8) Removal of Duality of Control; and (9) Free and

Autonomous Banks.

These recommendations are discussed in detail in "Unit-12 : Financial Sector Re_forms"‘.’
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Ac_tivity B ' _ .

Go to your nearest library and collect details regarding progre%s in: 1mp ementlng
suggestlons of Chellalah Committee on tax reforms.

11.9 SUMMARY

System is not an exception. Faja Chellaiah Committee, appo‘iri_ted by the Government of
India in 1991, studied both the direct and indirect tax structure existing: in India. The

Committee offered a number of recommendations not only for simplifying the existing

laws but also for making the tax system more elastic. These recommendations are mainly

related to the areas like corporate tax, income tax, indirect taxes, introduction! of Value

Added Tax, etc., and some of them are already 1mplemen:d ' '

Number of changes are taking sslace in the Indian Economy from 1991 'and"the l_%:lian' Tax

various sectors, our banking sector is facing n  of problems from’ Government and
Reserve Bank of India. This is in addition to ernal problems faced by the banks.
Basing on the recommendations of the Nar. m Committee, the Government of India i is
taking various measures for makmg the bank{ng system more efﬁment

Even though there is tremendous increase in the ﬁI i nciaNadSistance sanctioned by banks fo -

11.10 KEY WORDS

Corporate Tax : The income @ on the net profits of joint-stock companies| is called
Corporate Tax. . ' . _

Income Tax : Income tax is ]ewed on the 1 mcome of mdlwduals hlndu undwlded families
and unregistered firms.

Customs Duty : Customs duties include both 1mp0rt and export duties, The 1m40rt dutles i
contrlbute nearly 90 percent of our total customs revenue -

Excise Dut:es : These are levied on commodities produced within the countrj;y. : ‘ :
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11.11 FURTHER READINGS

Chellaiah, Raja, J. Fiscal Pollcy in a Developing Economy

11.12 SELFuASSESSMENT TEST

1. LlSt out and analyse the recommendations of Raja Chellalah Committee relating to
- direct taxes. : :

2. Explain concept of Value Added Tax in detail.

" 3. Go through the Annuai Budget of the Government of India for the current year and
make a summary of changes in tax structure from 1991 to till date. -

4. What are the main deficiencies from which our banking sector is suffering. Analyse the -
recommendations offered by Narasimham Committee to strengthen the banking system.
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_12.3" | Narasmham .Committee on Financial Refoer - | i
124 Major Recommendations of Narasimha . mi .ee_- ‘ I
- 12.5 Fih_anc_:ial Sector Refdnns.-".(}'ové en n |

126 Summary - "%5 -

127 Further Readings : N
j 12'8 Self - Assessment Tc@ B

financial assets in ‘the last five decades and the ratio of financial assets to GNP:

UNIT-12 FINANCIAL SECTOR REFORMS

Obj ]ectlves

After studying this unit, you should be able to : -
- ﬁndersl;and the need for reforms in financial sector in India

- explain the main recommendations of the Narasimham Commlttee i

. spec1fy the action taken by the Government and the RBI for reformmg tR
financial sector in India

- assess the impact of reforms on Indian Economy.

Structure

12.1'  Introduction |

122  Need for Reforms in 'Finaﬁcial_'SectOr

e

121 INTRODUCTION R

~ The fi nancml sector - economic growth relationship had not recelved adequate attention of

classical and neo-classical economists. It was John Manard Keynes who accorded

a specific. - |

place for money in macro-economic’ analysis. There has been a phenomenal increase in

has risen

substantially in both the developed and developing countries compelling economists and
other analysts to focus more on the impact of ﬁnanc1al system on the functlon{:g of the

economy and in mﬂuencmg real economic actmty

According to Prof. C. Rangarajan Govcrnor of the Reserve Bank of India, the central.
economic function of the financial sector is fi nancial intermediation, that is mobili
financial resources and the allocation of these financial resources. Further,
~ financial intermediation also involves mlmmismg the transaction cost of transferri
from ori gmal savers to final investors.

isation of
efficient
ing funds




12.2 NEED FOR REFORMS IN FINANCIAL SECTOR

‘The Indian Financial Sector today comprises an N ssive network of Banks,

Development Financial Institutions (DFIs), Insu Finance, Leasing, Venture Capital
and Mutual Fund Gompanies, and a wide range @.cia! instruments. There has been a
considerable widening and deepening of thg India™Financial System, pasticularly in the
last two decades. Despite the overall prog'%hde by the financial system in India, its
operational system has been unsatisfeto up to 1991, In July, 1991 the Central
Government announced its New Eqm Policy (NEP). Liberalisation, deregulation,
delicencing, reforming and regkgucty g of the economy through NEP made the
Government to bring reforms i%(ial sector immediately. Let us now discuss the need
for undertaking reforms in findw€ial sector with particular reference to banks and

developmental financial institutions.

arajal
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manning especially in the urban and métropolitan centres and inadequate progress in
updating work technology. Both management weaknesges and trade union pregsures have
contributed to this. There have alsc been weaknesse@intemal organisational structure
of the banks, such as lack of sufficient delegation of a ity, inadequate internal controls
. s g such as balanging of [books and

and deterioration in what is termed 'housg
reconciliation of inter-branc_h and in[er-bank ertgies

The most serious damage to the ban} ing sYtem and the one which contributed most to the
decline of portfolio quality has @ _polttical and administrative interference in credit
decision-making. Populism and Wglitical and administrative influence bordering on
interference- should have n in the lexicon of banking and finance, but unfortunately,
over the years, competitive p m has affected banking and credit operations. As a result
of the political and administrative interferences, the public sector banks in India have
suffered badly : lower income, inadequate provisioning for bad deb, Iockmg of credit from
more productwe uses and erosn:)n of profitability. The deterioration in the financial health
of the syste < reached a t &




2. Directed Credit

As regards directed lending, at present there is a direction to the banks by RBI that 40 per
cent of net bank credit should go to priority sector which include agriculture, small scale -
industry, small business and programmes for poverty afleviation. The Committee
recommended that the directed credit programmes be phased out. The Committee proposed
the re-definition of the priority sector to include only the small and marginal farmers, the
tiny sector of the industry, small business and transport operators, village and cottage
industries, rural artisan and other weaker sections. The Committee recommended that the
aggregate credit to the redefined priority sector be fixed at 10 per cent.

3. Deregulation of Interest Rates

The Narasimham Comm:ttee felt that the present structure of administered interest rates are

highly complex and rigid and hence proposed dereguiatlon of interest rates so as to reflect
emeramg maer cqnd;};mush

— e R

Nationalisation of 14 commercial banks on 19 July, 1969 was a radical measure i ~—- . _
history of Indian banking. Several changes took place in the sphere of banking sector after -
nationalisation. These changes are quite apparent in branch expansion, deposit _
mobilisation, credit deployment etc.. : ' I

Despite the overall progress made by the banking sySiem in- India; its operational -
inefficiency has been characterised by. low profitabilityNgigh? and: growing non-performing:
assets and relatively low capital base. On the evg?®Rthe reforms, the net profits of public
sector banks (excluding RRBs) after provisions tingencies were nc more than 0.18
per cent of working funds in 1990-91. Thesgpread“Between interest earned and paid as a '
proportion of working funds was 2.95 per c;%he proportion of non-interest expenditure
to working funds in the same year w 5 pdr cent. With the decline in the quality of loan
assets, the need for provisioning ha more urgent. Several banks were in fact not in

" a position to make adequate pr ions Yor doubtful debts, The capital base i.e., the ratio of
paid-up capital and reserves to*it§ of public sector banks at slightly over 2.85 per cent
in 1990-91 was much lower by Wternational standards and in' fact, has gone down over
time. The approach that with government ownership there was little to worry about the ratio
had resulted in a situation where the capital-deposit ratio had begun to fall. Lack of proper
disclosure norms led many banks to keep the problems under cover. The financial position

" of the Regional Rural Banks was far worse. The balance sheet of the performance of the
banking sector was thus mixed - strong in wndemng the credit coverage but weak as far as
viability and sustainability was concerned. '

The major factors rcsponslble for these are : (a) directed investment and (b) directed credit
programmes. In both these cases, rates of interést that were available to banks were less
than the market related rates or what they could have sécured from alternate deployment of
funds. There has been a deterioration in the quality of the loan portfolio which in turn has
come in the way of banks' income geueration and enhancement of their capital funds.
Inadequacy of capital hias been accompanied by inadequacy of loan loss provisions. The
accounting and disclosure practices also do not. always reflect the true state of affairs of
banks and financial institutions. The erosion, of proftab:llty of banks has also emdnated "
from the side of expenditure as a result of- fast and massive expansion of branches, many of
which are unremunerative partlcularly in the rural areas, a con51derable degree of over-
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.

'should be permitted-to set up Jjoint ventures in regard to merchant and mvestment b_ahking','
Ieasmg and other newer forms of financial semces ;
i
5. Prudential Norms fand Regu!ations :

' Prudentlal norms and regulations mean the norms and regulatlons relatmg to income
recogmtlon provisioning for bad and doubtful debts and caplta] adequacy '

In regard to income recognition the Commtttee recommended that in respeet of banks and
 financial institutions which follow the accrual system of accounting, no income hould be'
“recognised in the accounts in respect of non-performing assets. An asset Would be
considered non-performing if interest on such asset remains past due for a penod exceeding
180 days at the balance sheet date. The Committee further recommended that anks and

financial institutions be given a period of three years.to move towards the above orms m a

' phased manner begmmng wnth the current year. |
For the purpose of provisioning, the Committee recommended that using the health code
classification which is already in vogue in banks and financial institutions, the assets should
be classified into four ‘categories namely, Standard, Sub-standa:d Doubtful and Loss .
Assets. In regard to Sub-Standard Assets, a general provision should be created equal to 10
percent of the total outstandings under this category. In respect of doubtful debts, prowsnon :
should be created to the extent of 100 per cent of the segurity shortfall. Inl respect of the
secured-portion of some doubtful debts, further prov:@ould be created, ranging from
20 per cent to 50 per cent, depending on the penod ich such assets, remain in the
- doubtful category. Loss Assets should ¢ither be grritten off or prov1snoh be created to.
the extent of 100 per cent. The Committee wa e view that a period of four years
- should be given to the banks and financigNgstitutions to conform to these prgvisioning . -
requiremments. However, it is necessary for'@“
respect -of doubtful debts 100 per ¢ _ the? security shortfall is fully provided for in the

shortest possible time.’ o ’ S :

The Committee stated that th%ce sheets of banks and f‘ nane:al mstttutlonq should be
made transparent and full disciostires made in the halance sheets as reeommend ed by_\the

International Accountlng Standards Commlttee This should be done in a plhase:l manner
commencing with  the current year. ‘The - Committee suggested that the criteria
- recommended for non-performing assets and prowsmnmg requurements be given due

' recognltlon by the tax authoritles

- While commg to the eapttal adequaey of the banking system the Commlttee su ggested that
- the banks and financial institutions should achieve a minimum 4 per cent capital pdequaey
ratio ir: velation to risk weighted assets by March 1993, of which Tier 1 capital should not .
be less than 2 per cent. According to the Bank of International Settlements (BIS), tandards
of 8 per cent should be achieved over a period of 3 years, that is, by March 1996. For those

banks with an international presence it would be necessary to reach these figures even .
earller

i
The Committee opined that in respect of those banks whose operatlons have been proﬁtable
and which enjoy a good reputation in the markets; they could straight-away approach the
capital market for enhancement of their capital. The Committee, therefore recommended
that in respect of such banks, issue of fresh capital to the public thirough the capital market
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12.3 NARASIMHAM_ COMMITTEE ON FINANCIAL

REFORMS

The Government of India had set up a ngh Level Committee i in August, 1991 with Mr. M
Narasimham, former Governor of the Reserve Bank of Ind:a as its Chairman to examine all

aspects relating to the structure, orgamsatlon functions and procedures of the financial
system in India.

Terms of Reference

The terms of reference of the Committee are :

1.

To examine the existing structure of the financial system and its various components
and to make recommendations for improving the efficiency and effectiveness of the
system with particular reference to the ' economy of operations, accountability and,
profitability of the commercial banks and f'nanmal institutions;

. To make recommendatrons for improving and modermsmg the orgamsatlonal systems

and procedures as well as managerial p0]|c1es

to enable the banks and financial institutions to
emerging credit needs of the economy;

. To make recommendatlons for infusing greater com@.vitality into the system so as

nd more effectively to the

. To examine the cost, composition an dequaly of capltal of the various f'nanmal

Institutions and to make suitable recomm ons in this regard;

. To review the relative roles of Qﬁ types of ﬁnancia! institutions in the financial
101 :

system and to make recom%’ for their balanced growth;

To review the existing super™Wory arrangements relating to the various entities in the
financial sector, in particular the commercial banks and the term lending institutions and
to make recommendatlons for ensurmg appropriate and effective supewxsuon '

. To review the existing Iegis]ative framework and to suggest necessary amendments for

implementing the recommendations that may require legislative changes;

- To make recommendations on any other subject matter as the Committee may consider

germane to the subject of inquiry or any related matter which may be spemﬁcally
referred to the Committee by the Government of India.

The COmmittee submitted its report in November, 1991 .




12.4 MAJOR RECOMMENDATIONS OF NARASIMHAM -
COMMITTEE B o o

‘The Narasimham Committee was primarily interested i improving the financial health of
public sector banks and development financial institutions, s0 as to make them vijable'and
efficient .and meet fully the emerging needs of the economy. The basic assumption and
approach of the Committee is that greater market orientation would strengthen ihe| financial
“system and thus improve its efficiency. In this connection the Committée sidied "The
solvency, health and efficiency of the institutions should be central to effepti"ve financial
reform™. The ‘major recommendations of the Narsimham Committee cenfred tound the
banking systern, the development financial institutions, the money and c_apitail market.

Recommendations Relating to Banking'Sys_tem.

The Narasimham Committee's recommendations are based on the fundamental agsumption
that the resources of the banks come from the genera! public’and held by thé banks in trust
and that they have to be deployed for maximum benefit of their owners, _viz.,ithe epositors.
The assumption automaticaliy implies that even the Government has no buysiness to
endanger the sotvency, health and efficiency of the nationalised banks under the [pretext of
resources for economic planning, social banking, povegty eradication, et¢. At'the same
" time, the Government has no right to get hold the fun@:: banks 4t low rates of interest
and use them for financing its consumption expen - paying the salary .of the
employees, for example - and thus, defraud 1 ositors. The Narsimham Committee
recommendations aim at : . ' ' - '

() ensuring a degi‘ee of oﬁerétiona%i!ity o o S

'(i-i)_ internal autonomy for th ublic sector banks in their decision making process;
and - o _ _ | \
' ' i

~ (iii) greater degree of professionalism in banking operations.
“The specific recommendations relating to the banking'system are as follows::

" 1. Directed Investments

In this area the Committes made two recor‘nmeﬁdationé anned at f;nhancing_;the competitivle
vitality of the banking industry : o : P
a) ‘Statutory Liquidity Ratio (SLR) : According to the -Com_niiﬁee the Stgtufofy Liquidity
Ratio should be brought down in a phased manner from the 38.5 per [cent [existing in.
1991 to 25 per cent over a period of 5 years. _- A

'Ib) Cash Reserve Ratio (CRR).: Every commercial bank in India has to kéep with the RBI
15 per cent as minimum cash reserves against demand and time deiosits. The

Committee proposed to the RBI (o consider progressively reduCing'the Cdsh Reserve

Ratio from its present high level. The Committee also opined that the interest rate paid

", to the bank on this SLR investment and on Cash Reserve Ratio (CRR) !in respect of the
impounded deposits on the basic minimum should be increased. ' '
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3. Prud_ent_ial Norms

Prudential norms have been laid down by RBI as part of the reformative process, The
purpose of prudential systém of recognition of income, classification of assets. and
provisionising of bad debts is to ensure that the books of the commercial banks reflect their
‘financial position more -accurately and in accordance with internationally accepted
accounting practlces These wilt help in more effective supervision of banks

Now, prudentlal norms require banks to make 100 per cent provision for all loss assets on
non-performing assets (NPAs' As funding required for provisioning was placed at

Rs.14,000 crore, it was phased over two years. Banks had to make at least 30 per cent -

provision against doubtful and bad during 1992- 93 and the balance 70 per cent in 1993-94.

4 Capltal Adequacy Norms

The RBI in April, 1992 fixed capital adequacy norms for banks The banks have to comply
with the norms over a three year period. Banks were expected to reach 4 per cent of capital -

_to risk assets ratio (CRAR) by March, 1993. This should be raised to 8 per cent by March
1996 by all scheduled commercial banks. Foreign banks operating in India and Indian

banks with international presence were, however reqmred to attain 8 per cent by March,
1993 and 1994 respectively.

The prudential guidelines and the new capi_tal@lacy norms expect scheduled
commercial banks to make large provisions amountin

- doubtful advances in their portfolio. The viah and the financial health of the banking
system was sought to be protected by a capital 8gggatbution of Rs.5,700 crore by the Central

Government in the budget for 1994-95 Y _
A new capital framework has b@wo eced for Indian scheduled commercial banks

based on the Basu Commn:tee red@mmendations presenting two tiers of capital for the
banks. - ' ' : ' : ‘

. The Government of India has amended the Banking Companies Act to cnable the

nationalised banks to access the market for capital funds through public issues, subject to
the provision that the holding of the Central Government w1|] not fall below 51 per cent of
the paid-up capital.

" 5. Freedom of Operation'

Scheduled ‘commercial banks have now been given freedom to open new branches and
upgrade extension counters, after fulfilling capital adequacy norms and prudential
accounting standards. They are also permiitted to close non-viable branches other than 'in
rural areas. Bank lending norms have been liberalised and banks have been given freedom
to decide levels of holding of individual items of inventories and receivables. :

6. Permission for New Banks

Government of India and RBI have aeee-pted 12 proposals to set up new private sector
banksand six banks have already started functioning. These banks have been allowed to

ver Rs.14,000 crore for bad and




-7 . Supervision over Comme'rcia-l Banks

‘Supervision was also established in RBI in December 1993 for assisting the _E|loard

8. Recovery of Debts R - | - R

raise capital contribution from foreign institutional investors upto 20 per ¢ent and Non--

g Remdent Indians up to 40 per cent.

:

A Board of Financial Supervision has been set up with an Advisory Counc1|l to strengthen

the supervisory system of banks and financial Institutions. A separate Department -of

.' "Recovery of Debts due to Banks and Financial Institutions Act, 1993" was passed to set up'

Special Recovery Tribunals to facilitate quicker recoveries of loan arrears. Five|tribunals
started functioning at Calcutta, Delhi; Jaipur, Ahmedabdd and Bangalore an:l an Appellate
Trlbunal has been set up at Bombay : :

9. Other Measures -

The Government of India took the foilowing other measures also to reform and strengt.hen'
the ﬁnancnal sector in India :

executive Chairman and upto three Directors fro the Directors of promoting
institutions, and to raise the ceiling for the ¢ roting rights for a shareholder
upto 10 per cent, and fo raise the penalties fovent:on of the Act. .

b) Agreement was reached with employe%de Unions in October 1993 and it paved

way for faster computerisation in bagks. !

a) Banklng Regulation Act 1949 was amended to enaféﬁnking company'to haﬁe_ a non-
ise

) Bank lending norms have beep liberalised and banks were given freedom to dec:lde levels
of holdmg of individual it nventones and recewables _ |

d) Scope of mandatory consortium arrangement was narrowed to 76 large borrowal
accounts in place of 934 accounts.

¢€) Guidelines were issued 1o banks to ensure qualitative improvement n banks’ |customer

service as a follow-up on the recommendations of the comrittee on customer SErvice In
banks

10. Reforms Relatmg to DFTs | K ‘

The DFIs have taken steps to widen thelr resources base and mobilise funds in domestlc as
well as. 1n1emanonal markets,

Prndential Norms |

The DFIs have recognised the importance of prudential norms as a means to| maintain
financial health "and have also been following norms for credit concentration, asset
classification, income recognition and provision for bad debis. In March, 1994, RBI issued
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guidelines on prudential norms to be followed by DFIs in India. These norins are similar to
the norms issued to the commercial banks. :

Diversification of Operations

In tune with the changing environment, the DFls have been diversifying their operations
and reorienting their business strategies.

Rationalisation of Interest Rates’

Interest regime has become more liberalised. DFIs have also amended the norms regarding
promoter’s contribution and debt-equity ratic to increase promoter’s stake in projects.
Convertibility clause is no longer obligatory for assistance sanctioned by term lending
stitutions. - '

Other Measures

The other measures include :

a) Industrial Finance Corporation of India (IFCI) converted into a company and through its
maiden public issue raised over Rs.600 crore as equity (including premium).

b) Floating interest rate on financial assistance {(}ink

hterest rate on 364 day treasury
bills) introduced by some alt India develop ank e, '

capital market for funds.

Activity D | Qs a | ~

Assuming that you are a of a Bank, state whether the measures taken by the
Government and RBI for reforlfg the financial sector are appropriate. What suggestions
would you like to give for further reforming the financial sector in India?

¢) Financial mstitutions’ access to SLR ﬁiﬁds re d and they are encouraged to approach '

12.6 SUMMARY

The financial sector reforms in Tndia are an integral part of the overall programme of
economic reforms aimed at improving productivity and efficiency of financial instituticns.
In fact, the efficiency of the reforms in the economy would have got blunted without
corresponding reforms in the financial system and hence Government was required to take
them simuitaneously. The Government of India and the RBI already started reforming the

183




“banking sector, DFls, money and capital markets even though the Government is finding it
difficult to enforce changes. For reforms to be effective, honest and sincere efforts are
necessary, not just a facade of doing so. Reforms cannot be half-hearted nor piecenjeal, and
having accepted change, the Government and the institutions have to work with conviction
and commitment. :

12.7 FURTHER READINGS

1. Economic Survey, 1994-95, Government of India Publication. -
2. Report of the Narasimham Committee, Nabhi Publication, New Delhi, 1993,

3. C.Rangarajan, The Reform of the Financial Sector :_Chofces and Lessons, RBI Monthly
Bulletin, December, 1994. '

12.8 SELF-ASSESSMENT TEST

Critically evaluate the reforms undertaken in India for reforming the financial sector.
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BLOCK -V : PLANNING POLICIES AND
PR(}(‘RAMMES

The Govemment of Indm 18 encouraging the process of industrial deve]opment and
economic growth by fixing targets in thé form of Five Year Plans. In order to
stimulate it further, as it is known, the Government is following liberalisation policy
due to which the whole gamut of planning underwent pronounced transformation in
the last four vears. ' : "

In this context, this b]ock mainly prowdes you mformatlon on plannmg polmes and_

programmes implemented by our Government. ‘This,block is divided in two units,
unit-13 discussed fully about various Fwe Year Pl ns Md unit-14 about the effect of

hberahsatxon on our planning,

.
&
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UNIT-13 : PLANNING IN INDIA
Objectives S _ _ , ' ‘ |
After reading this ﬁnit, you will be able to :

- explain the meaning of and the need for planning both a* micro as well as‘ macio
(busmtss unit and national) fevels ‘

- trace the origin and evolution of national planning in India ‘

- describe the socio-economic objectives of Indian 5-Year Plans

- analyse resource mobilisation and aliocation pattem of plan oul.lays of pu‘bllc
sector; and '

- comment on the relative success record of the phmed dev elopment and ihe
reasons thereof,

-Structure ' : S ‘ '

13.1  Introduction " : 0 ' ‘
132 Factors Contributing to Adoption of'PDevclopment |

13.3  Meaning and Need for Plan : Plai und Evolution of Planning m lndiLl.

134 Socio-Economic Objecti_vQﬁdizm Five-Year Plans '
135 Priorities ofVériou@yearmans o | |

13.6  Total Outlay - Private and Public Sectors

13.7 M_obi!isatic)n of Resources of Financing the Five-Year Plans
13.8  Allogation of Re'squrcés- or Pattcrn. fﬁi’!:}\r‘cstanent

139 Planuing in India - A Critique ‘ | ‘
3.1 Summary ' S ‘
13.11  Further Readings-

13.12  Self - Assessment Test : . : ‘
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13.1 INTRODUCTION

From the preceding 12 units, 'you should have understood various facets of environment
- under which business units function. The socio-politico-economic and legal environment
including international milieu impose constraints on the one hand and provide facilities for
growth and diversification as well as new investment avenues on the other. You were also
explained various policies such as industrial, Exim (Export-import), banking and monetary
policies and their impiications and impact on private business. In fact, all these policies and
institutional set up, created and strengthened over time, in & way constitute part of macro-
economic pianming. Then what is Pianning? In what follows, this is explained to you.
However, first you have to know the factors contributing to planned development. Note that
Units 13 & 14 are to be read together. For better understanding and comparison, certain
aspects of Unit-13 are covered in Unit-14,

13.2 FAC E‘ ORS CONTRIBUTING TC THE ADOPTION OF
PLANNED DEVELOPMENT

You are aware that humans are the highest order of creatures on earth. As human beings
have powerful and sharper brains, almost all their thinking, actions/efforts and in a way
behaviours are all pre-planned or based on systematic/scientific principles. Thus, planning
is not a novelvy and it is as old as human beings themselveWWhat is novel is its application
to national/global or macro levels. In this sense, plafging Jis an innovation of the 20th

century. How did the present century contribute tQOp

Six important historical events ushered in planne elopment. They are : the two World
Wars (1914-18, 1939-45), Bolshevik {(Com i) Revolution of 1817, followed by the.
i

unprecedented success recoré of pian?% in the former USSR in a relatively short period of

ity of planning?

about three decades; the bitier lesso ket failure evidenced by the Great Depression
of the 19305 {1929-33) which igterve the two Wars, the Keynesian Revolution of the
1940s which convincingly su;@the sate intervention for economic development and
the birth of about 100 third worlNcouniries as a political faliout of the two Wars. By the

early 1950s, the war-torn indusirial economies were in need of reconstruction and the
newly liberated poor third world economies (LDCs) were eager to improve their standards
and caich up with the west. All these factors necessitated the adoption of plannring as a

means to achieve rapid growth with social justice. India toc followed the same path after
becomlng a sovereign democratic nation.

Activity A

I. Review your understarding of the reasens for populamy of planning in the first half of
the 20th century.
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2. Comment on the statement that Planning is as old as human beings themselves.

133 MEANING AND NEED FOR PLAN
| PLANN ING AND EVOLUTION OF PLANNING IN

oo

; Meamng and Importance

.Although in common parlance the terms "Plan" and "Pldnnmg" are used syn

.~ they are not the same. A plan is simply a sketch, blueprint, model or a docume
is a broader term and is defined variously. Here it-is enough to note the wi
meaning or definition. It may be defined as a deliberate and systematic thinkin

"in estimating, pooling and allocating available and potential resources- with

achieving pre-determined objectives. It thus implies :

~a) Deliberate rational and scientific thinkiﬁg

\ r g andgffort m estimating pres¢
and potential resources (human and non-humgan) %} _ o

' ~ b)Pooling or mobilisi'ng thé_’resouﬁ:cs O

c) Allocating the mobilised resour

is no more debated. What is debated
: roudh which means planning is to be adopted.
planning has become a rou air not only at national level but at the micro
firms, especially in large co tions. Analogous to an economy, every. com
business unit desires survival, expansion and maximum profits. All these neet
‘and well conceived efforts and strateg1es

‘Today. the old issue of plan or
areas and to what extent and th

As noted earller plannlng is warranted both for reconstruction of already de
war-torn economies and for the development of poor countries to achieve full
and eradicate poverty by breaking vicious circles. It has a. role in free mark
economies, regulated socialist economies and partially controlled mixed ecg

realising the pre-determined obje

I'NDIA_' |

onymously,
nt. Planning
idely shared-
g and effort
a view 10

nt

ctives.

is in whick
World over,
uriit level of
pany or any
1 systematic

veloped-bui |
employment’
et capitalist

TIndia. The rationale for planning stems from market failures, imperfect markets, poorly

- developed inét_itutions, and iln'itial'skcwc_d distribution -_of resources. Historig
_observed that uncontrolled market economies were often subjected to economi
- periodical decline in’economic activity, severe price fluctuations, unstable ¢

investment, etc. These problems are more severe with regard to the less developed .-
3 and money
igidities and
these factors

countries (LDCs) where market forces of demand and supply in factor, goods
markets are not tuned to provide useful signals. They suffer from supply r
insensitivity in demand. Structurally, they are backward and unorganised; All
necessitate planning to set right things and provide congenial environment for

"~ the growth process and proper distribution of the produced output. In brief, f
: _'Great Depression of the 1930s (which was characterlsed by th;rowmg out of
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rnllllons of employed peopie and very low level of output), plannmg has become almost a
crazy unwersal affair for achievmg rapid growth with justice and stability.

Evolution ef Planning in India

After adopting the first Industrial Policy Resolfution in 1948, ushering in mixed economy
set up and implementing Constitution of India from 1950, planned development
commenced. Although formally planned development began-in 1951 with the launching of
the First Five Year Plan, it in no way means that Indians were ignorant about planning or
they did not attempt it earlier. In fact, in the pre-Independence period half a dozen efforts
were made to emphasize the need for planning and preparing plans. Some of them are : 1}
Sir M. Vishveshwaraiah's book "Planned Economy for India" in 1934, 2) Setting up of
“National Planning Committee" under the chairmanship of Jawaharlal Nehru by the Ail
India ‘Congress Committe¢ in 1938, 3) Bombay Plan of 1944 prepared by eigh.
industrialists, 4} A '10-Year Plan of M.N, Roy produced under Hind Mazdoor Sabha and 5)
Gandhian Plan of SN. Agarwal prepared under the aegis of Sarvodaya organisation.
- Admittedly, these efforts were only conceptual frameworks waiting for implementatibn All
the same, they had the salutary effect of preparing a background and paving the way for
planned development after pohtu,al independence.

The Planning Commission of India was established in 1950 and the Natioral Development
Council (the apex body of planning in India) in 1952 thgough executive orders. Both are
non-statutory bodies and hence their aflocations and ﬁrendaﬁons are non-mandatory.
This is wly the plans prepared by the Planning CommaI and approved by the National
Development Council must be. presented to thf Paiament, and after its acceptance the
plans are executed. The Chairman of both Planning Commission and National
Development Council' is the Prime Ml\?)f India. Apart from the Chairman, the
N

Planning Commission consists of a DeputYChairman and a few members (at present 8)
- both official and non-official. A ¢ National Development Council, it comprises all
the members of the members of the Pgnning Commission and all the Chief Ministers.

The Calendar of Five-Year Pl India i is that of fiscal calendar beginning from 1st Apri
and ending on 31st March. Commencing from the First Five-Year Plan that began from
April 1, 1951, so far India completed seven Five-Year Plans, 3+142 Annual Plans and the
first 3 years of the on-going Eighth Five-Year Plan. We are now (1995-96) in the 4ih year
of the 8th Plan. It is useful to note the periods of each plan implemented so far.

st 5-Yr ?lan : 1951—52 to-1955-56 or in brief 1951-56.

2ud 5-Yr Plan : 1956-57 to 1960-61 or 1956-61 -

3rd 5-Yr Plan : 196162 to 1965-66 or 1961-66

3 Annual Plans : 1966-69 (1966-67, 1967-68, 1968-69)

Ath 5-Yr Plan © 1969-70 to 1973-74 or 1969-74

Sth 5-Yr Plan: 1974-75 to 1978-79 or 1974-79




(The original 5th Plan could not run its full course due to the replacement of Congress
Government at the centre by the Janata Government in 1977. The Janata Government, after
scrapping the on-going 5th Plan of the Congress Government, introduced its own plan.
called Rolling Plan. Officially it was called "Draft Five Year Plan 1978-83).

 Annual Plan  1979-80

6th S-Yr_Plan 1980_—81 to 1984-85 or 1_9'80-85

7th 5-Yr Plan  1985-86 to 1989-90 or 1985-90 .
2 Annual Plans 1990-92 (1.990-9], 1991-92)
8th 5-YrPlan  1992-93 to 1996-97 or 1992-97

In. the Sﬁcceeding Unit-14, Perspective Plan, Annual Plans, Rolling Plan: of t.Le Janata
Government and Indicative Planning, introduced in the 8th Plan, as well as plannhng under

liberalisation policies will be explamed Deferring them, you are now. explained the .
' objectlves of Indian Plans. : ‘ '

Activity B :

1. Understand the terms

- D,
SR
s

2. Explain the need for Plarnin er different economic situations such as free enterprise
market-based economies, Industrlally Advanced Counmes (YACs) and Mixed
€Conomiies. :

3. Was there any effort and thinking about planning in India before Independence‘#
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4. Read other Books and analyse the reasons for break in Five Yéar Plans and
implementation of Annual Plans instead of Five-Year Plans. '

13.4 SOCIO-ECONOMIC OBJECTIVES OF INDIAN
FIVE-YEARPLANS .~ . -

You have learnt that planning implies deliberate and scientific thinking and effort to:
“achieve defined objectives, Then what are the objectives of Indian Plans? Though each
Five-Year Plan, depending on the time and circumstances/needs, aimed at many objectives,
there are some common objectives running through all the plans. It is gratifying to note that

~ despite changes in political parties tuling at the centre and despite change of half-a-dozen - -

Prime Ministers, continuity is maintained in some: of the basic objectives. You will be first
-explained the common basic objectives of all the Five-Year Plans put together (ie. Ist to
8th Plan), and later the specific objectives and important targets of the current 8th Plan will
be explained. Before doing so, a salient feature of Ipdian: Five-Year Plans calls for
attention. From the beginning, Indian Planssimul_thnﬁﬂimed at both economic and
social goals which is otherwise known as growth wise equifyf. Put simply, the basic goal is.
growth with stability and justice. This single bfGad\goal is spelt-out below under five
objectives. o : @ L - N
1) Growth or accelerating the Growth Pl%v? : It means raising the national income to
improve living standards. - . . - v

2) Modernisation : It mean icafion of science and modem technology in the .
production of various -good@.ervices._ This goal is a complement to the fifst goal. -
. Through modernisation ‘productfon, especially productivity, will be stepped up.
3) Self-reliance : It may be understood as freedom from 'dependence' on foreign countries -
~or having capabilities to design, assemble and run required machinery to produce
needed goods. It is achieved-through import substitution (i.e. replacing the imported
.goods by domestically produced goods). S

4) Balanced Regional Dév'elopm_ent : 1t tells that not only India as a2 whole should grow
but parcts of India (regions/states) should also. develop simultaneously. As India is a _
federated union, this goal assumes importance. What is aimed at is not equal_ but

- equitable development of all the regions in India. -

5) Social Justice : This is a very broad goal embracing many things. Its'simplest meaning
is caring for the weaker sections defined as the poor, unemployed and assetless. It also
‘means reduction in inequalities (consumption, income and wealth) such' that egalitarian
society is established eventually.. . .~ - - S s
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Having spelt out the common objectives of all the Five-Year Plans, you are now|taken to
the specific objectlves of the 8th Plan. ' '

Mam Ob_]ectlves and Targets of the Sth 5-Yr Plan (l 992-97)

1. Improvmg the Living Standards of the People Th|s smgle prlme ob_||eet|v, implies
the followmg o

a) Health for all and safe- drmkmg water by the end .ofthe.plan
b) Abolltion of :!llteracy among the youth in the age»brac_ke_t of 1 5-35.-
_--c) _Provision of Pl‘imarﬁ* .Educatio.n facility to all the peo'ple' of India.
: d) 'Conta-ining pophlation growth at'-1.8%.. |

| €) Abolition of scavengmg services (by means of converting wet latrmes 1hto
_ ﬂush-out system through dramage or septic tanks)

) Full employment by the turn of the century. It envisages work opportun ties to all
by creating 8 to 9 million Jobs per annurm. Employment growth is targeted at
2. 6% _ _ _ .

2. The Second Major Goal il’.‘ : adequate p!i or strengthening of ihfrastt_’ucture

facilities such as poWer irrigation, transport i gmmunication.

Some of"its targets are GDP {Gross D%ﬁc Product = National'Inco'me) prowth of
.5.6%, Import and Export growth . f 8% and 13.6% respectwely, ralsmg, of Food
production from 177 to 220 millio%& incremental Capital - Output Ratio of 4.1 (i.e.

for one unit of additional out 4.1 thits of investment is needed); rate of 1nvestment at
. 23.2% of the GDP, of whfc@% pomts from domestic resources and. the lest is net’
“inflow of capital from abroad. ' |_

13.5 PRIORITIES OF VARIOUS PLANS

In the precedmg pages, you learnt that quite a few Ob_]eCthCS were set out in thelFlve Year
Plans. However, in each plan all the objectives were not accorded equal importahce. Some
receive the highest importance or preference over others in each plan Generally leal:sation
‘of one or two objectives were gwen priority. They are : : -

1st Plan : Agricultural development reeewed top most 1mportance by recelvmg 37% of
the total public sector outlay. Notice that except in the 1st Plan, agrlculture
never secured so much share of the total outlay. In all other plans, its share is
around one-fourth. . ' : i

. : |
2nd Plan : In this, lndustnahsat]on was accorded priority. Based on the M halanobls
“model, capltal goods production / heavy industrics base was given top pnonty

It was allocated 34% of the total qutlay, : -




3rd Plan : Self-reliance goal was prioritised. it was implemented through import
: substitution.

4th Plan :  Equitable development of the regions or Balanced Regional Development got
priority,

5thPlan:  Minimum Needs’ Progranines, comprising nine components, of which eight
' are for rural areas (such as Rural Housiang, Roads, Education. Health,
Electrification, Nutriticn / Sanitation, Water Supply / Irrigation, etc.). These

aim at raising social consumption as a means to reduce poverty.

6th Plan : Direct attack on poverty and unemployment or Eradication of Poverty and
: Unemployment.

7th Plan . Energy received highest priority with an allocation of about 31%. Energy
along with Poverty and Unemployment reduction were the main goals.

8th Plan: HRD or Development of Human Resourees is the prime goal.

Activity C
1. Give examples of : ' :
. Economic Objectives Social Objecti%gs

O -
Ve

2. Understand the relation b Growth and Modernisation goals, ‘and eludicate it in
your own words. '

3. Social justi-ce stands for
a)
b}
©) _ —— |
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i4.-I'rh;)ro\.’ing Living Standards and HRD aré one and the same. How?

5. Give examples of'infr:istructu_re for a manufa'cturing unit.

6. Link between Minimum Needs Programme and Poverty Eradication.

<
‘aY
\

7. Industrlailsatton hinges on heavy II%CS‘ How? Give ekémples-of'basidfheavy _

industries. _ Q~

o

8. Seff-Reliance, Setf-Sufficiency, Import Subsntunon Minimising Formgn Ald
- Comment on these concepts and their inter-relationships.




13.6 TOTAL OUTLAY - PUBLIC AND PRIVATE SECTORS

As India is a mixed economy, both public and'p;ivate sectors. contribute to the total -

development outlay fixed for each pian. First, broad aggregate figures or relative shares
may be noted. The First Five-Year Plan fixed the total outlay at Rs. 3,760 crore, comprising
- Rs. 1960 crore in public and Rs. 1,800 crore in the private sectors. In each Five-Year Plan

period, the outlay of the public sector was enhanced nearly by two times. In the 8th Plan,
the total cutlay envisaged is Rs. 7,98,000 crore, comprising Rs. 3,61,000 crore in the public .

sector and the remaining in the private sector. In terms of relative shares, upto 4th Plan the
share of the public sector was more than 50% and from 3th Plan onwards it is less than
50%. In other words, due to shift in policy favouring higher space in economic

development to the private sector, the share of the private sector has been stepped to more |

than 50%. Table-13.1 sums up the re]afive shares of the two sectors in the total outlays.

A TABLE - 13.1 - |
PUBLIC AND PRIVATE SECTORS - RELATIVE SHARES (ACTUAL)
3 '__ )
Plan o Public - | . Private ' Total
- I e '
IstS-YrPlan (1951-56). | = 52 . -\b ~ w00
%@ (@ | Ge0@
2nd 5-YrPlan (1956-61) | . 54 U 4. | 100
3rd 5-Yr Plan (1961-66) | '_59\?&'_ a | 100
4th S-YrPlan (1969-74) | - 1 & | 49 100,
Sth 5-Yr Plan (1974-79) 437 57 100
. 6th 5-Yr Plan (1980-85) 48 o2 | 100
7th 5-Yr Plan (1985-90) | 46 | - sa. 100
$th 5-Yr Plan (1992:97) | 452 548 100
(Target) | (361,000 | (437,000 | (7.98.000)

Source : Five Year Plans of India. =~ - S L e

Note : Figures in brackets are Rs. in crores.

@ H net investment is considered, the relative shares work out to '46.4_% and 53.6%. If the
targeted investments are reckoned, approximately they are 50% : 50%.

The figure of Rs.7,98,000 crore is net investment of both the sectors, of which the share of
public sector is RS;3,61,000 crore. To this latter figure_current outlay of Rs. 73,100 crore is

to be added representing current outlay. Thus. in the 8th Plan, the gross investment is .

Rs.4,34,100 crore (=3,61,000 + 73,100). While the net investment contributes to creation qf
assets or new (additional) facilities, the purpose of current outlay is-to maintain the existing

assets. While discussing resource- mobilisation and allocation, public sector outlay is to be™ -

understood in gross terms.




© about 1/4th for_tomorrqw i.e. future development. _ o

Growth in Investment During the Plan Pe'ri.od

It is useful to understand the significance of the stepping up of investment effort during the
plan period of about four decades. Compare the total outlay of 8th Plan with, that of the first.
plan - Rs.%,98,000 crore with Rs. 3,760 crore. The former is about eight lakh crofes and the:
latter. is about four thousand crores which means an increase. of 200 times (800/4). Did
India really enhance her investment so much? The answer is surely negative. This is money -

illusion. Since prices have been raising at about 8% p.a., Rs.7, 98,000 crore figure is to be
~ deflated. by the price index. When it is adjusted, it gets reduced to about elghty thousand
-~ crores. Thus in real terms, during the plan period, investment increased by about 20 times

only (80/4) and not 200 times. A better method of comparison of investment effort during a

‘given period is to express investment as % of GDP {Gross Domestic Product i.¢. National -

Income). This expression is technically termed as Rate of Investment (ROI). While in the
First Plan period rate of investment was 7.3% in the 8th Plan it is 23.2% of GDT It means
that India's investment effort increased by about 3 times. Rate of investment| of 23.2%
implies the Indians out of their income of Rs. 100, consume now about 3/4ths and invest

* Having understood the total outlay and within it the public sector outlay, the ﬁcxi issue. is

how does the public sector mobshse the needed outlay? This is known as i'manm g the Five
Year Plans. _ ' ' o i T

137 MOBILISATION OF RESOUR@R FHNAN CIN(F THE

PLAN

have rioted that the targeted public sector's¥tal outlay is Rs. 4,34,100 crore (gross).-Out of
this, the centre's share is 57.1% al est is from the states and union territories (41.5%
+ 1.4%). Within the central sector 8ytlay (Rs. 2,47,865 crore), budget support s 42% and.
IEBR (Iaternal and Extra B ary Resources) is 58.2%. It means that in the central plan,

- Detailed data is available only with régawe public sector resource miobi!isation You

- nearly 60% of the resources ontributed by the public enterprises either out of their

surpluses or their market borrowings. One misunderstanding about the term "Plan

- Expenditure” in the annual budgets of the union government deserves clarification. For

example in the 1995-96 Budget, the "Plan Expenditure” shown is Rs. 48,500 crore. This is

not the total central plan outlay for 1995-96 (the "total” is actually Rs.’ 78, 849 crores). It

51mp]y stands for the "Budgetary-Support” of the union government for the ceniral + states

. plaua T

-
You may now focus attentlon dn how the total (Centre + States + Union Territories) public.
sector outlay is poo‘xed or financed. There are two main sources viz. domestic and external.

“In all the Five-Year Plans, domestic sources contributed to the extent of about 0% 10 90% .
_i.e., Indian Plans are financed substantially by Indians' savings. For example in the current
- 8th Plan, the total outlay as % of GDP is 23.2%, of which the share of domestic savings 1s

21.6% points and just I 6% points (or 6.9%) is net.inflow of foreign: caplLa] (foreign

resources). An analysis of domestic resources of the pubic sector outlay i3 shown in
Table-l3 2, along wnth foreign resources for the 8th Plan. -

P
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' . TABLE - 13.2
FINANCING PATTERN OF 8TH PLAN PUBLIC SECTOR CUTLAY

(%)
Source _ _ . Share
A. Domestic/internal Resources : _ 93.4
comprising :
1} Balance from Carrent Revenue 8.1
2) Coniribution of Public Sector Enterprises 34.1
3) Internal Berrowings 46.6
4} Deficit Financing 4.6
B. External Resources o
(Net Inflow of Capital from Abroad) 6.6
C. Total Public Sector (A + B) - 100.0

{#s. 4,34,100 crore)

Souree : 8th Five-Year Plan.

From Table-13.2 it is evident that the two major sources g public enterptises contribution
and domestic borrowings. While one third of the total Bytiay comes from public enterprises,
a little less than one-half is financed by domesijesbgrrowings, other than ad hoc borrowing
from the RBI. Deficit financing, representing §rediffgiven by the RBI to the government
against ad hoc treasury bills, is targetedyat abd 5%. This is deceptive boih from the
curreit experience zud historical trend. In wir Plan, its contribution was 15% and in the
Five-Year Plans its share was aboye™0% \What is termed in the table as Balance from
Current Revenue may be crudely wod as Tax-financing. To sum up, India’'s Five-
Year Plans are financed by T, ad Den-tax) financing, public enterprises - financing, debf
(internal) -financing, deficit ing and external {debt} financing.

fipact of Different Svurces of Financing

Tt is well known that for faster growth, volume of jnvesiment is to be raised both in
absolute terms and as percentage of GDP. Indian Clans attempted both aud succeeded to
some extent. However, the aspect of patietn of financing is given lukewarm treatmeni. The
impact of pattern of financing is often glossed over which led to adverse consequences. A
poor country, with low level of equilibrium suffering from vicious circles, shouid
necessarily envisage bold-ambitious outlays and should tap all the avsilable resources
judiciously, International {inancing, whether through borrowing or direct foreigri
investment as well as portfolio investmerit, have their own limitations. External source of
financing is desirable only upto a limit, Part of the resovrces should be pooied from tax-
financing, preferably from direct taxes. Due 1o severe poverty, the top segments of the
people can not be taxed severely. Due to politico-economic factors, governments in India
heavily depend on indireci-tax-financing (its share in the total tax revenue is about 3/4ths).
Duc 1o this, tax revenue coniributing io public sector outlay also has led to inflationary
pressurcs. Internal-debt financing, when obtained from the rich, has the disadvantage of
resuiting in skewed income distribution ard supports rentier class. As to deficit-financing,
as a source of development cutiay, there are apprehensions. If properly used, it is the
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cheapest and most beneficial source of financing. But the problem is that the|authorlt:es are
misutilising the source for unproductive and populist purposes. Theoretically, deficit
financing is non-inflationary and has the power of activating the idle abundant fesources.
But this powerful weapon is wrongly employed. That is why many suggest a limit on the -
use of this source of financing. The scope of this unit does not permit us to glve b detailed
analysis of the relative merits of the four sources of financing. Finally, a moot 1|ssue is to
‘what extent the public enterprnses should be asked to contribute to the development outlay
|
Should they be asked to operate pureiy on commercial principles? If not,'how can they
contribute a big share, as envisaged by the Eighth Plan (34% of the ‘total puth ‘sector
outlay)? These issues are not properly dlscussed and it appears that the targets are fixed
rather arbitrarily. ’ _ . B ‘
. B g
Activity D | ! | '
L. Name the Sectorsz’Constltuents of Pubhc and Pr:vate Sectors in the eontext oﬁ p]anmng
at national level = |

|
R
N I

2. First plan outlay was about Rs. 4 thousand_ ! of 8th Plan Rs. 800 thousand

crore. Does it mean really India raised invest y 200 times? How do you qompare?
; . T
. o ) : Lo
3. Explain : N ; S s _ [
a} Tax-financing

b) Deficit - financing  * ' o o | T N
c) Net Inflow of Foreign Capital - .

N

- 4. Explain the impact of heavy dependence on indirect tax-financing and debt ﬁna'ncmg.
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13.8 ALLOCATION OF RESOURCES OR PATTERN OF
! INVESTMENT |

| - .
| Apart from the problem of pooling resources from appropriate sources at low cost with an .
:! ~eye on income distribution, anothér major issue in planning is allocation of resources
: ' among various sectors, industries, regions or purposes. Much harm is caused if the given

| resources are allocated improperly. It is important to ensure that discouraging or reducing

i investment/production in certain sectors/industries is as important as encouraging or.
! allocating more to certain desired sectors. The former aspect is not sericusly thought and

implemented.

] For the purpose of easy understanding of the issue of allocation of resources, the Indian
' economy is divided under certain broad sectors as shown in Table-13.3. The data abridged
in the table pertain to targeted outlays in the 8th Plan. Actually in the Plan document, these
are spiit into as many as 80 sub-sectors. '

TABLE - 13.3 |
ALLOCATION PATTERN OF PUBLIC SECTOR OUTLAY - 8TH PLAN

| (%)
| .
}I . Sector or Aliocgtion
! Head of Development S

] 1. Agriculture, Allied Activities 'Ozz.z

and Rural Development ?“
2. - Energy _ : 26.6

Q-

3. Industry and I@s 10.7
4. Transport and CoMmunications 18.7
5. Social Services - 182
6. Others _ _ 3.6
Total Public Sector Outlay (Gross) 100.0

(Rs. 434,100 crore)

‘Source : Eighth Five-Year Plan.

A cursory look at table reveals the broad allocative pattern. although the 8th Plan prioritised
human resource development as the prime objective, the allocative pattern does not reveal
the same. The pattern of resource allocation is more or fess similar to the ?th Plan, with a
few marginal changes. Agriculture, including irrigation and rural development, received a
little more than one fifth of the total outlay. The allocation to energy is targeted at 27% and
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that of incdustry and minerals at 1195, Transport and communications as also so<!:ial services
secured a little than one fifih each. The Planning Commission did not publish data relating
to the allocative paitern of the private sector. From the limited data and :i_nforn'lation
availabie; it is difficalt to say whether the targeted goals will be achieved., The mid-term
appraisa! of the 8th Plan scheduled to have taken place in July 1995, has been postponed
for unknown reasons. [t is gathered that the rid-term appraisal document prepared by the
Planning Commission sketched a grim picture of the development scenario. Poverty and
unemployment eradication, the prime goal, appears not  have been realised. The growth
rate targeted at 5.6%, realised so far is about 4% and the target is unlikely 16 be achieved.
On the food front, the target is fairly achieved but the industrial sector is just picking up.

13.9 PLANNING iN INDIA - A CREITIQUE -

|
I

In the preceding pages, you were cxplmned various aspects and issues of indlds Five-Year
Plans, with focus on the ongoing 8th Five-Year Plan. it is now pertinent to ask ihe guestion
of what has been the record of progress or success of 4% decades of planned dqvelopl‘rient‘?
To assess its performance, one needs norms or criteria. Logic and justice demand that the
norm should be its well set out objectives of socio-sconomi¢ development. lei may recall
. here the five broad objectives stated in 13.3 sub-unit and or the two principle goals stated
there. Focusing on the overall growth of the economy, it is observed that the growth record
is laudable relatively. You should remember heré that during the British Rule, Indian
economy was looted, made stagnant and dependént ilh a w,ry wedk industrlal and

Raj Krishna called "Hindu Rate of Growh/™d in the recent three Five-Year Plans (V, VI

littte more than 4%. Upto the sevemiésﬁ':dian connmy .grcw at about 3_‘/&%,: which late
and V1) the growth rate hovere%;d % {vide Table-13.4) and in the re:ccn't 5 year

plans at about 4%. This is netam ieverient.
TABLI - 13.4 | |
PLAN-WISE GROWTH RATES - TARGETS AND ACHHE\»’EMENTS

(%) |
|
Plan larget Achievement’

] Z o

Ist plan 2. 6 _

2nd plan 4.5 4,0 :

3rd plan 5.6 2.2 ' i
4th plan 5.7 i3

5th plan 4.4 52

0th plan 5.2 5.2 '

7th plan 5.0 g |

&th plan 5.6 - : |

Source : Five-Year Plans
Note : Growth Rates refer to NNP/NDP apio 4th Plar and GDP from Sth Plan onwe;rda.




. The post-independence growth record is three times higher than the 1.2% realised during
the first of half 20th century. Agriculture has been growing at about 2 to 3% and indusiry 6-
8%. As to modernisation, India fairly succeeded by modernising and commercialising
agricuiiure, and industrialising the eccnomy. Regarding Self-reliance objective, the
achievenent is quite praise-worthy. Among some 120 third-world countries, India is the
only countryg have'achieved it. Today indians have capabilities to design, assemble and
operaie various types of machines from pin to supersonic jet. In sum, India did not fail in
growth, modernisation and seif-reliance froats. its main failure is in distributing the fruits
of growth. Development is to be judged from bottom percentage of the people. Both the
goals of social justice and balanced regional development still cemain in the books of plans.
In terms of Human Development Index, ndia has the dubious distinction of getting 136th
rank among 173 countries. Whether in agricultural or industrial developmet, half-a-dozen
siates out of 23 states elaim a lion's share of over 50% - to 60%. One main reason for this
dismal performance is that both the paitern of {inancing and the allocation of investment
were not properiy tned. For 2 long time. plaaners believed in trickle-down effect to benefit
the poor and unempleyed. In the selection of the product-mix i.e. character of growth, India
erred. Land reforms and other institutional changes were not effectively implemented. With
more centralised planning upto the early 1990s sovial inequalities and regional disparities
were aliowad to grow, while under the present markei-oriented planning one can only guess
what would happen 10 the geals of seif-reliance, balanced regional development and social
Justice. This aspect will be touched wpon in the succeeding Unit. '

Activity K
[. Name the cormpongnts of

a. Agriculture, its allied Activities and Rura lopment.

b. Energy

¢. Social Services,




Ii. Explain trickle-down effect and give reasons for high rates of poverty and -
unemployment despite fairly high growth and lasdable record of mdustnahsatlon

13.10 SUMMARY
' - i

From the preceding explanation, you should have got a fair view of Indian Fwelyear Plans.
The fesson began with meaning and rationale of planning followed by a nqte on the origin,
‘evolution and structure of national planning in India. Four main aspects- of Thdian Five-
Year Plans were discussed at some fength viz. objectives, public-private sectors shares in

_ the outlay, resource mobilisation and aliocation. In the conclading sub- unit, an appiaisal of
4% decades of planning was attempted. Out of the five main objectives, three poals were
realised (fairly adequately). The main failure of India was not in growth front but in

distributing the growth over space and classes of people.

A |
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13.12 SELF-ASSESSMENT TEST

|
: I
Take the five major aspects of Indian Five Year Plans and tremt theni as questons 0

ansSwer.
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UNIT-14: LIBERALISATION AND PLANNING IN
INDIA |

Objectives
After reading this unit, you wili be in a position to :
- explain the need for and implications of liberalisation
B comprehend and visualise i‘hé role of planning under liberalisation milieus

- give an acoount of Indicative Planning tied to liberalisation and changes in the
objectives of planning

- critically appraise the growth performance and changad roles of public and
private sectors

Structure
14,1 Introduction
142  Liberalisation - Mesning and Aspect.s 0
| 143  Ipdicative Planning '
144  Review and Critical Appraisal%nnmg under Liberalisation
i4.5 Fuiure Prosﬁects and 5y ry

14.6  Further Reading

147 Self-Assessment Tes

14.1 INTRODUCTION

In the foregoing 13 lessons (Units), various facets of business environment in India had
been explained to you. Also the units should have enabled you to comprehend the winds of
liberalisation which begar to blow from the 1980s and in particular from 1991 The
Narasimha Rao governmens, which sgsumed office at the centre in hine 1991, was
compelled to effect sweeping changei covering almost ali {he cconomic-commercial
activities it the Indian ecopomy. The reasons for implementing various radical reforms are
well known and about which copious literature with diverse critiques is available. This unit
desists from entering into the details of the issue. Stariing with trade (international}
Hberalisation, it was extended to other sectors and areas. 1t is mo wonder that due t0
liberalistion policies of the govermment, the whole gamut of planning, incinding the
philosophy of planning, underwent pronounced transformation in the lost four years. The
ongoing Eigiith Five Year Plan drafted under the changed circumstances and peolicies
obvigusly reflects, to same exient, the present philosophy of the government ai the cenire.
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The 8th Plan, enlike its predecessors, is officially termed “Indicative Planning” Before

expiaining the latter which incorporates the liberaiisasion polisies, it is useful to begin with

the meantng, implications and facets of liberalisation as well as different types of planiing,
: |

142 LIBERALISATION - MEANING AND ASPECTS.

The meaning of liberalisetion. is rather electric and fuzzy. It means différent ihings fo
different people. Surely, it is not ar ideniical terin with laissez faire {the iarter pieans et
- alone”, do not interfere at all). However, iiberalisstion policies eventually may lead to
laissez faire siivation. Liberalisation may be interpreted to meas the least 111terffm;rence of -
the government, or governtents function with minimum ‘number of controls and
regulations. Peopie a.e 2 gIven adequatc Trecdonit to choosé coonomlc activilies besi suited to
iheir abilities and aspirations. Admiftedly, liberaliz atien Tolicy Is prémised on' the wel)
knewn virtues of the “invisible Hand’, propagated by Adam Swikth as far “:ark| as 1776,
The need for or velevance of libesatisation policter stems from the failure of coutrolled
economies of former socialist bloo and from tlie p«,rc,epvmu that governmenis are bad
businesemen. Liberalisation view gets strength from ihe belief that individuals are the best
Judges of themselves and their behaviour gai d-’j‘. by self-interest without others’
obstructions leads to welfare of ali the people. ' 3 '

In one sense, liberalisation as practiced in India and in many other coustries is a via media
ot the two extremes of highly centralised command econc™Mes and unfetie; ed dcce ntralised
and marke(-guided capitalist cconomiss. Libs sralisatiotNgnplles inviting competition both
within (the nation} and abroad. The latier type Corapeiition is part of g{_l alisation
process. Delicensing, deregelation, decontrof, "n tionalisation or pr"'atisatiqn are the
means for i.np!emmtmg tiseralisation policies. Ocr it, the scope of government and
public enterprises is severely restrictad to thA @M of hasic facilities, law and osder, and the
production and supply of social and 3 pds. Soon you will learn other mgreidlenrs of
liberalisation and details of assigned planning and {functions of public sector.

P i

143 INDICATIVE P@NING |

As noted earlier, the cn geing 8th plan may be called Indicative Planning or to be sure

rnovmb towards Indicative Planr:-lp rom a highly centralised planning svstem”™. !Fhe later
‘expression is the terminclogy of the nghth Plan docurneni (8th Plan, Voi. | pidi 3 1k is based
on the belief that in wany areas of activity, development can best be achieved by freeing
them from upnccessary controls and regulations. and withdrawing siate interventioh. But at
the same time, i holds that development and growth of the country can not be lefi eatirqly
to the market mechanism. You should note that the Prime Minister and the Cé:;_airmén of ihe
Planning Commission, in his foreword to the 2th Plan says that “market can be expected to
bring about an equilibrium between demand backed by purchasi Hng power and -supply, bui i
_w=11 not be able to ensure a balance betweea need and supply”. Therefore, plavning is
necessary 0 overcome certain inherent limitations o market machanissm. All the sgme, it is
not _,hoacc between the market mechanism and plusning. What is aitempted in Iudia is to
effectively dovetail the two o serve as complementaries 1o each other. Vou are surely
interested to know the features of Indicative Planning as conceived in India ‘and how it is
different frota earlier planning. This is taken up n the succeeding pages
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- Features as spelt out in the 8th Plan

Under Indicative Planning, the role of Planning Commission of India is redefined. It is-
expected to play Integrative, Mediatory and Facilitating roles. It sets out or give a long term
straiegic vision of the future with prierities. For tie public sector, it goes deeply by
examining the aiternatives and identifies specific projects. However, for the rest of the.
(privaie) economy, it works out sectoral targets and atiempts to provide promotional
stimulus to the economy to grow in the desired direction, It is essentiafly a more flexible
plan with scope for change, mnowt-on and participation of the people b}, strengthening
peoples’ instiintions. Instead of playing the major role of allocation, the Planning -
Commission will ‘henceforth concentrate on optimal resource uiilisation and resource
isobilisation. 1ts job is to prepare a biue print anticipating future trends and setting out of
indicate the direction in whichi the economy sheuid move, keeping in view thc long term
objectives, :

It has also to play the role of a change agent. Through a proper mix of policy instruments
_ {fiscal, monetary, etc.), it should encourage, persuade and request the private sector to
invest in the desired sectors and regions. 1t should be guided by the basic philosophy of -
growth based on market forces and liberal policies. The scope of activities of the
governmentis and public enterprises has been severely restricted. Apart from slashing down
ihe number of industries teserved for the public secior from 17 10 6, it was decided ic close’
vnviable public enterprises. Public sector is to withdraw¥gom areas where no basic public
purpose i servad. It has to concerifrate on mwstmf‘ﬂt W inffstructure and in sectors where
privale investment s oot Jikely to come Its areas are : transport,
communications, energy and brigation. It shouf p augment basic rescurces like land,
forestry, water, ecology, science and technology. s the respensibility of meeting special
needs, population control, health and educ?!

37, "import-substitution” and “monopoly of
The liberaltisation policies envisage that public
sector should compete with ps ector, The “caged tiger” {theé Indian economy including -
the public sector in the pre-tibert#ed set-up) is at last set free to comnpete in the jungles of
global market economy. It is believed that the increased competition resulting from
liberalisation will spur the Indian tndustry to move from chronic infancy to maturity. The
issue, whether competition -necessarily leads to competitiveness or it should be
compiemented by something else, is deferred. Suffice 1o note here that putting the entire
blame of inefficieney on protectionism is uncharitable. However, profectionism, controls
and regulations pllt together can be hlamed for the inefficiency of the Indian economy, '

o5

Under the liberalised planning,
public sector” became obsolet

Stratepy nnder Libemlisled Planning

You have noted that henceforth public sector concentrates on selective activities and one
such area is infrasiructure, both physical and social. it focuses on strategic, hi-tech and
essential infrastructure. Bven in the infrastructurc, private sector is given greater role to
invest in power, oil and cQai, communication, fertilisers and chemicals, heavy capital goods
industries and organised commercial activities. The basic strategy under liberalisation with
the indicative planning is that growth and development can be achieved by concentrating
on essential social and physical infrastructure. The government and planners believe that if
adequate power, transport and -c_ﬁmm'.:'nicaiicn facilitics are provided the economy can grow
fast. Its strategy comprises @ a) Development of core sector through allocation of funds,
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. ) . I .
b) Ensuring growth of economy via a policy package, and ¢) Social sector development
through assigning greater responsibility to the states. In large parts of public sector
. operations, the principle of market economy is accepted. : ‘ : '

In concluding about Indicative Plafining, it is useful to note its historical origin. The
episedes of France and Japan are often cited. It was in 1946 that the then Frengh Planning
_ Minister drew a-plan in consultation with the businessmen. Since then it was a great
success. In France, bureancracy in collaboration with the private sector ushers in the
development of the nation. In- Indicative Planning, information collection and its
dissemination play important role. It is built on the assumption that more information to the
~ economic agents will smoothen sectoral imbalances. The French indicative platiners chose
" demand targets and used various kinds of incentives and disincentives through monetary
~ and fiscal tools to channelise investment flows to meet the targeted demands. In Japan,
indicative- planning concentrates more on supply management and market coordination.
~ The agencies involved in the Japanese indicative planning are : Ministry, of International
Trade and Industry, Ministry of Finance and Fconomic Planning Agency Indicative
Planning is what Arthur Lewis calted “Planning by Inducement”, Much. depends on how
the market guided investors and individuals behave. Its essential features in brief are :
Resource allocation both through the state and market; decision-making is| horizontal-
vertical and partiaily centralised; dual market-clearing (implying state collaboration with

business) and incentives, cooperative competition among econom'_ic-agents.i

_ _ !
Activity A o 0 ]
Review your understanding ofthefollowing_t@ : .
1._Libe_rélisziﬁon " _ ?\ :

2. Globalisation

3. Privatisation/Denationalisation.
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4. Dercgulation/Delicensing

5. Public Secior-Composition.

Activity &

‘Explain Flanning by Inducoment and Indicative Planuing,

BN N _;_.v,_______w.,_________

14.4 EVIEW E&Nﬁ CRITIGY TPYRAISAL OF PLANNING

a, you noted fiv ajof SOCID-SCONGMIC
ohjectives viz., growth, { sotfereliance, balanced re g mal developnient and
social justice. Under the innWZilve plamung of &tk Plan, aithough the planners endorse all
of them, tn practics two ¢f dmm are givered go-bye vaz selfirefiance and regioval balanced
developient. Even social justice goa! eets blurced. in essence, the prescnt 8tit Plas
emphasises raising of growth rate and modernisaiion ihrough competition and integrating
India with the rest of the world, known as Globahisation. it nnderiines adequate provision of
infrastructure facilities {power, transport and o wmeaication) both through the public
sector and by inviting the private secior 1o paciicipnie including the MNCs (or truly
speaking the INCs = International Corporuiions). Competition does not necossarily lead to
competitiveness for, much else is needsd. Even undee fiberaiisation, there is need for
national cvonomic strategies. Building up I‘dil(\lla! industrial capability through pohey
intervention is of utmost importance as (ndia ginbalises. 1t is fall acions to think that mere
unshackling of market forces is ail that is nee dm:! o to think that mum'ﬂ identity of firms
is irrelevant in the globalised seiting. R and D effort and establishing an adequate
technology basse are crucial. This is the secret of South Korea's miracle. tndiap policy
makers ard planners are not serious about empowering the pampered domestic industry in

the uloba,l parspective.

In the pre-liberalised plan




MRTP Act of 1970

MRTP Act of 1970 was diluted and consequenily one of the two prime objectives viz.
reducing concentration of cconomic power cannot be realised. Note that social Justice
embraces reducing highly skewed distribution of asseis concentrated in the hands of large
indusirial houses. As to the goal cf regional balanced development, available data indicates
that even upder Licensing System, more than one-half of the total industrial produoltién got
concentrated in just four states (Maharashtra, Gujarat, Tamil Nadu and West Bengal). The
number of licenses 1ssued to the backward regions as proportion of total licenses declined
io about 43% by 1990, The issue is whether the liberalised industrial policy can reu;tify the
imbalance created by the Licensing System, when the interests of backward states were
over!ooked The answer is anvbody's guess. ' ‘

It is true that until 1990, public sector was assigned the role of “control over comnanding
heights of the economy”. It is gratitying w record that the Indian economy and the Indian
industry performed fairly well until the mid sixties, vouching commendable role of the
public sector. Deceleration started from the mid-sixiies and continued unti! the close of
1980, Even now not ali public sector units are inefficient or loss-making. The trouble Jies in
their non-accountability, mainly due to politicisation of the enterprises and pro-labour
policies of the government. These arc noi given duc importance while blaming the
inefficiency of the public sector. By 1990, its contribution to GDP was about a fourth,
composed of a third of Administrative Departments ¥d two-thirds the enterprises
(departmental and non-deparimental), Its contribution W Grdss Domestic Formatjon was
ahout 47% and to that of Gross Domestic Sa ; ablut 10%. These are nclt rean
achievements. It should be conceded that a frank § $al of public sector indicates that by
and large it has beea inefficient for whateveg reasoM@ne may point out. Low utilisation of
installed capacities ander-utilisation of the p el and generation of meager surpluses or

undergoing losses are consnicuous, |
|

Disinvestment of Public Knigapris?dShare Capital .

In the tast four years, the governeWhi of Indis could obtain a sum of Rs.7,54) crore (1991-
92 = Rs.3,338 crore, 1992-93 = Rs.1,912 crore, 1993-84 = Rs.2,291 crore) by wayi of off-
toading the shares of public entesprises. The 1995-%6 Budget envisaged another |dose of
Rs.7,000 crore of disinvesiment. The aim of disinvestment is to introduce competition and
to obtain funds for other purinoses. The disinvestment is also expected to reduce the fiscal
deficit which stood at 6,7% of the GOP in 1994-93. Unfortunately, data i3 not available fo
judge the impact of disinvestment on improving the efficiency of public enterprises.!

’ |
You may now turn io examine the performance of industry and Indian economy in the post-
liberakisation period. I

Structure and Growth of Induséries B

To visualise the lmpa‘,t of liberalisation under ihe present type of plannmg, on industries
and economy, consider Tables 14.1 and 14.2.




i ' TABLE - 4.1 :
STRUCTURE AND GROWTH OF INDIAN INDUSTRIES

(USE-BASED CLASSIFICATION)

industry Weighis Annual Average Growth Rates

; ' 1950 { 1970 1980 | 1991-92 | 1992-93 | 1992.94 | 1994-95
i (Apr-
! : Feb)
: 1 2 3 4 3 ] 7
‘ 1. Basic Goods 25.1 323 394 6.5 . 2D 59 38
% 2. Capital Goods 18] 152 16.5 (-)8.6 (-3 0.1 (3531 225
' 3. Intermediate :
i Goods 258 21.0 20.5 (2.2 5.4 1.4 41
5 4. Consumer

Goods 37.3 315 23.6 1.5 1.8 3.1 8.0
g comprising -
; a) Consumer '
: Durables 5.7 34 261 (-} 107 (-) 0.7 15.2 10.7
. b) Consumer
: Non-Durablss 316 28.1 21.0 4.7 24 0.5 14
' Al Industries 100 100|100 0N 23 41 .1

Sourze : Economic Survey 1994-95 and CSO P@eleases.
, TABRE - 192

? ' STRUCTURE AND GROW'!%F INDIAN INDUSTRIES - AN

! ' ALTE i CLASSIFICATION
: ' LCTOR-WISE)
(%)
ights 199§-92  1992-93 199394  1994.95 .
(Industrial ' (Apr-
Production) Feb)
(1980-81=100)
i 2 3 4 5
1. Mining & Quarrying, 11.5 - 0.6 0.6 2.5 6.6
2. Manufacturing 771 (-30.8 2.2 . 8.2
3. Electricity 11.4 g5 5.0 7.4 8.7
Average of all the
Sectiors 100 - 0.6 23 4.1 3.1
Average Growth of @
Agriculture {318 4.8 3. 2.4
Average Growth of the @
Economy 0.9 43 4.3 5.3

Sources : Economic Survey 1994-95 and CSO,
Note : @ The figures are advance forecast of C50.
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The two tables should enable us to draw a few interesting inferences as to the performance
of indusiry, agriculture and the economy as a whole in the post-liberalisation | pericd.
Admittedly, the short period of four years may not exhibit true trends. All the same, it -
permits o sketch an approximate scenaric. Basic goods industries followed by capital
goods industries improved their shares during 1960-1980s (cols 1 to 3, Table-14.1). Note -
that for rapid industrialisation the basic goods industries (composed of chemicals, steel,
electricity, coal, cement, mining, basic metals, petroleum eic.) and capital goods industries
(comprising machine producing industries including- ship building and motor vehicles)
should have a solid foundation. As their combined share improved to about 2/3rds from a
little over 1/3rd, it is an indication of strengshening of domestic industrial effort. There
appears o be a deceleration in the basic and more so in the capiial goods industries in the
past three years upto 1993-94. In 1694-95, while the growth rate of basic goods slowed
down fror 5.9% to 3.8%, capital goods recorded the highest growth rate of 22.5%, from its
negaiive growth of 5.3% in the previous year. Another disquieting feanwre of the past four
vears, industrial growth is that consumer durables (most of them are loxuries for elitist
consuinption) after suffering severely i the initia! two-year period with negative growth,
picked up very fast and recorded two digit growih rates (15.2%, 10.7%). Ignbring the sub-
sectors, looking at aggregate growth of industeial production, the following obs?rvations
- deserve attention. For this purpose, three pre-reforra years performasice is compared with
three post-reform years. In the pre-reforms three-year period (1988-89, 1989-90, 1I990~91),
the average growth was 8.5% and in the post-reform 3 years (1991-52, 1992-93, 191‘93-94) it
was 2.1%. If 2.1% is compared with §.5% (pre-reform), ¥ inference is that the industrial
growth slowed down. However, if 2.4% 1s compared \@ recent 1994-95 yeallr growth
rate (of 8.1%), it is comfortable. It appears that th ustri¢d have just begun o recover.

Electricity sub-sector is better. With regar oriculture and the whole economy, they

Turning to Table-14.2, you can discern a simila ure. Relatively, the pgrforﬁlance of
suffered severely in the first post-refo@ca%ut picked up later. The overall growth of the

économy on an average in the rece acs is about 4% and that of agriculture about
3%. ' : |

_ _ _ ) _ .
Foreign Direct Investment a . : :

|

One of the purpeses of liberalisation policy is to aitract foreign capital for productive .
investment, especially i the infrastructure field. Upto 1994, over 2800 proposals mvolving
about Ks.22,260 crore, FDI were approved. But the FDI realised so far is tess tha a fourth-
equal to about Rs.4,000 crore. The government expected thal due to its open policies a sum
of US § 5 to 7 billion FD1 will be realised. The expectations were belicd as India got just 2

little over US $ 1% billion. Lack of break up data does not permit {o say whether the
imvestment was channelised to the desired sectors of high priority or attracted by elite
consumption goods sector. ' a : '

RBi study of Companies ° ) ;
The liberalisation policies encompassing deregulation and deficensing appear fo have a
favourable impact on the registored companies. This is vouched by the recent RBI study on
the financial performance of 1,020 companies for the year 1994-95. This is the first full
~ year after the industrial boom set in. It is heartening to note that while sales increased by
30% and profits before tax by 40%, after tax profits soared to 73%. This is in part due to
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reduction in the Corporation Tax from 45% to 40% effected in the 1994-95 Budget. The
real growth of the 1,030 companics work out to 20% (after adjusting for inflation).
Contrary to this laudable performance, the official use-based industrial Production Index

_indicates a lower growth (see Table-14.1). The reason is that the Use-Based Official index
is based on the weighting system of 1980. Needless to add that the index based on 1980
industrial composition-does not capture the growth of hundreds of new lines of production
which emerged since then. In winding up the appraisal, you should exercise some caution. -
You should never draw conclusions based just on one year record. The reasons are many :
fortuitous conditions, lags in the rise of labour and machinery costs {fixed capital),
recession in the previous year, etc. In any case, the Indian industry appears to be recovering
due to liberalisation policies of the government.

‘Activity C

- 1. Comment on composition of Indian industries and growth performance in the pre- and
post-reforim periods.

N\

2. Distinguish competition and competitivenes es exposure to internal and external
competition make an industry competitive?

s

3. Measures needed to make lib;lisat_ion—indicative planning successful. List out them.

14.5 FUTURE PROSPECTS AND SUMMARY

You shouid note that on the one hand the public enterprises are assigned various social
responsibilitics where profitability is low and on the other hand their budgetary support is
severely curtailed. They are also asked to compete with global enterprises. Surely some of
the enterprises cannot compete. [n the latier case, is it wise fo close them? If yes, what are
the social costs and what is its impact on self-reliance? The Indian industry, both public and
private, is notorious with regard to R & D effort. South Korea, whose success story under
liberalisation is often quoted, could withstand globai competition mainly due 1o its
concerted effort in improving its technological base. To be sure, Korea trebled R & D
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expenditure as percentage of GDP between 1980 and 1690, share of private secior R & D
outlay rose trom 48% to 84% and research cfforts quadrupled. This is missing in India,
Indian industry is tond of forcign collaborations and foreign designs. They do ﬂﬂ;}l emulate;
and are lethargic in adaptation of foreign teclinology. 1t is conceded that some degree of
global scurcing is essential but in some areas product development should not be neglected.
Beginning from the 1980s, while technology flowed into India more freely, the overall
effect of it has been highly negative. The share of private sector in fotal R & D tcil. The
lowered entry barriers (ditution of FERA, drastically slashed impoxi duiies from over 15%
to 50% etc.) succeeded in creating relatively small fragmented firms. The indian Eonsumers
temporariiy benefifed duc to access to a wide range of sophisticated iraported producis
assernbled domestically. Noneiheless, this is havmful fo the Indian consumer and industry
in the fong run, ' |
. : |
The foregoing review and critique were aimed at undersianding the overall impact of
fiberalisation on the business community in general. National goals and industrial health as
a whole were kept in view in the medium-long term perspective. As io the public
enterprises; thizir goals have (o be clearly defined with proper resource base and autonomy.
To make indicative planning a suceess and to have beneficial impact {roin iif%era]isaiimi
policies. the policy nstruments.are to be tailored properly. Building technological base and
raising employment growth are to be tied to the abstract growth goal. Social security/social
Justice is to be prionitised even at the cost of growth. The iargeted employment growth rate
of 2.6% (eqyal to 8 to ¥ million jobs per annum; is not 18&ly to be achieved for,[the overall
- GDP growth rate target of 5.6% is falling short by 1% poit (i.e. actual growth rate in the
first three years of Bth Plan is about 4.5%). S&L.agcior Which contributes asarly 2/31ds to
~total industrial emaployvment (aind 40% to indus 'tput, 35% to total exports), continues
to receive meages allocations of 2% to 3% of thwefai public sector outlay. Both in the 551
and medivm-major industrics, R & D e & 0o weak to innovate productive labour-
intensive techniguas, ' ' '
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£4.7 SELF-ASSESSMENT TEST ’

Take Liberalisation and Indicative Planning as one aspeci and critique of post-reform
period as another aspect. Consider them as questions and answer.










