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BLOCK -1: INTRODUCTION TO BUSINESS
EN/VIRONMENT |

Now-a-days, the organisation and management of any busmcss enterpnsc is
controlied ‘and conditioned: by -the - environment . where.. it .exists. Present day's
environment  i§ consisting -a” number - of - compiex factors and forces which are .

becoming more and more dynamlc

In this context an attempt ‘has beer-miadé in this block to intr
" subject of environment of business of India. The environmental factors have been

divided broadly into three categories, VizZ.,
cultural and are discussed in four units.
is discussed in first unit, whereas the secon
political and legal environment. The socno-cultural env1ronm

and fourth units.

oduce you the

economic, political- legal, and socio--
Economic environment of business in India:
d unit-is devoted. for discussion on.
ent | 1S analysed in thlrd_




UNIT - I ECONOMIC ENVIRONME]NT OF BUSINESS |

N ' ]
Objectwes ' ' o o ' 1 : |
A:ﬁer stud}’{ng th’fsf’hnit, you should be able to : Y o g
\ _.z\\ 1

e ldentlfy the components/factors in the economic env:ronnmnt relevant to a
busmess : . ‘ B
- examine the key-componentslssgmﬁcant forces comrlbutmg to the 600ﬂ0|mlc
environment like budget of the Government, its financial position, extemhi trade
and mtematlonal developments; and _ : : |~
- a’sse'ss the overall economic environment of business in India. |
Stmcture I ' ' o |
1.1, - Intmductlon o : o . : h |

1.2 Business Environment and its Constituents o c :
1% " Economic Issues under the Directive Principles of State Policy
' ]4 Growth Rates of the Economy

| .5 Budgetary Position _
| Indebtedness - Internal and External" - | |
Exports _and Imports- N & ' o - \
Deficit and Imbalance | . ' |
Indodtrial Growth Rate S I
.16 World Trade Organisation. - o _ o |
1.11 .Changiﬁ;g'World Economic Scenario ' o R
1.12 ' Summar\\ . | T | ' . : o

1 13 Further Readlngs : . | ' |

1.14  Self-Assessment Test R _ s - || _

11 INTRODUCTION o o o

Just as human bemgs live in a chmate business. operates in a certam en\nronmerLt This
“environment is complex, changing, and not easily predictable. The env1ronment 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 biusmess
: responds to environmental forces and by this interaction process, the business can also
influence the constituents of environment. The business, for example, designs and produces .
goodsfsenflces to meet the norms of a particular culture. But in course of time businkss, by
its innovations and effective advertisement appeals may be able to change at least a |part of
those cultural norms. ]t is for this reason that an understandmg of the enwmnment 151 worth
an atlempt - |




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 op_p'ortunit'ies 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 kecp widening the horizon of awareness, observing and listening to the signals-
l 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! ' ' |

.y 1.2 BUSINESS ENVIRONMENT AND ITS CONSTITUENTS

Xﬁvﬁw_nil(t of a business may consist of several things - visible and non-visible, internal

and external, imathediate 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 Cultaral components. Diagrammatically this can be
presented as follows : ' '

Fig. |

Constituents of the External Environment of 2 Business

Nal ' Economic

* Social
. &
Cultural

BUSINESS Political

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 environment may differ from firm to
firm and one can present this idea in a graphic form as follows:  *.
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... Forces in the External Environment -

Technological

: Eeonomic - s e 1a s

‘BUSINESs | :Co

T

P LeQa.l!’-fﬁ L .-_".3"-.‘: Eho vk §

Polifical -

-As may.be. seen. from.Fig.-2_th
©competitors as well as consumers on

forces'in the environment are often
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B - The study of economic environment may be taken up first, for many ‘firms' this has more
1 _ direct impact. The environment with its implications for the economy is lexamined under
‘ ) © economic environment So, the economic gaals of the Government, the taxeés, the trade etc,,
are the most important™ segments of the “econdimic enviroriment. Thede
considered one after.another. . ... K

may now be
A

. i Y . f [ R i L
1.3 DIRECTIVE PRINCIPLES OF STATE POLICY
S iy : ; T | -
o © The economic envi}on:m'é'rit‘-‘ini India emergés: sut-of the political and legall foundation laid
- ' by the Constitution’ of India. The Constitution makers niighté-zh-av-e\.adopted a capitalistic or
socialistic economic frame for-our: country and if they-had done so; a different economic
environment might: have prevailed now.. They.were not rigid about any su'fh ideology. But,
- the Constitution recommended certain "Directive Principles of _Sta_tg;__gPoiicPf" to be adopted
for a new social and economic order. These principles got evolved dti’ring-ﬁjiscuss_ions in the
ceourse of the-freedom:-movement, and -were: drawn.. from. the, ‘experienge--of -industriaily
advanced countries. The Directive Pinciples. were -to:bg considered: “fupdamental -in- the
governance of the country and it shall be the duty of the State to apply these principles in-
~making:laws":: However, the:Birective, Principles.do net lay: down-the progess-of economic .
~development tobe.followed eveniinbroad.terms. All-that-is saidt in.this respect'is that:: .. - L
':*The State:shall ‘strive.to. promote.the welfare of the-people.by:securing and protectirigas -
effectively as it may a social/di;der in which justice -- social, economic and political -=:shall
inform all the institutions of the national life. Further, concentration of wehlth and means of
siproduction toithe '(;Ommgr;xietriiment; should:be ‘avoided: and.the: ownersHip: and controlof

material resources qf’ihe community are:to:be:distributed: aSF.WOIi'ldJ‘-S-U‘;bS‘E!‘Nﬂ‘_Tthé COmAon

good”, - | | |
The concept” of economic justice stated in these principles is Sule_ect todifferent
mterpretations as it is stated in broad terms only and no specific steps are |st:en:f:d to secure if. -
Thus, though planning was accepted.in principle, the nature and type of planning or
L o : . . H . |

_— 7 -
S

|




cconomic pollcy in gencral were shaped by d e
period ofnme Bia

: "Ec:'onomie lustice .can be pfol}ldéd b'y"Sta'te reg:ula'ti‘onsl The. Public Distribution System
“for some essential commodities, distribution_of credit through. government owned _banking ...

i system provision. -of'primary-education, ‘health caré-ete.;-were done by the government on-a-

 fairly large scale so that "Economic Justice" could be rendered No one gquestions the: need
: for economlc Justlce but questlons have arisén:-about the ‘need for monopoly of ' the®
govcmment in prowdmg them -since such monopolles have made the service too costly (to"
the Public Exchequer) and not available to many. - Tl

: The. D:rectwe Prmc:ples have no Iegal compulslon and as such thclr wolatlon cannot:,.__e::
\ challenged in a court as is possible in the case of fundamental rights guaranteed by the
: same Constitution. There are also no physu:al targets to be fulﬁlled no time span
; financial commitment but there is only a moral commitment on the part of the govemment
Lo lmplement the pol1cy in word and splrlt i

R

- Activity - A

O descnbe the changes that are takmg place in.a, partlcular_.

. ."-I'.Chanlgéslin thé "
Business




TABLE 1.1

. KEY INDICATORS |
. N b |
199192 1992-93p i993-94p 1994-95P 1991.92 1992-93p ]5?93 S4P 1994.95P
’ -ABSOLUTE VALUES PERCENT CHANGE OVER PREVIOUS -
YEAR|
t 2 3 4 5 . 6 7 [ L
Giross National Product
(Rs. thousand crore) C ‘ o
At current prices 542.0 615.8 6953 Q 152 13.6 1290 o
Al 1980-81 prices 209.8 218.7 22897Q 2409 E 0.6 4.2 4’6 Q S54E
Gross Domestic Product : :
{Bs. thousand crore) ‘ )
At current prices 552.0 627.6 THN11Q 155 13.7 1270 !
At 1980-81 prices 2i4.2 223.4 233.0Q 2453 E 09 43 4‘3 Q 53E |
Apricultural . .
Production {1) 1455 -~ 1515 154.8 1582 A -240 4.1 2{2 22A
Foodgrain production : i
(million tonnes) 168.4 179.5 182.1 © O 1BSO0A -45 6.6 ! ‘4 1.6 A
Industrial

Production (2) 213.9 2189 2278 232.8(3) 0.6

Electricity generated . '
(Billion KWEI) 287.0 3011 3235 L257.9(8)

Wholesale Price Index (4) 2178 233.1 2583 284.3 (5)
Exchange Rate

ab-
{Rs/US §) ' 24 65 2596 31.37 31.38¢8) 27

CA- Anticipated; P - Provisionai; Q - Quiék Estimates; E - Advy

I. Index of agricultural production (Principal crops) with base |

Note : Gross National Domestic Product figures are at factory.

a - Percent change indicates the rate of depreciation of the Rupe
b - Composite rate from March 1992 to February 1993,

1981-82 = 100.
2. Index of Industrial productlon 1980-81= 100.
. Average index for April-October, 1994
4. Index with base 1981-82 = 100, Percentages relate to §
over the year. _
5. As on February 18, 1995 for 1994-95 and for the 14
years.
8. April-January 1994-95.
9. As on February 13, 1995 for
- As on-January 2o seidl

[P ]




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.

15 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 estlmate for 1995-96 Rs. 1,72 1_51 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 :

Extema! 1oans 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 deterioration is due to the extraordinary rise
in small saving collections, 75 per cent of which is passed on to the States. Thus the bulk of
the deterioration in the fiscal deficit is not on account of increased expenditure of the
Central Government, :

Various receipts if examinedéap percentage of the total receipts durmg this pcrlod are as
follows : :

Excise Dury' B 21 %

.
2. Customs Duty _ o 15 %
3 Income-tax o : R 7%
4. Corporate Income Tax 8%
5. Other taxes ' _ 1%
6.  Non-tax revenue '_ o 13%

7. Non-debt Capital Receipts _ 1%
8. International Borrowings -~ ' 24 %
9. . External Borrowings , - : 2%
10. Borrowings-from Reserve Bank of Indla : 2%

(91 days treasury bills)

-100 %




TABLE 1.2

BUDGET OF THE CENTRAL GOVERNMENT AT A GLANCE ‘

1994 95

1993-94 _1_994-95,_ "199?-96 L
Actuals Budget. | 'Revised | Budget -
' Estimates | Estimates | Estimates
K . . _ (incrores of rupees) ' |
! 1. Revenue receipts 75453 86084 [ 88770 [, 100787
2. Tax revenue (net Centre) 53449 62742 | 64988 | 74374 |
3. Non-Tax revenue - 22004 C 23342 23782 26413
4. Capital receipts 55440 59615 67502 364
5. Recoveries of loans 6191 6700 6700 6730
6. Other receipts - 48 4000 5767 [ - (7000
7. Borrowings and other ' o 1. ‘ :
- liabilities 49297 | 48915 |~ - 55035 | | 52634
8. Total recelpts(l+4) 130893 145699 | 156272 | | 167151
9. Non-Plan expenditure - 989938 105117 113511 | . 128651
9.1 On revenue account on which 83545 90749 93965 | | 106998
9.1.1 Interest payments . 36695 | 46000 1. - 440001 52000 |
9.2 On Capital account 15453 | 14368 | 19546 | ' 16653
10. Plan expenditure 42855 46582 48761 | | 48500
10.1 On reveniie account: - 24624 - 28062 28937: | 29330 |
10.2 On capital account ™+~ 18231 18520 19824 | © 19170 |
11. Total expendituré (9 + 10) 141853 | - 151699°| 162272 i 172151
12. Revenue expenditure(9.1+10.1) | 10169 [ . 118811 | - 122902 | , 136328 |
13. Capital expenditure (9.2 +10.2) | . 33684 32888 | 39370 | 35823 |
| 14. Revenue deficit (1 - 12) . 32716 32727 34132 ; 3ss41-
15. Budgetory deficit (8 - 11) 10960 6000 6000 5000
| 16. Fiscal deficit’ _ 7P o 'L n
[(1+5+6)-11=7+15] 60257 | 54915 | . 61035 | , 57634 |
17. Fiscal deficit adjusted for : L TR
- small savings loans to State S . R
~and Union Territory Govts.. 155257 49763 _. _'.)1386 5&6\34
| 18. anarydeﬁclt(16 91 ) ' 2'3562 - "‘--'.:89.'15 17035 ] . 5634

16

INDEBTEDN ESS (INTERNAL AND EXTERNAL)

" Government ‘borrows both from' w1thm the. country and from extemai sources, Both L1 _
_ borrowings affect the: level of inflation in one way or the other but the borrowmgs add to
- the expenditure of the Government by way of interest payments or debt servicing. T 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 overall debt’ posmon 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

l. - The rupee debt of the Uruon Govemment ander the ) _
" consolidated fund : - L : ‘ 199100
Market loans S - 81679
Treasury Bills and connected securities issued to Reserve Bank 91614
Treasury Bills etc. held by others ¥ 25807

2. The rupee ’debt, under the public account : .
(of this bearing interest = 149907) - - - - . . S 160554

3. - Total rupee debt .' o o . : 359654 -
4. External debt at historical cost | o 42269
/5" Total Government debt at historical cost _' 401923

6. Interest paid in 1992-93 T - 31075

- {On Market loans (rupee debt) 8147)
(On.External debt 3529) '

Source : The CAG Report for 1994,

The forex reserves also indicate the economic strength of a nation. Table 1.4 provides a
historical perspective of forex reserves from 1950-51 onwards. The figures in Table 1.4
show the increase in reserves since 1992-93 - even though the composmon of the reserves.
not be ignored while judging this reserve pos:llon

Activity - C
How are the growth rates of agriculture and industry. in the economy during the last four

years?, What transfonnatlons have taken place in vour region or state durmg the last five
_ years? - : :

How does the growth rate of National Domestic Product compare- with the growth rate of
industry during the last four years? Which industry has recorded the fastest grow“th in your -
region? . . ) -




TABLE-1.4 1 L
FOREIGN EXCHANGE RESERVES
HISTORICAL PERSPECTIVE

(US $ million)

Years - Forex Import cover Current |
Reserves ' 2 R
(No. of months) payments dover
' 2
. . : {No. of moﬁths)
1950-51 1614 -16.8 146 -,
1951-56 " 1648 12.2 106
1960-61 L3390 2.0 1.7
1965-66 383 1.6 13
1970-71 584 | 29. ' 22 |
1975-76 1657 33 29
1980-81 5850 . 45 - 40 |
1985-86 5972 4.2 ‘ 35
1590-91 2236 1.0 ' 08 |
1991-92 5631 33 : 23
1992-93 6434 34 25 '
1993-.94 1 15068 7.5 53
4
1994-95 19604 § . 82 . : 59 |

1. Excluding gold and SDRs. ]
2. Based on foreign exchange reserves of respective year and levels.
* 3. Current payments cover is estimated on the basis of the aggregate of merchandlsel

imports and outflows on account of invisible.
4. End January 1995,

Activity - D
Give examples of Revenue Receipts and Capital Receipts in the Budget.

Capital Receipts Revenue Receipts |

‘What are the implications of a budgctary deficit? (Refer to books on "Public Finance"}




How much of a rupee income fo-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 literatﬁ‘rg, explain the meaning of 'débt trap'. .

17 EXPORTS AND IMPORTS | S

Internatio_ﬁal Trade can be the 'engine’ of the growth for a country, When opportunities for
import -and export are open, all countries try to import goods which were not available
locally. 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 employment and income in’the
nation. However, maintaining a balance between imports and exports is an act of prudence
because, ultimately a couniry 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. . Lo

. The economic environment can be better understood if we look at the composition of
 Exports and imports which are provided in Table 1.6 and 1.7 respectively. _'A‘ suminary of

top ten products exported from India given in Table 1.5 shows the trends in the composition
‘of exports.. ' ' E : o C R

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




,composition of value added exports is indeed a welcome’ development. 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 India's exports

The stnkmg feature of Indla s exports has been the distinct change in its com posnt on. 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. Durmg the same period, fthe share

- * of seven miajor non-traditional products got doubled from 31% in 1970-71 to:63% in 1993-
-~ ‘94, - S '
If we consider al! the traditional and non-traditional- products we can observe that the ratio
. of traditional versus non-traditional exports has changed drastlcally from 72: 28 in 1965 66
' tol684m198687 o : , : o '
The other sngmﬁcant change in the composition of the exports is in the extent to which the
lnd1v1dual 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 gannents wluch accounted
for 40, l% of: total exports - _ L
. . E {
v You should note that the change in composutton mdrcates that Ihe "manufactures" are
. taking a h:gher proportion 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 manufacturtng ﬂnlshed products However, exports are concentrated in a

few products only..In 1993- 94 only ten products accounted for almost 74. 2% f India's
_ exports ’ o

DmEcTIoN. OF EXPORTS

_The top five countries which figured in-our exports prominently over the last decade have -
“been - the USA, Russia, Japan the UK and West Germany. These countries together took- .-
42.7 % of India's exports in 1993-94, These five countries took more or less around half of
total exports in carlier years as well. However, the relative importance of these ountries
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 drsmtegratlon of USSK. later dealt a
heavy blow to the Indian exports. Other important trading partners of India aroynd 1996
- were Belglum United Arab Em:rates Saud1 Arabla, Hong Kong, Italy and France

1.8 DEFICIT AND IMBALANCE L

- Budgctary deficit not provided by new borrowmgs or taxes are normally ﬁlled by mcreased
" (currency) note issues and this can add to the money supply with its own mult:pller effect .
' The budgetary deficits of the recent past are glven in Table 1.8.

Another deficit which must be kept in mmd is the t_rade defimt or_Balance of Payments
position. The trade deficit (excess of imports over exports) was about Rs.10,640 crore ini -
- |

.




1990-91 - the Gulf Cnsus at that time necessntated higher lmp()l't and loss of export markets :
and remittances. -

During 1990 91 the foreign exchange reserves got reduced to Rs.1382 crore net'- of
revaluation of gold. This was desp:te 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 governmg:nt took office on June 21, 1991 and two
‘remedial actions (a) devaluing the external valpe of the rupee by about 18% in July 91.
(taking it further to 23% in 1992) and (b) reduction of the fiscal deficit which brought to_
halt a serious imbalance in the financial position of the economy.

TABLE 1.5

Source : RBI Reports on Currency and F'inz‘mce, R.B.1. Bulletins

13

TOP TEN PRODUCTS EXPORTED FROM INDIA
. ! -3 .
% — % . % o %
1950-31 of Total 1970-71° of Total 1990-91 of Total 1993-94 | of Total
. Exports - Exports Exports : Exports
1. Cotton 1. Jute ‘ 1. Gems & - L Gems & E
Fabrics 9.3 Manufactarers | 124 | Jewellery 16.% Jewellery, - 179
2. Jute 2. Iron Ore 7.6 2.Readymade 2. Engg.
Manufacturers 188 | \ _ Garments 123 Goods 13.6
3.Tea 13.2 3.Engg. Goods 7.5 3. Engg. e 3. Readymade :
- o | Goods 11.9 Garments 1.6
- 4. Leather & 4. Leather & : 4. Leather & 4, Chemicals 81
‘Manufactures 4.3 Manufaclures 5.7 Manufactures 7.9 '
5. Spices - 4.1 5. Couton ' 5. Chemicals & ' 5. Cotton
Fabrics .49 Allied fabrics 6.9
_ : | products 1.2 o
6. Tobacco 122 6. Tea 37 6. Tea i3 6. Leather &
| y Vo : . Manufactures 58
7. Cashew _ 7. Cashew Y 7. Iron Ore 32 7. Marine
kernels 1.4, | kemels 34 | - products - 3.6
8 Engg. poods 0.6 8 Gems & ) | 8. Marine - 8. Oil cake 33
I ' Jewellery 30 | products 29 R I .
9. Marine 9. Spices - 2.5 9. Cotion 2.6 9. Iron Ore 1.9
" products 04| o s - g :
10. Coffee 0.2 10. Tobacco 20 10. Oil cake 1.9 10. Tea 1.5
Top Ten Top Ten Top Ten Top Ten. -
together 645§ together . 527 | together 69.3- | together = 74.2




"TABLE 1.6. :
INDIA S EXPORTS BY COMMODITY GROUP .
(US $ MILLION)

- Commodity Group ‘ : 1992-93 [ 1993-94 | Apr-Sep | Apr-3¢p Apr-Se}p Apr-Sep
L . ) : 1993-94 | 1994-95 | 1993-94 { 1994-95
- _ ] Per cent change
I g 3 4 5 6 7
I Agriculture & allied, of which 31358 | 39948 | 184771 18632 2741 | 03] )
1.Tea . ‘ ol a2l e sz ams| 7S 142
2. Coffee o : 1299 | 1771 60.9 | 1877 36l3 | 2064
3. Cereals . 343.9 423.6 193.9 | 1608 | 2312 -171
4. Unmanufactured obacco - | ~ 122.6 118.0 81.0F ~ 342 -3=0 -44.0
5. Spices .. : . : - 1358 1-'1:’8._9 85.7 - 78.4 3]L7 -8.4
‘6. Cashew o 257.2 332.1 1593 | 2045 2911 . 283
7. Oil Seeds : 53351 7362 | 3034 2541 | . 380 | [-182
8. Fruits & Vegetables 107.9 133.4 60.8 86.8 236 | 100
9. Marine products .~ 601.9 2088 3105 438.3 344 41.2
10. Raw cotton o t 628 ‘2102) 1636  302| 2350 [-815
11. Ores and Minerals of which 7378 | 8880 | a027| 4350 204| ' ‘80
11. iron ore - sz | 27| ans| oass7| 1dls| 108
12. Processed minerals 14307 1950 83.8 1091 36.3 228
13. Other Ores & Minerals g 188.0 | - 232 9 93.7 1291 |, 23!.9 378.
T Manufactured goods of which 140159 16789.0 | 781007 90596 198 16.0
14. L.eathe:r& Manufactures ' 867.3 830.9 a109 | 4724 -3.2 15.¢
15. Leather Footwear . 4102 | , 4796 | © 2023 2194 | 17.0- © 85
| 16. Gems & Jewellery o on.g 3094.4 1875.0 2016.3 30.0 7.5
17. Drugs, Pharmaceuticals & S - ‘ :
_Fine Chemicals 5293 | 6421 | 2891 3462 |, 213 | ‘197
18. Dyes, Intlmldles&Coal Tar ) : L S oo L
Chemicals .o .'3306 |  3%6.5 16551 2142 “10.9 294
19. Manufactures of Metals . C 5602 |- 603.3 3138 3233 : 2_.’%.8 30
20. Machinery & Instruments . 5416 6364 | 3049 3258 | 1_7‘.5 6.9
21. Transport equipment ' 333.7° 586.7 2529 3386 | - 99 339
.22, Primary & Semi-finished Iron o o o .
_ and Steel : . 164.4 4321 22271 1140 0 1629 -21.9
23. Electronic goods 2123 | 3118 1379 1721 469 248
| 24. Cotton yarns, Fabrics, S o : - :
; Madeups etc. 1350.5 15423 713:4 100|4.9 142 . 408 |
25. Readymade garments - | 23930 25796 12174 1325.4 781 89| -
- | 26. Handicrafts 865.21 . 9287 4374 481.5 - 73 10.1
IV. Crude & Petroleum Products | 4762 | 3978 | 2367 | 2174 | -165 -8.1
V. Others-& Unclassified ltems _1-771.6 1039 479 554 -36.4 | 15.7
GRAND TOTAL . 18537.2 | 222366 | 103450 | 116208 | - 200 | | 123
Source : DGCI&S, Calcutta. - ' S L
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TABLE 1.7 S
INDIA'S IMPORTS BY COMMODITY GROQUP .
(US$; ULLION)
Connodity Group . 1592-53 1 199394 | Apr-Sep | Apr-Sep | Apr-Sep | Apr-Sep
: 1993.94 | 1994-95 { 1993.04 | 1994-95
' Per ceni change

T 3 71 4 5 5 7
1. Food & allied, of which 210 $504 2128 §14.1 =237 Z82.6
. |
" 1. Cereals 333.3 845 846 2.6 ~-74.5 =690 |
2, Pulses 1153 129 €09 270 5671 - 429
3. Cashow nuis 120% 153.9 449 117 18.4 148.6
4. Tdible oils 57.6 522 5.1 774 ~94 1 4135
1. Fuel of which 63960 | 622151 329861 30974 | .27 .03
5. Coal 4TI | 4650 2161 3388 26 56.7
6. POL : SGi86 | 475651 30825 | 27586 «271  -105
L, Fertitisers 977.7 | 8312 | 3875 | 39420 -150 1.7
IV. Paper board manufatures & 17721 12 55.4 103.0 253 266
Newsprint
V. Capital goods of which 45310 1 60400 | 25330 | 32434 3331 280

7. Machincry except elge. & machine ' : :
I tools ) 1652.6 21907 8235 1159.7 126 4.8

8. Electrical machinery : 5262 T4.4 4754 547.8 -38 132
9. Transport equipment- 481 .8 12668 1.6 5177 1743 28
10. Protest poods 1278.5 | 14014 577.5 836.9 96| 435
VL Others of which : ab6T.0 B377.5 29629 |- 3i42.8 £ % |
11. Chemicals . 2017.5. 19863 8275 13227 - 1.5 60.6
12, Pearls, Precious & Scmi-precious ] ’
stoneg _ 24419 26412 14296 780.0 8.2 - 454
13 iron & Steed . 7i14 TEYE L 3027 4849 9.9 60.2
i4. Non-ferrous metals 3245 474.5 240.2 3493 203 60,3
15, Professional instmunents .
Optical zoads - 5014 403 4° i92.9 2049 - 1.4 6.2
. VI Unclassifiesd tlems 3115 30640 i3le.2 _2056.2 1.7 3632

GRAND TOTAL ZIREY.G | 233067 1107964 { 128611 6.3 19.0

. i

Saurce ; DGCI&S, Calevtta.

Or. BRAOD
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- portfolio managers. The conventional indicators suggest that both the investinent

TABLE 1.3

BUDGETARY DEFICIT
_ (Rs. 0 crores)

1990-97 111,347
1991:92 16,855
169293 112,312
1993-G3 110,960 -
1994:95(R) | 6,000
1995-96 (B) - 5,000

R - Revised Estimate
‘B - Budget proposals

1.9 INDUSTRIAL GROWTH RATE

. Econemic reforms since July 1991 have had a positive impact on the investment ¢l
the country: They have also evoked a strong positive response from foreign invest

and the capitai market remained buoyant. The buoyaice is reinforced by an ind
number of capital issues by Indian companies i both the domestic market and abrd

Japan Bond Reészarch lnstitute { JBIR) and Moody's investors Service.

There has been an encouraging trend in domestic investment, s is evident from sz
and dlsbursemems of term ieans by Alj lndla Fmancudl lps‘ntutaons angd capital
operatmm

S

 While the sanctions. recorded an increase of 26.8 per cent in 1993-94 dlsbursemen
. up by 15.1 per cent. The financial assistance sanctioned by thesé institutions in

mate in
ors and
climate
reasing

nctions
market

ts went
April-

‘December 1994 recorded an impressive growth of 59.2 per cent, but the disbursements

+ showed a lower growth of 26.3 per cent mainly because of the availability of alt
cheap funds through Euro issues of convertible debentures and GDRs. The incy
financial assistance was supplemented by the buoyance in the capital market.

The Five year plan targeted around 5.5 per cent growth per annum in industrial p
The overall growth rate in 1993-94 is -estimated at 4.1 per cent. The growth rat
“between different categories. This is not sign of a stagnant economy but that of a g
economy, perhaps in the midst of 2 transition phase. A broad indication of the grow
few selected industries may be obtained from Table 1.9. There are. miore than 200 {
industries and ‘most of the service sector (air-passenger service, for example)
included here. Inspite of this, the Table should nelp one to give a bird's eye view
growth rates in absolute terms. Growth rates i terms of percentages are’ uvallat
summary form in Tables 1.10 and 1:11. ' '

eroative
case in

BS vary
rowing
vth of a
vpes of
Hre not
of the

ad, and*
the upgrading of Indian sovereign rating by international credit rating agerleles such as the g

roducts, -
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1.10 WORLD TRADE GRGANESATI()ﬁ

The Urugnay Round of GATT negotiations was formally concluded at the Ministerial

i - Conference held in Marrakesh, Moroceo, from 12-15 April 1994, India; along with 110
other counries authenticated the resuits of the Urnguay Round by signing the Final Act. In
addition, 104 countries also signed the Agreement establishing the World Trade
Organisation {WTO). The WTO Agreement has come into force from: 1 January 1995 and
India has becomz a founder member of the World Trade Organisation, by ratifying the
WTGO Agreement on 30 December, 1994, |

TABLE 1.9 _
INDIAN INDUSTRY - SOME GROWTH RATES . |

Unit 1986- | 1987 | 1988 | 1989- | 1900- | 1991. | 1992-
87 83 8¢ 90 o 62 g3
1. Ceal {including lignite} | (ien. tonnes } 175.2 1909 | 2670 2137 | 225 24391 2533
2. Tron Ore ' ' ) 52.7 510 [ 495 5.6 3.7 339 52.3
3. Aluminium (1002 tonnes) | 257.3 278.1 1 3157.3 | 4271 4511 5115 | 4841
4. Jute Textiles - { " H 1394 119z 1385 £304 1430 1378 1310
5. Bugar { » o E502 9310 | &752 | 10989 | 12047 | 13277 | 10389
6. Aluminiem conductars | { " } 3R.0 40.9 295 57.8 476 56.5 241
7. Tea {nmkg ) 518 678 620 700 705 T3 715
8. Bicvcles (Rs. mn
thousand) olis b 6676 | €703 5802 | 7804 7FE50 6963
9, Elcctricity generated {billion
KW ED 187.7 1 2021 % 2214 | 2454 2642 ) 2867 | 3011
10, Automobiles (total) {Rs. miliion '
thousand) 23584 2916 | 317.6 | 35007 | 3663 | 3419} 3307

11. Paper & paper board (HMGO tounes) 1569 1662 1 1726 1823 2088 2122 2152
Source : The Hindu Survey of Indian Industry 1994
TARLE 1,140

GROWTH RATES OF INDUSTRIAL PRODUCTION (IN PERCENTAGES)
UsE BASERD CLASSIFICATION

Industrial Sector Weight 1991-92 | 1992-93 1993-94

1 2 3 4 3
Basic Goods 39.4 6.5 2.6 59
Capital Goods 16.4 -8.6 -0.1 -53 |
Intermediate Goods 20.5 22 5.4 11.4 o
Consumer Goods 23.6 ’ 1.5 1.8 3.1
Consumer durable ' 26 -10.7 - 0.7 15.2
Consumer non-durables 21.0 4.7 C 24 0.5
i7




TABLE 1.11

GROWTH RATES OF INDUSTRIAL PROGDUCTION BY

BROAD GROUPS OF MANUFA “"“EJE{[WG INBEJBTQIE@_ N

{Por cent)

199]—92

show that the income effects of Implemamation ¢
detwesn 213 1o 274 bitlion U.S. dellars annually

{?hx, Uruguay Round proiage wil
o world income. The GATT ‘\r.c*‘f'iaaaah

Sectors Weight 1 992-93 199304
] 2 3 4 i

Food Products 5.3 4.8 - 1.6 -84
Beverages & Tobacco e 2.4 39 233
Cotton Textiles 12.3 2.8 8.0 3.0

Jute Textiles 2.0 -6 - 4.2 18.6

Other Texiile products 0.8 ~ 5.8 -229 -3.2

Wood & \

Wood prodecis &5 -0z 3G 43
Paser & Paper products iz 2.6 3.9 4.6
Leather & Fur products 0.5 - 6.7 35 B
Rubber & Patro

products 4.0 - 1 i3 g9
Chemical products 12.5 2.8 TED 1.6 B
Non-metailic min. ' .
- products _ ERL 6.2 18 24

Bastc metals & ailuys 5.8 5.7 04 160 i
Meial products & parts 2.3 TR0 - 6.4 1.4
Non-electrical ;
machinery 6.2 1.9 -1.2 8.2 )
| Electrical machinery 58 - 12.4 -2.0 -6.8
Transport equipment 5.4 -89 50 ; 5.2

Other mfy. indusiries 0.9 _'}6_‘1 42 -15.7 ]
Estimates have been made by the No;id Bank, GECD and the GATT Secretariat, w?sésh

1 add

-estimate of the overall trade impact is that the !w ei of merchandise tade in goods will be
higher by 745 billion U.S. dollars in the year 20605, than it would otherwise have bl en. The
GATT Secretariat further projects that the §argc..~,a increaaes will be in the area of clothing
(60%), agriculture, forestry, and fishery products {20%) and processed foods and boverages:
(19%). Bince India's existing and ;0lemmt rwpcri compelitiveness Hes in these product
groups, it 1s logical to beliew that Indiz will obtain large gains in these sectors. Alssuming
that India's market share in world exports improves from 0.5% o 1%, and that we would be

. able (o take advantage of the onpd;tunéiics that are created, the irade gaiins may
cemervalwety be placed at 2.7 billion 1LY, doblars.in extra exports per year,

There are sevéral areas in the Uraguay Round package thet relste to market acoess. The
more jmportant ones are larifls, texiiles and garments and ag“r!,c,nl*me ' e

The Urugoay Round Agreement has also strengihensd multilateral rules and disciplines.
The most important of these reiate to anti-dusnping, subsidies and countervailing =11e(«.burrs
safeguards and dispute settlement. For exampli, on subsidics countries with a per capita

income of less than U.S. dellars 1000 have been exernpted from the general phasing out of




export subsidies on industrial products. Regardless of the level of per capital income, all,
countries will have to phiase out export snbsidies on products where they have a share of

3.25% or more of the worid markpt 111 two Conseciliive years, But thar, only affects !ndsa s
exports of d1a:f\ond~,

The Agreement on Trade Related Im’estment Measures {TRIMs) prohibits investment
measures that are inconsistent with national treatment {Article JH). Deveioping countries
have been allowed a five } zar transition period to phase out inconsistent TRIMs. The
ﬁigl cement does nol impose any obligation to provide access to all or any particular sectors
for foreign investments, L o -
The General Agreement on Services ("“ ATS) has two major across-the-board requirements.
The first is non-discrirination on the

asts of the most favoured nation {MFN) clause and
the second iz transparency. There s eqmremenﬁ for.an across-the-board opening -zp of
the services sector. Tudia has mads an offer on the basis of the countrv's self-interest. India's

terest in the negotations on services was primarily in the delivery of services through the
modality of eross border movements of neutral persons. The negotiations on scrvices will
cote to an end six months after the entry into force of the agreement establishing the
WO, ‘ o

The Agresment on Trade Related Inteiiectual Provecty Rights {TRIPs) provides norms and -
standards for copyrights and related rights, fradewmarks, geographical indicators, industrial
designs, patenis, iay out designs of integrated circuiis and .protection of undisclosed
information. On copyrights and related rights, the Agreement requires compliance with the
orovisions of the Berne-CUonvention. India is already a signatory to the Berne Convention
snd the new Copyright Act already meets ih{"_; requirements of the TRIPs Agreement. A Bill
1o amend the Trade sud Merchandise Marke Act of 1258, 50 25 o provide for the prolection
of service marks, was introduced in Parliament in 1983, A new law will have to be enacted,
Bt there 'éi;-* five vear transition period uader the Agresment before this needs to be done.
On industrial designs, the Designs Act of 1991 will have to be updated, but there is a five-
vear trangiticn neriod that is alloweid, ' '

Om patents, the basic obligation is that product and process patents must be pernitted in all
arens. However, specific excepiions {rom satentability are permissible for selected -aress.
Countries that do noi provide products ;aﬁes is in certain arcas now, can delay the
provisions requiring sroducts patents for another five years, beyond the five years that are _
granted as a'mngral exemption. But exclusive marketing righis will haveto be provided for -
proauct~ whigh fwtam patents afier !, january 1993, The Patents {Amendment) Ordinance
of 1994 has accordingly been pmmulp‘atcd on 31 December 1994, On plant varieties, there
is 2m obligation 1o pravide for pwm ieny by patents o or by an effective swi generis system or
by o combination. ' ' - '

1.—-

The W.T.Q. is (o im piemﬂrﬁ the inigrnational trading rules. }“‘rovmons are there for binding
arbitration and appeals, with quick dispute settlement procedures for all areas. The threat of
-unitateral actions i& considerably reduced. '




111 CHANGING WORLD ECONOMIC SCENARIOG |

Trade liberalisation and the opening up of avenues for foreign investment together have led
~ 1o 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 liberated many industrial units from .
the conventicna! constraint of inadequacy of domestic supplies of raw materials and other
maintenance items required for sustaining manufacturing operations ai reasonably high
levels of capacity utilisation. '

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

Third. the intangible benefit of a regime of liberalised imports is the quality upgradation in
Indian industry made possible by the improved access to imports unhinq\.ered by
bureavcratic decisions which used to circumscribe the importer's choice of quality. Besides
for the large companies in India access to funds from global markets at much reduced costs
has increased. _ ' i

Recent years have seen the formation of a number of major trade blocks some of which are
very strong and well known. A shert list is as follows : o

Name ; No. of countries

I. The European Communities (EU) 12
2. European Free Trade Association (EFTA) 7
3. Economic Cooperation Organisation ' -3
4. The Arab Common Market ‘ 7
5. Latin American Integration Association S |
6. Association of South Asian Nations (ASEAN) 5
7. North American Free Trade Agreement (NAFTA) 3
{There are 24 such regional rrade blocks)

Regional blocks agreenient, which is in fact goes against the Principle of GATT pose
hurdles to other countries. There can be trade diversion away from these countries to those
within the block. The motivations to form such blocks may not be economic alone but may
be political and cultural. ' ‘ ' '

Activity -

Exptain the meaning and implications of the following - Use the latest data from‘ RBI's or
other publications. - '

Trade Deficit :




Forex Reserves :

Traditional
Export items :

Activity - F
Find out from the newspaper the current exchange rate between :
As on As on

US § and Rupee

German Mark and Rupee
.Japanese Yen and Rupee

British Pound Sterling and Rupee
Activity - G

What do you know about Uruguay Round, Marrakesh, GATT, WTO?

30th Sep. 31 st Dec.

Ason
31st Mar.

Activity - H

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

21




TRIMS

GATS

Activity - 1

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

B

EFTA

ECG

NAFTA

1.12 SUMMARY

The data in the different tables gww a birid's- ~eye-view of the Indian Beonomy. Rased o
' this the business in India may take the environmeni as stsble for the past fow yoars, the
financial position of the Goverament is conducive for contrafiing the inflation and the
position’ of trade and industrial production shows clear signs of growth, :;1:4 can be
confirmed by referring to the Industrial }’o vey of the Government in a later wnit.

I.13_FURTHER READINGS A :

LD, Amarchand Govermnment anid ‘%mnaﬂs Nm Delbi, TMH 1994 fida.
- 2. Government of India, The Economic & oun'e', , Publications [Mvision, (905,

3. Glueck William F., Business Policy and Strategic Masnizgement, 1950
{Tokyo, Mc Graw-Hill}
|
4. A.Das Gupta and N.Sea Gupta, Gcwemmun and ‘%unnpas Sarftan Chand & Son!s, Dethi,
1994. '
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14 SELF-ASSESSMENT TEST

1.

o

"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

ihe economic policy pursued in the country in the recent past. How do you reconcile
these two? Have we violated this part of the constitution? «

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

. Government's indebtedness has some serious implications to the economy in general and

business in particular. Discuss.

. Briefly describe the changes that are expected in the near future since the agreement with

WTO has become operational.

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




- UNIT -2 : POLITiCAL AND LEGAL ENVIRONMENT

Objectives |

After reading the unit, you should be able to :

]

understand the impact of political and legal environment on business;

it

the concept and components of democratic socialism in India;

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

¥

| ' |
- overview the functioning of some economic administrative bodies in India.

Structure

2.1 Introduction '
22 Economic, Social and Secular Ideologies ' |
23 Democratic Socialism in India |
2.4 Components of Political System |
2.5 Legal Envimnmea;nt

26 Important Economic and Industrial Legislations _
2.7 Sceurities and Exchange Board of India |
2.8 Summary | | I

2.9 . Further readings

210 Self-Assessment Test

2.1 INTRODUCTION i

Business and politics are closely refated to each other. Every business has Ijo function
within the political framework of the country. Business cannot survive and prosper without
a clear understanding of the dynanics of politics and without the support of publ;lc opinion.

Potitical environment consisis of the type of government, its stability, 1ts actions and its

contro] over the people. Folitical ideology of the government determines the role of -

business firms, Political stability improves the confidence of the investors in the business.
Rules and regulations enforeed by the government and the public reaction to them provide

necessary direction to the growth of the business. Honesty in Government improves the




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

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 cuftura! development. In the United States, Western Europe, and more recently in
Japan, a secure political context was stressed in both thought and action on economic
development; 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 foed
processing industry. Recently, the Coca Cola Company again entered the Indian market.
Stability of the Government 1s also an important factor from the point of view of growth of
business. Businessmen prefer to start new units in those states where there is political
stability and where rule of law prevails. '

A business can succeed in the accomplishment of its goals only if it is able to properly
foresee the changes in the policies and programmes of the Government and adjust its
activities accordingly. Changes in the Government policies and programmes may be and
* lasting (a) long term or (b) short term and contextual or (c) of cyclical nature. At times,
regional factors may also influence these policies and programmes,

Long-term changes reflect a basic shift in the attitudes and viewpoints of the voters. Thus,
in a country like ours, these are 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 causcd 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
innumeérable inter-locking sub-systems known as industrial and commercial firms. Each
firm has further sub-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. The
economic system of the country provides economic environment of business. Business is

25




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 private profit.
Decisions relating to production, distribution and consumption are made through market
forces of demand and supply without much interference by the Government. But in a
communist or socialist economy, all business decisions are dictated and rt:gula*ed 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 private sector business enterprises have to be guided by the Governmenta} budgetary, .
ndustrial and commercial‘ policies. They are also expected o pursue .th]eir ‘social
responsibilities as they operate under the socio-economic environment. ‘

!

The classical basis of socialism was provided by Marx and Engles who beli¢ved 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 a]l'soc_iai

levels. The tremendous progress achieved by the Soviet Union, which follewedl Marx and
“Engles Model, has an impact on the capitalist countries of the world also. Although the -
countries that followed capitalism did not lose faith in private property: and individual
freedom, yet they were convinced that the Government could play an effective role for
faster economic development. T | .

2.3 DEMOCRATIC SOCIALISM IN INDIA

Jawaharlal Nehru, the first Prime Minister and the architect of Indian Planning, greatly
admired the achievements of Soviet economic system. He borrowed the ¢oncept of
socialism from socialist societies and democratic values of the capitalist socieries to take
advantage of the virtues of the  two extreme societies. This type of mixed economy
followed by India is described as "démocratic socialism". ' o ‘ '

Under the Directive Principles of the Indian Constitution, it has been laid dov‘y’n that the
State should strive "to promote the welfare of the people by securing and protecting as
effectively as it may be a social erder in which justice, social, economic and poliitical, shall
inform all the institutions of national life", o e g
While following the mixed economic system, the successive Governments in hndia 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, expioitative character of this motive
was effectively curbed by the Government. The Government played an impgrrlmt role in
* the economic sphere and it tried to ensure that the fruits of economic development are as
~ widely distributed as possible. : ‘

The mixed economic system practised in. India during the last four decades'has been able to
create soctal and economic infrastructure, It provided industrial base by fostering the

development of heavy and basic industries and enlarged educational opportunities. But it |
failed to increase the employment facilities as was expected. It also failed in Fliminating

3 ‘
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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 Political and economic upheavals in other East
European Socialist countries resulting in the introduction of market-based ecenomy 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 ecoriomy 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) judiciary.

(i) Legislature : Legislation exercises more influence on the business activities and its
impact is considerable. The legislature decides such vital 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 Sovercignty of the Indian Republic rests with the
people who elect their representatives to govern themselves. The Parliament/Assembly
makes laws for the country/state and the executive enforces them. The executive includes
the head of the state, his’her ministers and all other officers of the Government who are
concerned with the execution of laws and runnmg of administration.

(it Judiciary : Judiciary determines the manner in which the work of the executive has
been fulfilled. The main function of judiciary is to see that the authority of the executive
conforms to the general rules laid down by the legislature. The Indian constitution
establishes an integrated judiciary with the Supreme Court at the apex.

As discussed above, Government is a political institution with a social purpose. The
intensity of Government - Business relationship depends upon the form of Governmeiit; the
ideology of the ruling party; the strength of the opposition parties; the role and
responsibility of bureaucracy; socio-economic legislations; velocity of government
policies, plans and programmes; and the political stability. All these critical elements of
political-lega!l. environment will have heavy impact on the functioning 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 political
institutions work efficiently business prospers without constraints; otherwise it results in
red-tapism, procedural deldys, excessive centrahsahcm 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 stable. Political uncertainty is the
mam reason for the fall of business investment and ultimately the econemic frrowth i
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" so much in states like Assam, Bihar, Jammu and Kashmir, ctc., due to continuous

- N B a |

countries like Af;,hamstan Bangladesh, Hong Kong, Kuwait, Nigeria, the PhlIJppmes, '
Pol’md South Africa, United Arab Emirates. ‘

Even in our country political instability resulted in deciine 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 regivis. Businessmen were affected

Eolitical
agitations and hence, they are preferring to stay away froin these states. - : ‘

. : ¥
Political stability of a country is consideréd not only in terms of physical events and

~ happenings but also in terms of the stability of Government machinery and pOFlClBS in

relation to business. Government formulates and executes a number of! .policies and
programmes. If the Government frequently changes its industrial policy, f'scaﬂ 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 amount of
what is called 'mon-market" risk and uncertainty. Stable policies build: up business
confidence and help corporate planning. Further, whenever a country becomes pblitically
stable, there would be inflow of foreign capital making heavy investments. Since 1991
many multi-national companies have been in our country and this is mainly due t? change
in the ideology of the Government and political stability. On the other hand, foreign
enterprises in the recent past have started rethinking on the investment in' India due to

political uncertainties (e.g. Enron's Power Project, KFC retail outlet, etc.). f '

Activity A - | P " | |

State the relation between political environment and business. ! ‘

Activity B

Explam the- type of changes in Government Policies and Programmes in the recent past
with specific examples. '




Activity C

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

25 LEGAL ENVIRONMENT

Legal environment is an important offshoot df political erivifo’nment but it reflects long-
term objectwes of the public and the political leadership ¢ chosen by it. Thus, mﬂuenced by
its own ideclogy or popular pressure, the Government may -enact-laws-to_regulate and

control business activities and. anyguolatlon of these laws may_ invite severe penalties and
punmhment for the offenders,

Important among the laws wnthln the framework of whlch a busmcss is requlred to operate
in India are as follows : :

:a. The Contract Act o

b. The Companies Act.

c. The Factories Act.

d. The Industrial Disputes Act.

e. The Workmen's Compensation Act.

f. The Essential Commodities Act.

g. Tax laws, dealing with excise and customs duties, Central and local sales taxes, ncome-
tax, surtax and so on.

h. Indus‘tnal {Development and Regulatlon) Act. _

i. Monopohes and Restrictive Trade Practices Act

j. The Foreign Exchange Regulatmn Act.

Let .us now discuss -some of the :mpoﬂant economlc leglslailons m Indla havmg
considerable impact on industry.  ~

2.6 IMPORTANT ECONOMIC AND INDUSTRIAL
o LEGISLATION% :

L Industrles (Development and Regulatmn) Act 1951
The lndustries (Dcvelopme‘nt 'a'nd'Regul‘ation)' Act, 1951 is a'Very important piece ‘of

economic legislation affecting the industrial sector. The Act came into force from May 8,
1951 and it extends to the whole of India. The Act'se_eks to secure planned industrial
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oo
development of the country by regulating, controlling and developing indusiries ZtlJ,at are
included in the First Schedule of the Act. ' ' '

Objectives of the Act : The following are the important objectives of the Act : | ‘
, . o
1. To implement the Industrial Policy : The primary object of the Act is to proL_lide to

the Central Government the means of implementing its industrial policy. ‘ .

2. Regulation and development of important industries : The Act brings under the
control of the Central Government the development and regulation of ‘certain-
industries. - T B

3. Planning and devélopmént_ of new undertakings : A system of il_icerising is
introduced” under the Act to regulate planning: of future development of new

undertakings on sound and balanced lines as may be deemed cxpedién'F in the
- opinion of the Central Government. In view of the liberalised _indd‘stria] policy, -
~ only 18 industries have been subjected to compulsory licensing, wﬁ‘ki‘,h were

subsequently reduced fo 15. ' S o -

4. Protection of Small-Scale Industries : This is sbugh‘t to be achiev‘edi by rla'serving
certain items exclusively for small scale sector. - ! ‘ -

s, Irﬁp‘rbv“ing working of the _‘i'ﬁdustry, promoting arrangements for bettéei' marketing,
standardisation of products etc., through Development Councils. ‘

Scheme of the Act : The Act is divided into two parts. Part I deals with' development

aspects and Part-11 deals with regulatory aspects of scheduled industries. | | '

. Thedevelopment of the Scheduled Industries. is sought to be sécured primarily thl{'o_ugh_ the .
" agencies of Central Advisory Council and Development Councils as well as by offering.
certain special facilities. . . . e e ‘ '

. T N o i . tooEn | . i )
Regulation of scheduled industries is sought to be done by means of a sifstem of
registration of existing undertakings, licensing of, new undertakings for producing new
articles or for substantial expansion or change of location of existing undertakingsi '
.-Contro| over.the industries is spught to be exercised by causing investiégtion-i_nto the
working of these industries and in appropriate cases taking over of direct ma‘na'gﬁment. and
control, A

The Act, however, einpowers the Central Govérnment' to “grant 'é}ééﬁi‘{pt'iorls to any
undertaking or a scheduled industry or class of undertakings or scheduled industries from
all or any of the provisions of the Act, Rules.or Orders made thereunder. Exemptions are
granted having regard to the smallness of; or. the number of worke':s-,empl'oygd in, or the
amount invested in, any industrial undertaking or the desirability of 'érit:bura%ing'small
'+ undertakings: generally or the stage of development of any scheduled indus_t_riy. .
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N I_legis'tratiqn of Undertakings : Every existing industrial undcrtaking waﬁ; required to be’
repistered after the Act came into force, provided it was included in the schedule to the Act.

The Central Government shall register the scheduled industries and issue 1o the ownei of

the undertaking so registered a certificate of registration containing the production apacity

of the industrial undertaking and other prescribed particulars.

2. Licensing of Undertakings : All new undertakings covered by the schedule must obtaiit
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 control by investigation
into the scheduled industrial undertakings. The Centra) 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

_pmduciion, or marked deterioration in the guality of any product, or any unjustifiable rise
in price, or if the undertaking has been managed in a manner detrimental to the public
interest. L T s Ce

4, Directions : On completion of the investigation, the Central Government niay issue
directions regulating the production. It may require the industrial undertaking to stimulate
development of industry, or prohibit the undertaking from reducing its production capatity
or economic value, or control the prices, or regulate the distribution of product(s). "The

Central Government is also empowered to revoke the registration or license if it deems it -

necessary or justified in public interest.

5. Taking over of Undertakings : If the Central Government is of the opinion that an
industrial undertaking in respect of which directions were issued-has failed to comply with
such directions, or it is being managed in a manner highly detrimental to the scheduled
- industry concerned or to. public interest, it may take over the management of such
undertaking. It may also take over an industrial undertaking, if the persons in charge of

such undertaking have, by reckless jn_ve{,stm;ents;_ or creation of encumbrances on the assets,

or by the diversion of funds, brought about a situation which is likely to affect the
production, or if it has been closed fqr.a period-of not less than .three mc_mths. .

Administration of the Act : The Act provides the establishment of thn_'e:g_.b_odies to
implement its provisions. These bodies are described pé_:lb_wl:': I

‘a) Central Advisory Council : The Act requires the Government to establish a Central
Advisory Council consisting of the representatives of industry, 1abour, consumers and such
other class of persons as the Central Government may consider suitable. The Council has
been created to consider the general problems of industries and the specific problems of
registration ‘and licensing and to advise the. Central Government “on'‘regulation “and
devetopment of scheduled.industries.. .. . e " .

b} Develepment Councils : The Act provides for the setting up of a development cquncii
for cach major indysiry group, covered by.the Act 10 suggest improvement in quality of

of rationalisation and modernisation and for increase in efficienicy. .

service, management and pro,duc‘tiyj,tyj'@nd;: 0 recomme ad -,t'atgetg :Q-f;-.p-?gducﬁoh, raeasures
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¢} Licensing Committee : The Act required the setiing up of Licensing Commiftea io
regulate industrial development in conformity with the pr:nnties Jaid down in the Five Year
Plans. it grants licenses for seiting up new enterprises in the private sector after cons_Ldf-nng
their capital, location, plant capacity propesed to be instatled, technical'a'ndlman gerial
personnel, foreign collaberation, etc. The Licensing Commuitiee follows thie '_1i'<‘1«ensing
procedure laid down by the Government from time to time.

2. Companies Act, 1956~ |

The first Indian Companies Act providing for the registration of Joint Stock Conkpanie‘s
was passed in the year 1850 on the lines of English Companies Act, 1844. Later the Indian
Companies Act, 1913 was enacted after many amendments to the first leglslaném The
present legislatlm i.e., Companies Act, 1956 came into force on April 1, 1956. Later the
Act had undergone amendme_nts sixteen times before the introduction of the Ipresent
Coinpanies Biil 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, formis, guidelines and clarifications gweﬂ‘. by the
~ Company Law Board. The Act applies to the whole of India and applies to all classes of
companies. It also contains provisions relating to companies mcorporated outSide Irﬁdna but
whlch have an establ.shed place of business in Indza |

.Ohjee.tives of the Act : The main objects of the Act are stated below :

i) To regulate private investments

ii) To protect the Iegmmate mterests of ‘shareholders in view of the separation of
ownersh;p from management in the case of a joint stock company [

i) To safeguard the interests ofcredltors in view of llmlted liability of the Ciompan
) To help.the development of companies in India on healthy lines o | o
v) To prevent misconduct and malpractices on the part of company managererit

vi) To help attain the social and economic objectlves contamed in the ‘dlrectwe
principles of the constitution : '

vn)To establ:sh an approprlate authority for admlmstratlon of the ‘Act and
enforcement of its’ prowsuons. ' ' ‘

Scheme of the Act : The entire Act may be conveniently divided into following four parts :

L. Incorporation of a company (Part Il to IV of the Act) : This part covers :

i) Nature and k.nds of companies .
i} Formation of a company and matters incidental thereto - : |
i} Form and contents of Memorandum and Articles of Association efc.
iv)  Prospectus _ ' : |
v) issue of share capital
|
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i1 -Registration of Charges

II. - Management and Administration including :
a. 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 prevention of oppression and mismanagement
Z. Compromise, arrangement, reconstructions and amalgamations

v. Winding up covering such aspects as modes of winding up, conduct of winding up
and dissclution of the company.

Administration of the Act : The Central Gevernment 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 Beard : Set up in 1964; it has been constituied as an autonomous organ by
virtue of the Companies (Amendment) Act, 1988. It discharges such judicial and quasi-
judicial functions as were being exercised by the court, The Board shall consist of not more

than nine members, one of whom shall be the chairman. The Board has a three-tier
administrative set-up as follows :

i. Central Office at Delhi

2. Four Regional Offices at Bombay, Calcutta, Madras and Kanpur headed by
a Regional Director

3. . ‘Registrar of Companies in every state to carry out registration of
companies and other administrative duties. -

3, MRTP Act, 1969

This is the most important legislation in India which aimed at prevention of concentration
of economic. power when it is 16 the coromon detriment as well as prohibition of
monopolistic, restrictive and unfair trade praciices. The Act came into force from IstJ une,
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 1983
before the recent amendment in 1991. The 1991 amendm‘ﬁnt'bmught far-reaching changes
when the philosophy of the Act underwent a total change. B
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Objectives of the Act : The principal obiectives of the Act, as spalt out-in the Preamble,
were ! - : -

i) Prevention of concentration of economic power to the common detriment '
i) - Control of monopolies o ' '

iii) - Prohibition of monopolistic trade practices -

iv} Prohibition of restrictive trade practices.

After the 1991 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

i) ‘Control of monopolistic trade practices;
i) Control of restrictive and unfair trade practices.

Applicability of the Act : After the 1991 amendment, the Act is ap;i)licable to ail
undertakings and financial institutions (including the government undertakingsy except the
following: : o

i), . any trade union or other association of workmen or emplovees formed for
... their own reasonabie protegtion; - : :
i) the undertakings owned and controlied by a Government corpany or the

_ Government engaged in the production of arms and ammunition and allied .
items and units; ‘ : - . :

R i} alt banking companies and insurance companies for which corresponding

' peovislons exist in respect of these companies in the special statutes
governing them.. '

Scheme of the Act : The Act deals with' tohopolistic trade practices indulged in by any
undertaking. It defined the concept of monopolistic trade pr-act_iceS‘ in terms of
unreasonableness of the prices charged, unmreasonablencss in preventing or lessening
competition in the market, increasing prices, profits and limiting technical development to
the commion detriment etc. The remedy for dealing with monopolistic trade practice is an
- inquiry at the instance of the Central Government by the MRT?P Commissi‘ N OF, SUQ MOt
by the Commission and suitable orders being passed by the Central Government| 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 pne which
prevents, distorts or restricts competition for goods-and-rervices in any mariner.The Act
-~ provides for scheme of regisiration Of certain agreements relating to-restrictive trade
pl'actices._ . - . . . : 7' __ e e IR

—_—

_ The MRTP (Amendment} Act, 1984 introduced new provisions relating ‘to utifair irade
practices with a view to promoting the interest of Consurmers. An-unfair trade practice - -
means a trade practice-which for the purpose of promoting the sale, use -'e'[r"'supply of any

-goods or for prevision of any services adopts any unfair method or unfair or deceptive
practice. i is essential to note that the MRTP Commission has been given full powers to

. jegulate restrictive and unfair trade practives by means of an inquiry and pass final orders
thereon. The MRTP Cormemission may inguire inte restrictive and wafair x?a-ﬂe practices at
the instance of the ‘Central Government, State ‘Government, Director (Geneeal of -
nvestigation and Registration, registered cotisumer assoctations, individugl consumer and

on its own.
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MRTP Commission : The MRTP Commission set up under this Act is ar independent
quasi-judicial body and has power similar to a Civil Court under the Code of Civil
Procedure, 1908 on some matiers. The Commission shall consist of a chairman and not less
" than 2 and not more than 8 other members, to be appointed by the Centrai Governnent. The

powers and functions of the Commission are : - B T T

i} . Power to order for preliminary investigation
i) Power with respect to trying of suits, efc.
iii} . Power to grant temporary injunction

iv)  Power to grant compensation. .
v) Power to enforce orders B i
vi) Power to cause investigation in certain cases

‘vii)  Power to punish for contempt .
viil)  Power to make regulations .
ix) Power to grant exemption

Director General of Investigation. and'_ Régistratinn' " The Director Genera! of

- Investigation and Registration is an important wing of the enforcement machinery meant -
for implementing the provisicas of the MRTP Act. The Director-General is appointed by

the Central Goverament, In addition to the Director-General, the Central Govermment may

appoint as many Additional, Joint, Deputy, or Assistant [_)’irec-t:orsé{ieneral as it may think

" fit. The Director-Genera! enjoys certain powers and performs functions_required of him

under the provisions of the Act. He-acts independently of the MRTP Commission. '

4. Foreign Exchange Regulation Act, 1973

The Foreign Exchange Regulation Act, 1973, c_z__ame_'in.to force 61) 1st _Janﬁary, 1974. The
Act applies to the whole of India and applies: o S

iy - - toall Indian citizens in or outside India; .. . . :
it) branches and agencies abroad of companies or bodies corporate registered
or incorporated in India. . - - ' ' C

Objectives of the Act: The ubjfectivés of the FEKA; are as ﬂ)lléws ;.

no To reguliate certain payments PR
Lily  ~ Toregulate dealings in foreign exchange and securities

i) . To regulate the transactions indirectly af’f_ecting foreign exchange
" iv) " ~To regulate import and export of currency and bullion

-..¥y . Toconserve the foreign exchange resources of the country and to utilise the

 same in the interest of the. economic development of the country
vi) To regulate holding of immovable property outside India "~
wvii) To regulate employment of foreign nationals -

© yiif). - To regulats acquisition, holding, etc., of'i\nj_mg\{gble_‘property'in india by |
non-residents ' o , e
ixy: - To regulate foreign companies . . .




The Preambie to the FERA 1973 as amended in 1993, states the obJects of li|he Act as
'consolidating and. amendmg the law regulating ceriain payments, dealings m foreign
-exchange and securities, transactions indirectly affecting foreign exchange and the import
and export of currency for the conservation of the foreign exchange resources of the

country and the proper utilisation thereof in the interests of the economic devclbpment of
the country. B . _ |

Administration of Exchange Contrel : Exchange control is administered by fiie Reserve
‘Bank in accordance with the general policy laid down by the Government in consultation
with the Reserve Bank. Much of the routine work of exchange cantrol is delegated to
certain commercial banks which act as authoris ed dealers

Prior to the new Industrial Policy, 1991 forei gn equny upto 40 per cent of the issued capital
was allowed to be raised in respect of foreign coliaborations with the approval of RBI, Any
Indian company with more than 40 per cent foreign equity would be termed a FERA
company to which a great deal of réstrictions imposed by this Act were applicable. The new
‘Industrial Policy has anncuriced - liberalised ‘measures “to - attract . foreign ihvestment.
* 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;" (i1) direct foreign investment upto 51% foreign equity sub}ect to certain
conditions and (m) and direct foreign investment of more than 51% in listed forty
‘industries subject approval by Empowered Board/Foreign Investment Promotion Board. In
case of other industries, foreign equity participation would be ailowed upto. 40%. Al other

proposats for direct investment in India would reguire Specd' c approval under the general
. procedurcs - R :

Transactions Regulated by Exchange Cantrol : The following are the transalctlons ‘that
are regulated under this Act : : : L

1. Purchase and sale of, and other dealings in, foreign exchange and
iaintenance of branches at foreign centres - -

2. Procedures for realisation of proceeds of exports

3. Payments to non-residents or to their accounts in India ,

4. Transfer of securities between residents. and non-residents and acquisition
and holdings of foreign securities

5. Foreign travel with or without exchange . :

6. Export and import of currency, cheques; drafis, travc]lers cheque s and.

- other financial instruments, securities, jewellary, etc.
7. Trading, commiercial and industrial activities in India or foreign ¥irms and
P companies and foreign nationals as well as acquisition of business

undertakings and acquisition and-holding of shares in Indian corr panies by

such companies/firms and persons -~

8. . ' Investment, including portfolio mvestment in: Indla by non—zresndent Indlans
9. °  “Appointment of non-residents and foreign natlonals and forelgn r'ompamcs
k as agents in India . |
19. Occupation or profession undertaken in Ind:a by f orelgn natlonalls

il. Acquisition, holding-and disposai of mmovable property in India by

.. foreigh nationals and foreign companies
12. Acqumtlon holding and disposal of immovable property nutsndé India by B
persons resident in India
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Enforcement Agencies : The Act js desired to ensure effective 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 proceedings for offences under the Act by the Court. o
The Act provides :for appointment by the Central Government of the Director, Ad‘dition'al
Directors, Deputy Directors and Assistani 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 contro! and devise national
norms keeping pace with improved industrial relations reflecting and imbibing socio-
' economic justice. ' - B o

Extent of the Act C co

The Act extends to the whole of the India. It applies to all industries whether they be
carried op by private owners or by the Government. The Act has been amended from. time
to time. The latest amendinent to the Act was made in August,' 1984

Objectives of th'e_Act

The Act makes provision for the investigation and settlement of industrial disputes and for
certain other purposes. Tt ensures progress of industry by bringing about harmony and
cordial relationship between the employers and employces. The following are objectives of
‘the Act : _ . T '

i) Promotion of measurgs'of securing'and preserving amity and good
relations between the empolyers and workmen; o :
ity ~~ /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; : . :
iil)  Prevention of illegal strikes and lockouts;”
iv)  Relief to workmen in the matter of lay-off and retrenchment;
v} Promotion of collective bargaining. :

T Djef'mitiohs under the Act

Ind_us{ry__: Accoring to new-Section 2(j) as substituted by the Amendment Act of 1982,
"industry’ means any systematic activity carried on by cooperatiop 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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r religious in

wants o

\ r wishes (not being wants or wishes which are merely §piritu.al 0
nature). 1t makes no difference whetherornot - = '

Industrial Dispute : In

(i) Works Committee Constituted at the unit level,

1} any capital has been inveéted) for the purpose of carrying on the activity|

referred to above,or ~ . S

i) . such activity is carried on with a motive to make any gain or profit.

-

distrial Dispute means any dispute or difference between |
iy employers and employers

ji) . employers and workmen, of - .-

iii) .- workmen and workmen, which is connected with
- . (a) the employment of non-employment,
(b) the terms of employment, or
(c) the conditions of labgur of any person.

.

: Ma'chiner'y for Investigation and Settiement of Industrial Dispuies . L ;

rate and effective machinery for bringing

The Industrial Disputes Act provides.an elabo
ofities for the investigation and settiement

about industrial peace by setting-up various auth
of industrial disputes. These authoritiesinclude © _ : i

comprising representatives of employers and employess. It is reguired to be constituted in
case where the number of workmen employed, presently or on any day during the
preceding 12 months, is. 100" or more. Works Committee is required to perform the

following functions :
a) to promote raeasures for securing and préseving amity and good relations
between the employers and workmen; S
by - toachieve the above object, ii is its duty to comment upon matters of
common interest ot concern of employers and workmen; |
c) to endeavour to.compose any matesial difference of opinion in respect of

matters of commor: interest er concern of employers and workmen.

i) Conciliation Offjcer : The Act emp'ower's the appropriate Government 10 ap oint as
“many conciliation officers as it thinks fit. These officers are charged with the duty of
mediating in and promoting the settlement of industrial disputes. The follgwing| are the

duties of conciliation officers » : _ |
~a. Totold.conciliation nroceedings ' !
b, ©  To investigate the dispute and all mafiers affecting the merits and right '

settlement thereof

18 e

this machinery is a bi-partite one, ..




<. 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: o

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

_iii) 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 seitle them. The Act provides that the
appropriate Government may constituie a Board of Conciliation. The following are the
duties of the Board :

a) Investigate the dispute and all 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 settlement or otherwise of the settlement of the dispute
or any of the matters therein to the appropriate Government. The report
shall be macls within two months of reference or within such shorter peried
as may be {ixed by the appropriate Governpinent.

iv) Court of Inguiry : The appropriate Government may at any trme constitute a Court of
Inquiry for inquiring into any matter appearing to be connceted with or selevant to an
industrial dispuie. A Court may consist of one independent person or of such sumnber of
independent persons as the appropriate Government may think fit.

A court shall inquire into the masters referred fo it and report thereon to the appropriate
Government ordinarily within a period of six months from the commencerent of its

nguiry.

v) Labour Couris : The sppropriate Governmment may comnstitute one or more Labour
Courts for the adjudication of industrial disputes relating to any matfers specified in the
Second Schedule and for performing such other function as may be assigned to them under
ihiz Act. Second Schedule lists the following matters

a. The propriety or legality of an order passed by an eraployer under the
standing order. _ : -

b. The application and interpretation of stonding order.

<. Discharge or dismissat of workmen including re-instatement of or grani of
relief to workmen wrongly dismissed.

d. Withdrzwal of any customary Congcession of priviiege.
e Diegality or otherwise of a sirike or lock-out.
f. All maiters other than those specified in the Third Schedule.




i) Industrial Tribunals : he appropriate Government may consutute on¢ or more . o
industrial tribunals’ for the adjudication- of industrial disputes relatmg to ‘any matter, L
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 not follow
the strict technicalities of law in adjudication of industrial disputes. The Tribunal|shall
consist of one person only, who shall be appomted by the appropriate Government,

v11) Natmnal Tribunal : Unlike other authorities under the Act, the Natlonal Tribunals cahl :
only be constituted by the Central Government. The Central Gevernment may congtltute

" one or more National Tr’lbunals for adjud1catlon of industrial dlsputes which n |1ts opinion
involves : _
, : E
) questions of national importance. ;. or
ii)  are of such a nature that the industrial establishments situated in more th-a:n
. one state are likely 1o be interested in or affected by such dispute‘.—

A National Trlbunal shall consists of one person cmly to be appomted by the Central
Govemmunt - :

.' 6. Consumer Protectmn Act, 1986

A numbe1 of laws have- been enacted in lndia over the years 1o safeguard the mteles_t of
corsumers. These mclude ' ' =

.

“ The Indian Contract Act, 1872;

a.
b The Sale of Goods Act, 1930; ' _ .
C. The Dangerous Drugs Act, 1930 _ : ' 'i
d. The Agricultural Produce (Grading and Marketmg) Act, 1937 I e
e ' The Drugs and Cu;metlcs Act, 1940, . o I -
- f The Indian Standards Institution (Certif cation Marks) Act 1952, -
B “The Prevention of Food Adulieration Act, 1954; - -
- h. -~ The Drugs and Magic Remedles (Ob_]ecnonable Advert;semem:sb Act
1954, -
i The Essential Commodltlcs Act 1955; ' |
j- The Standards of Weights and Measures Act, 1976; - i
k. ©_ The Trade and Merchandise Marks Act, 1958; :
1.+~ The Patents Act, 1970;
m.  The Hire Purchase’ Act, 1972; _ - : ' _
n. - The Prevention of Black Marketing and Mamtenance of Supplles of '

" Essential Lommoditles Act 1930
0. The MRTP Act, 1969.

The Consumer Protection Act o

action by way. of a civil suit which involved lengthy legal process provmg to be too
expensive and time consumning. As such it becaine necessary to evolve a law directed at

But tinder al! these legislations the ordinary. consumer had no othei'l remedy Elht to Eﬁitiate
protecting lay consumers. "[he Lonsumer Protection Act, 1986 was passed ptoviding for ~




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

Scope of the Act : The Act extends to the whole of India exc:ciat 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, arnusernent 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. - a

Objectives of Act : According to 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. Thé following are the specific objectives of the Act for
protecting the rights of consumers : \ ’

a...  the right to be protected against marketing of goods and services which are
hazardous to life and property; _

b. the right to be informed about the quality, quantity, potency, purity,
standard and price of goods, or services so as to protect the consumer
against unfair trade practices; ' : '

c. the right to be assured, wherever possible, access to a variety of goods and
' services at competitive prices; ) '

d. the right to secure redressal against unfair trade practices or restrictive
~trade practices or unscrupulous exploitation of consumers; and

e. the right to consumer education.

Consumer : As per this Act 'consumer' means any person ‘who buys any goods for a -
consideration which has been paid or promiised or partly paid and partly promised, or under
any system of deferred payment and includes any user of such gocds other than the person
‘who buys such goods for consideraticn paid or promised or partly paid or partly promised,
or under any system of deferred payment when such use is made with the approval of such
person, but does not inciude: ‘ ' N

i) a person who obtains such goods for resale or for any commercial purpose;
. qr ) . - I . . : i
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

1ii) 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 Compla.ints : ' _ - ' i

Complaints can be lodged and compensation can be ciaimed with respect.to any of the
following matters : : : ' ,
: . _ .

i) -~ any practice adopted by any trader or manufacturer falsely reipresenting to'
consumers that the goods or services are of a particular standard, quality,
type, mode, grade, usefulness and has sponsorship, approval br affthation,
or gives any guaranice or wanrvanty about the life of the product, or
materially misieads 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;

iii) - deficiency of any services hired by him or her, which may bé of the nature
‘ of a fault, imperfection, shortcoming and inadequacy in the gquality,
* nature, and manner of performance which is requirad to be maintained by
law. R : !
Machinery (o deal with grievances and disputes :

The Act has provided for a three-tier quasiwjudicial- machinery to deal iwith consumer
grievances and disputes : District Forums, State Commissions, aod the National
Comgnission at the apex. The Disirict Forums constituted under the Act are vested with”
jurisdiction to dead with all compﬁaints where the value of the goods of ;services or the
compensation claimed does not excesd Rs. 5 fakh. The State Commissionsare empowered
to enteriain cases where the value or claim for compensation exceeds Rs. 5 lakh but doss
not exceed Rs. 20 lakh. The State Commissions 376 also to act as appellate bodies against
orders of the District Forums. The National Consumer Disputes ‘Redressal Commission
{i.e., the National Commission} ut the apex level has original jurisdiction to take up all
claims and grievances exceeding the value of s, 20 lakh. 1t has aiso appellate and
revisiona! jurisdiction over orders passed by the State Commissions and Disrict Forumas.

Filing of Complainis : Complainis may be ‘filed by any of the following categoreis of

persons for redressal and compensation : : :

' (i) any individual consumer, (it) any voluntary consumer organisation regisiered under the
Societies Registration Act, 1860, or the Companies Act 1956, or any other law in force, (iii)
the Central Government, (iv) State Governmenis and Union Territory Administrations.

The redrassal bodies. at all levels (District, $ ate ang National) are endowed with powers
and sanctions as in the case of Civil Courts, These bodies are required to cbeerve the basic
rules of natura! justice and are not bound by any tules involving compliceted or elaborats
procedutes. No couwrt fee or any other charge is payable in respect of any complaint or
petition or appeal or revision, however high may be the vaiue of the spbject matier. The
complainant need only set out the grievance in simple form and furnigh the name and
address of the opposite parly. Appedrance may be by the complamant o any authorised
‘agent and it is not obligatory to engage amy lawyers. Orders of the Naticnal Cemmission
can be preferred as an appeal with the Supreme Const. '
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The redressal forums are invested by the Act with powers fo direct the respondent :

a. to remove the defects pointed out by, tpe appropriate laboratory from the
~ goods in question;
b. to replace the goods with new goods Ai similar description which shall be
free from any defect;
c. to return to the complainant the price, or as the case may be the chargcs
. paid by the complamant;
d. = topay such amount as smay be awarded by it, as compensa‘t'm to the

consumer for any loss or tjury wﬁc red 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 discontinue 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. to provide for adequate costs to parties,

The remedies that can be granied by the redressal agencies are therefore wide enough. The
relief avaiiable to consumers depends on the rature of relief scught and facts, However, the
redressal agencies have not been gramed poswver to order mjucimnﬂ '

2.7 SECURITIES AND FX(”HAN(;‘E BOARD OF INDIA (‘SEBI)

The stock market regulatuon in India remained scattered among dlfferwm legislations and
authorities, with tittle or poor coordination among the agencies intended to protect the
roarket and investors. The recent stock market scam (1992) exhibited the fragility of the
systemn and threw a number of challenges to the policy makers and even raised doubts
regarding their capacity to book the culprits under the existing legal framework.

Constitution of Securitics and Exchange Board of {ndia

Usnder these circumstanse, there arose a nced to constitute a comprehensive body which can
act as a unifying force in bringing together the scattered legislation and offer better
srotection to the investors in India. Eventually, the Securities and Exchange Board of india
(SEBI) was set up on Aprii 12, 1988, The timing of constitution is considered more
appropriate in a fast deregulating economy to bring about an orderly growth of captal
~market. To start with, SEBI was set up as a nop-statutery body with the following
functions: '

i To protect the interest of inv estors in securities and to promote the
development of and 1o regulate th{, securities market by such measures as it
thinks fit;

1} Without prejudice to the generality of the foregoing provisions, the

measures reforred to therein may provide for the following :
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a. regulatmg the busmess in stock exchanges and ary other secuntnes
. markets;

b. registering and regulatmg the workmg of stoek brokers sub brokers share ‘
transfer agents, bankers to an issue, trustees of trust deeds, registrars to- an
issue, merchant bankers underwriters, portfoho Managers, mwestment :
advisers and such other intermediaries who may be associated with

_ securities markets 1N any manner; :

C. Tegistering and regulating the workmg of eollectwe mvestment schemes -

o |nclud1ng mutual funds; : : : o

d. - promotmg and regulating self-regulatory orgamsatmns :

e. ‘ prohlbmng fraudulent and unfair trade practlces Tegulating to secy rlties '

‘ . market; 3 : -
-f. .promotmg invesfors! educatlon and trammg, of intermedlar:es of sgcurities
market; - - '
s prohibiting insider tradmg in securities;’
h. regulating substantial acquisition of shares and taxce over of eomp ANics;
i calling for information for undertaking inspection, conducting inquires and
* audits of the stock exchanges and mtermedlarles and self regulat ry
orgamsatlons in the securities market; ' - \
J- . performing such functions and exercising smh powers undel the provisions
' ' of Securities Contracts Regulation Act as may be delegated to it lJy the
.+ Central Government; :
k! levying fees or other charges for carrying out the purposes of regy lation;-
L. conductmg research for the above purposes; and ~ :
m. performmg such other functlons as may be prescrlbed .
It took almost four yea_rs"for the gevernment to bring out a separa,te' legislation in the name -
of SEBI Act, 1992 conferring statutory powers. Even without these powers, SEBI|started its
work in right earnest. The followmg are spme ‘of the xmportant areas that engaged ‘the
attention of SEBI so far: : . ‘
i) Reglstratlon of brokers and sub- brokers by stoek mchanges )
i) Authorisation of Merchant Rankers; ' :
iii) Control over Mutual Funds;
i) Tssue of Insider Tradmg Regula‘uons _ .
v) Issue.of Portfolio Managers Regulaﬂons
Vi)-_ Issue of gu1delmes for dusclosure and anvestor protection.
Besuies the above SEBI' could extend its arm to the aetmhes like inspection of stock

exchanges protect1on for debentureholders, stopping misuse of promoters uota, free

* pricing for public.issues, entry rules for forelgn mstltutlonal investors, rules for securities

of development financial institutions, lead managers, bankers to the issue, undery
gmdelmes for flotanon of publ:c sector bonds bonus shares and stoek invests.

' ;'Guldelmes for the Issue ol' Secuntles | |

" The guldelmes 1ssued by SEBI prowde for compuisory subscnptlon by the prc
companies. In case of new companies established by individual promoter and én
the promoter's contribation should be 4t Ieast 25 or 20 per cent of the total issued
the casé may be, dependmg on ‘the size of the |ssue ln case of new compames

i

~
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existing companies with a § 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 rhodiﬁedth\e proportionaté
allotment system by reserving 50 per cent of the net public offer for aliotment to individual
investors appiying for less than 1,000 shares or securitiés. 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. S

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. : o )

Evaluation of the Working of SEBI_

Notwithstanding the fact that SEBI's functioning has come under severe criticism, it is able
to make a dent into the jungle of stock market. In spite of the hesitant attitude of the
Government of India in tackiing the situation, SEBI started its activity with a firm note. The
constituents, which enjoyed the degree of freedom more than permitted levels, would
normajly be unwilling to curtail their activities. Even the stock exchanges have come into
conflict- with SEBI regarding the exercise of .powers relating to calling for periodical
returns, prescribing maintenance of certain documents, -approving bye-laws, and licensing:
of dealers in securities in certain areas. As a matter of fact, Central Government has the
authority to exercise these powers under the Securities Contracts Regulation Act; 1956.

These are now sought to be transferred to SEBI through the new legislation.

To make SEBI perform and act on 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
matier connected with the capital market. SEBI could not prevent or at least unearth a
scam, primarily because it had no more power than urging the. government to take suitable
achicr to curb the speculative bursts in stock prices. Thus; if the SEBI is to be successful in
its rele as a regulator, it needs to have more powers to prosecute the errant members of the _
sysiermn, : o

in the recent past, SEBI is considerably disturbed over the deveiopments in the primary
mark:t sinve the emergence of the M.S. Shoes scandal and CBI raids on the officers of
SEB! and SBl Capital markets. The cancellation. of several public issues, heavy
~undgersubscriptions leading to withdrawals of commitments by underwriters have jolted the
pirmary market. As such a SEBI in future may be required t6 play a crucial role in
reguilating, controliing and developing the stock market in India. :




Activity I)

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

Activity E

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

2.8 SUMMARY .
The viability of business depends upon the ability with which it can meet the challeriges

- 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 imter_ac&ion
with business, constitutional provisicns affecting business, foreign policy, etc. A s;table and
dynamic political environment 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 available in that environment.
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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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3.1  INTRODUCTION

An understanding of the society in which the business operates is as important as any|
aspect.of business environment. A socicty in avhich there is order (and not chaos),

other
peace

{not endless wars between groups), support to individual initiative, defocracy, ratiTality

etc., may be an ideal society and the importance of all these are felt only in their abset

ce. 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 sugcess.

Similarly, individual behaviour of workers, entrepreneurs, and bureaucrats are infly
by the socio-cultural vaiues of the society to which they belong. Changes also occy

enced
rina

society and the businessman must be responsive to these changes. Culture reflects the
crystallised ideas and shared values of the members of 2 society. Since these two are
closely related to each other it is socio-cultural environment that is considered for the
present purpose. 3 : : '




3.2 S(}CEAL @RGANISATION AND S;_OC_‘!AE_; ORDER R

In our every day affa;f*s we norma!lv may not absewe the common characteristics of-
- organisations with which we deal. To anialyse and explain social life, we must seek to

sdeimfy the most-general and fundamental charactenstucs of any . sgma‘ organisation.

Second, the process of socmi organisation may be identified with an exphc:t purpose and'_

planned or may be w1th an implnmt purpose and may be loosely pianncd

As-social rela‘uonshlps become mcreasmgly pattemed and recurrent, social life begins to
evidence predictable regularities.’ Thys social, order emerges from soctal tnteraction. These
patterns of social order exhibit numerous characteristics that are not properties of the
individuals comprising them. Although social order is continually being created and
changed, observers constantly isolate specific instances of this process and describe the
struciural 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. Finally, collective social life a!ways
gives rise o shared symbolic ideas, which become associated with established socia

arrangements. Thus culture emerges from sccial ordering. Culturai ideas such as values

“norms, rules and beliefs in turn influence and heip i perpefuate patterns of souai order
This overal] process is social orgamsatmn

Social re]a‘nonsh:ps prov’ide the thrsads of social life, but separate threads do not by
themselves constitute a fabric. Countizss on-going relationships of numerous hues and
textures must be endlessly interwover in complex patierns to create the continually flowing
material of social organisation. Sociologists use the term secial ordering o refer to this

process, in which social relationships bccome arranged into multl d1mensmnal patterns that

are relatively stab}e over time.
The dbwnce of social order is sometlmes called social anarchy

Hlustrations of social ordermg can be drawn from all aréas of human life. To cite a few
common examples : mosi 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 specified

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 shoutmg 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
fetter 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 statiutes are judged and punished through estabhshed .impersonal mocedures rather
 than by the persons whom they have harmed. :
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33 EMERGENCE OF CULTURE

As mdw:duals interact ‘with each other in recurrent soelal relationships to ; omi patterns of .
social order, they generate ideas about these collective endeavors wh;ch they share with
their fellow participants. As they communicate about common activities, exchange
attitudes, values and beliefs develop common standards of action, and adcrpt similar ways
of doing things, they create a culture. In short, cultural ideas emerge from shared social
fife. These cultural ideas in turn become associated with particular patterns of social order. _
If one secks to become a member of an ongoing social organisation, h¢ must not only
engage in established relationships but must also acquire its associated cultural ideas. This -

. does not mean that all members of a given sacial organisation necessarlly think alike, but =~

© over time these paﬂlc:pants Wlll come to share a body of common 1deas

An example_ to illustrate this idea_ is that th_e development of capitalisf as a form. of
economic order led to the creation of a "business ideology" and laissez-faire philosophy of
government. : o L

Cultural ideas, therefore, largely reflect and express their nnderlying patterns of social
order. Although discrepancies often exist between ideas and practices, these differences
cannot become too great without imposing severe strains and conﬂ1cts on both the social
" order and ltS accompanymg culture. - ‘ ' '

Many ploneer_socmloglsts borrowed this anthropological conception of culture as "the total
way of life of a people” and rather uncritically applied it to all behavioral, social and.
symbolic phenornena. ' o =

' Subsequently, the concept of culture has been used to refer mclude bodles of ideas that are’
shared by the members cf a soclety o

_As an 1llustrat10n some of  the most commonly suggested llst of the major value
: conf' igurations in Amencan society may be cited here as follows o

- L Materialism.- Americans are prone to evaluate thmgs in matenal and monetary lerms .

they tend to get qu:te exc1tcd about thmgs as opposed to ideas, peop e, and aesthetlc
. creatlons : '

- 2. Success ... Part of the Amerlcan faith is that “"There is always another chance” and that
~ -"If at first you do not succeed try, and try agam - o
3 Worl\ and Actmty Work and act1v1ty are exalted in their own ri Jht;' they are not
* merely means by which success may be reahsed in and of themselves| they are valued
worthwh]le ' '

4. Progress A bel:ef in the perf’ectlbllity of society, man, and the world has been a kind of .
driving force in Amerlcan hlstory Amerlcans tend to equate "the new’ " with "the best".




3. Rationality. Americans almost universally place faith in the rational approach to life.

They continucusly 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 voluntary charity have been a characteristic note
of America. More attention has been given to numerous programs 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 these ideals, the very strength of the these ideas are certainly different
here. ' '

An attempt may be made in this direction. (1t 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 not be so much persistent, and may
give up if not successfui in the first or second attempt. Thirdly, work and activity are
secondary when compared with contemplation, leisure and sometimes a feeling that hard
work (not necessarily the work one likes to do) is a sort of God-sent Punishment for the bad
deeds done in the previous birth may also prevail. Fourthly, members of the Indian society
probably believe that progress does not cotme from new alone, there has been only
degeneration as mankind moves from one "Yuga" (mtiilennium) to another. They also may
not like to controf the progress of events and prefer to leave things to forces or evenis
themselves. Fifthly, the parallel value here may be reliance on intuition or on one's "inner
voice”, rather than rigid analytical thinking. 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 crganisation 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 creganisational boundaries are described below, although this list is
far from coraplete

(1) Formal membership rosters, on which the names of all members of the organisation are
listed. Formal membership status is frequently contingent upon some action by the
mdividual, such as. paying dues, professing 4 certain belief, or undergoing an initiation
ritual.
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(2) Interpersonal identification of members with each other, as in the caseiof most small
- ' friendship groups. One becomes a member of such a-group when he is tacitly accepied by .
B - the other inembers. '
(3) Geographlcal locat:on or physical presence in a specified area such as a neighbourhood
or-a community.

(4) Seif-identification by a person with an organisation, as employed by|some political
partics and religious bodies. i
“(5) Limitations on socml relationships, based on observations or prescripti NS concerning

who mterdcts with whom in what ways ona regular basls '

(6 j Willmgness to defend the organisations agamst dﬁsnpnve fm'ces "if you're with us,”
stand and fight for us” '

{7} Shared cultural values and norms, as in the case of ethmic classes and professional
+ associations. :

These types of organisational -boundaries are not mutually exélu'sitl e, and many
organisations use several of them simuitaneously or under differing conditions. But all of
~ them do serve to delineate the organisations from its environment.

The second step in delineating orgamsatlons as concrete esntities mvolves the maintenance
of structural stability. . :

Strong resistance to change in the social order of an organisation might result in lengthy
persistence, as occlrs in many primitive societies, which frequently endure practically
unaltered for hundreds of years. But if such a society encounters disruptive Sk)cml forces too
‘powerful for it to vesist - such as cconomic pressures from Westzrn- societies - its inability
to change with shifting conditions will' likely mean its desiruction. The more highly
interrelated an orgamsdtmn is with its social environment, the more freguently it must
change in many small ways if it is to preserve its fundaimenta! patierns of sogial arder.

The third and last step in the deiineation of an organisational entity is the creation of a-
unique culture associated with that organisation. The concépt of cultural unigueness,-
whether in terms of the content or the arrangement of its component |ideas musi be
' _recegmsed and need not be claborated here. The main poini is that any organisation tends
over time to acquire a culture that differs in some way from the cultures of all other
organisations, even thougs: it may share many specific ideas with sumerous pther cultures. '

NATURE OF SOCIAL CHANGE
Conflict often produces changes in social organisation, sonflic frequently accompanies

change and becomes an integral part of this process, and change in one area of social life’
can in furn stimulate addlta-mm conflict in other related activii zm ‘

For analytical purposes, all sources of conflict ar—d shange ¢ c"& be divided|inio two broad
- categories: (a) sourses external to an orgamsatlon or strasass; and (b) sourcss internal to 2n
‘Orgamsauon or strat ns. ' :




The major sources of external siresses are the four factors comprising the seiting of all
social organisations - the natoral snvironmen, population, the human being, and muterial
technology - pius the soris! environment within which an crganisation exists,

internal straius comstitute the second category of sources of conflict and change. Because
strains originate within a socizl organisation, they will inevitably produce disruptions and
tensions in that organisation.

SOCIAL POWER

An inevitable outcome of any social organistion, whenever and wherever it (organisation)
oceurs, is the creation of social power. By ordering their social interactions and infosing
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, coramunitics, formel associations, fimctional netwarks, or total
societies, their actions and activities always involve ihe wielding of power in social life.
Social power is generated through the pracess of socisl organisation and is inseparable
from it.

Activity A

A foreigner is inierested 1o know about ‘ladian Saciety’, with particular reference to Iudian
Business Community. List the points of observation you would like to share with him.

34 SOCIAL STRATA AND CLASSES

In describing patterns of stratification, sociciogisis commonty speak of social sivata and
social classes. Both are outcomes of the process of social stratification, aud both help us
explain the effects of this process on other aspeets of social life.

Class organisation frequently develops aronnd cosnmon concerns and tiving conditions that
members of a society share as a result of their similar amounts of power, privilege, and
presiige. As a class becomes delineated and acquires organisational unity, stabilitv, and
eifeciive power, it fends to come into conflici with other classes and organisations.

Ancient Hindu society. was organised on the basis of one's rofe and duty in the society,
which in course of time developed into caste apd community. Caste and community are not
based on choice but by one's birth. Some became upper and some lower 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 removing the caste
barriers, the higher or lower status castes and communities are recreated, rec nfirmed and
used for several purposes. '

As a society industrializes and thus éxpands its available resources, several inte elated
trends begin to occur, all of which tend to promote considerable amounts of gbsolute
upward mobility - though this is never inevitable. These social trends include: (a) a|shift in
the o¢cupational distribution resulting from a decline in the number of unskilled manual
jobs and a growth in the number of skilled and non-manual jobs available, which forces
many "upeople 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; (¢) 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 labour unions through which less
privileged persons can exert pressures upon elites to share the expanding benefits more
equally ‘among all persons. None of these trenids is an imperative consequence - of
industrialisation, but to the extent that they do occur, they make possible more extensive
opportunities for social mobility than have ever existed in the past. : ‘

Finally, as social mobility occurs in an organisation, it can'take one or two baLic'forms: (a)
career mobility, in which a person significantly changes one or more of his statuses during
his own lifetime; and (b) generational mobility, in which a person's majoT- statuses are
noticeably different from those of his parents.

35 WOMEN AND SOCIETY

All major social reforms may be found to be closely associated with the status of women.

- Hence understanding of a society will be incomplete without understamding| the status of
women in that society. Women have been given, in India, the highest statu% - that of the
'Sakthi', of a mother-god and the repository of cultural values and traditions. But this
remains in mythology and in the higher levels of thinking. In day-to-day social life|too they
are praised that 'therc is a woman behind every successful man’ - the place given js always
"behind' and not on the side. Such subordinate, subservient and slave 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 exposure| to other
societies have brought abont significant changes in the social thinking in India. There is a

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

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 Iboking at
things. Various studies have shown that the attitudes of educated women, parti¢ularly of
educated working women, have considerably changed, especially with regard to| marriage
and family, and with regard to their own status. '




Ideas, beliefs and values are affected by and in turn affect the SOE10- cultural and politico-
economic atmosphere of the country and in the democratic soctety 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 w111 give a
picture of the expected patterns of thelr soclal behaviour, '

Many psychological studies have revealed that women and girls are still more dependent on
social approvai than men. That is why it is difficult for them to break the traditions or to g0
against old customs and social mores, even at the attitudinal or thought level. The tendency
to break away from tradition, even at the attitudinal ievel is obviously the resuit of several
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 susceptibilitics. All the mass media, right from -

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

The fourth World Conference on Women held in September '95 in Beijing crystallizes the -
world opinion. Accordingly, the World community, today, accepts that discrimination
against women begins at birth, that it is not enough to plan to raise the status of women
without ensuring that girls are allowed to be born, and that if that happens then they are -
educated and raised with a sense of self-worth.

3.6 SUMMARY

- Social order emerges from social ‘interaction when it takes place accordmg to certain
norms. Social re{ationships 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 -
socio-cultural phenomenon shows that each society may have its own system of values.

Social segregation on the basis of caste and commun ity - as it turned 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 ‘itlll 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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3.8 BLILI-ASSESSMENT T E*ﬁ”‘

ot

1. "Socicty has different groups, and social conflict is iloihmg, but & stroggle to gamlcomml
cver the society and its resources™. Explain. :

. Describe socia-cuitera! environmeni in India.

o]

[

. What are some of the 'values' tng,t sowcial and cultural patteras support and sustain? Give a
faw sxamples. ' '

4. How may changes ncovr in the social organisation and order?

. Euamine the role of different E;Dcmﬁ givata and conument on LL:, f!ee,d for the melhods
intended o V%tabhsb social justice.

.

6. Fxplain ho‘w souial cmf'sms, may afTect the stability of business and the economy.




UNIT - 4 :50CIG - CULTURAL ENVIRONMENT - i

Objectives
After reading this unit, you should be able to -
- understand the emerging issnes of environmentaiism
- explain the implications of consumerism
- discuss the growth of 2nd limiis to professionalism; and

- understand the role of {trade} unionism i the context of business environment.

#

Struciure

4.1 Introduction

472 Environmentalism
4.3 Conisumerism

4.4 Professionalism

4.5 The Corporate Family Business Today
4.6 Trade Unicnism
4.7 Summary

4.8 Further Readings

49 Seli-Assessment Test

4.1 INTRODUCTION

In the concluding part of the discussion sbout the sccio-cultural envirommeni, ceriain
residuary issnes are considered. These issues, though not connected with each other,
nevertheless form part of the overall environmsnt. They reflect certain emerging trends in
isclated -areas but are quite relevant to the business environment. Those specific issues
range from environmenialism to trade unionism as may be seen in the next few pages. For
example, environmentalism is 2 new awareness and the citizens who are coramitted to this
may scrutinize a business decision from ihis point of view and raise objections, if any. As
the awareness increases, many new dimensions of the environmental angle come fo be
recognized and the businese may be forced to respond for the weil-being of the society,
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47 ENVIRONMENTALISM ]

Environmentalism is an organised movement of concerned citizens and government 16
protect and enhance man's living physical environment. Environmentalists| in so far as
business is concerned, focus on the impact of modern production and marketing {)ractmeo
on the surrounding environment and the costs that are borne by this society in this regard,
Environsentalists, in specific terms, are concerned with sirip mining, forest depletion,
factory smoke, billboards and litter; with the loss of recreational opportumtmé and, with the
increase in health probiems due to bad air, water and chemically sprayed food.

Whereas consumerists are concerned about need satisfaction, environmentalisits are: worried
about the social costs of this satisfaction. Environmentalists are not against markgting and
consumpticn; they simply want them to operate on more ecological principles. Tjey 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 peopie to Eauy more than
they need, whereas consureerists worry more about deception in advertising;
environmentalists dislike the proliferation of shopping centres, whersas consumerists
welcome new stores and more competition. |

Enviroumentalists want environmental costs formally introduced into the decision| calculus
of producers and consumers. They favour the use of fax mechanisms and regulations (o
impose this artitude. Requiring busin€ss to invest in anti- pol}utlon dcv1ces|> taxing non-
returnable bottles, banning high-phosphate detergents are a few -

Implications and issues for Business

. - |
Environmentalism has a host of issues o be dealt with by the industries. The fragility of the
environment must be a key concern for the manager of our times.

A stady conducted by Global Environment Monitoring Systermn found that residents in
Tokyo had the lowest levels of lead in their blood. Petrol in Tokyo has been fead- f{rcc since

11976, 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. T0K3Lo had 60 as a
comparative tigure. The unleaded petrol from Indian Oil Refireries should hopa‘ to bring
refief.

In 1991, Tata Risk Management Seivices {TRMS), a division of Tata So!ns, cEnducted
siock drills in Baroda. The drills revealed that some of the worst industrial disasters could
catch the managements unprepared. There were no guidelines fbr an emergency phan.

I
The absénce of a regulatory body is a lacuna in the system. The recent mnire oduc‘tfon of an
environment audit may help solve this problem to some exteni. But again laws afe not the

solution to the problem. It is here that the top management and the business have to be self-
disciplined. | '

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




fow-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 include 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 o gas and solar power, according to the latest report of the Tata Energy
Research Institute. And even if this resulis in a mere 0.1 per cent fall in temperature, it
would be an achievement. :

| Emgrging Cpportunities due to the E.merging Movement

Due to all this, the business stands to gain, due to the emerging oppertunities 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, a2 world leader in engine
- development and instrumentation, has formed a joint venture with AVL India to make high

quality portable automatic smoke meters that are used to measure smoke emissions from
diesei vehicles. '

Waste management is a market which involves the eco-friendly disposal of industrial
wastes by specialized firms. Some signs of this business are visible in the therma} power
plant sector, where small operators are converting fly-ash into bricks. Besides this, firms
offering common effiuent treatment plants aud technology could find lots of clieats in the
small sector. Government-run common effiuent treatment plaats are already doing well in
Madras and Hyderabad. The use of bio-technology to treat polluted water is increasing,
especially in distillery effluents. New entrant Western Paques, a Pune based company thai
was one among the first io introduce anacrobic digestion technology for organic effluent
treatment, has been growing fast since 1989-90. The future should see mere of such
advanced effluent treatment plants and tertiary treatment 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 Polivtion Contrel Equipment Market : A research report prepared by
Busiress International, the research wing of the Economist : 'Indian firins seiling air and
water pollution control equipment have a capacity in basic forms of technology, but lack
expertise in hi-tech areas'. For examyple, in air pollution control, most bag filters still use
polyester for the fabric filter, whereas firms abroad use glass fiber that takes care of high-
temperature, 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 investiments in this direction.
Environmentally aware firms, like Gujarat Ambuja Cements, _havé aiready moved to hi-tech
by using Fiberglas bag filters. Also right now, there are no rules for controlling emissions
of sulphur di-oxide from coal-fired thermal power plants. :
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: . ; i
And finally, the contro! of noise pollution. This is currently an area ignored by indjstry, but
as awareness about the ncise menace grows, so will business prospects for items such as
indusirial silencers and noise-absorbing building material. |
The giootay predictions of the environmentalists that mankind would use up thL carth’s
natural resources ai an alarming rate took on an air of frightening reality in 1973. Today in
1993, only & mere one-tenth of industries have undertaken measures to halt this, Tl}'is points
to the wrgeney and enormity of the issue.
The debate on protection of the environment is continuing. Included in !its s¢ope are
suggestions for poilution control measures, designing products that do not |generate

potiution and making an environment-friendly lifestyls. |

43 CONSUMERISM

: |
Starting in the 1960s, American business firms found themselves the target'of a growing
conswmer moveiment. Consumers had become befier educated; products had! become
increasingly complex and hazardous; and Ralph Nader organised and led a very powerful
consuraer group and created world-wide awarsness abowut consumerism.

Consumerism is an organized movement of concerned cifizens and governmq;nt 1o enhance
the righis and power of buyers in refation to sellers. Apart from the available cortractual
rights, under varicus laws, these people wanted the following specific rights :

. . ' . |
1. the right to be adequately infonmed about the more important &SWCWS of the
products;

2. the right to be protecied against questionable products and marketing?practicas;

3. the right to choose from a variety of products and services; and |
4. the right to be ieard, to register their complaint and get their complaints $eard for

necessary redressal. i

|
On the whole, these rights are ntended to influence products and marketing practices in
directions that will enhance the qualiity of life. ;
: : |
Each of these proposed rights leads to & whole series of proposals by consumerists. The
right to be informed includes such things as the right to know the frue imterest costs of a
loan, the true cost per standard unit of competing brands, the basic ingredients in a product,
the nuiritional content of foods, the freshness of products, the true benefits of a progduct, the

name of the maaufacturer, gtc, : '

i
The proposals related to additional consumer protection include the stringthening of
consurmers' position in cases of business tiaud, the requiring of more safety to be designed
into products, and the conferring of greater powers io govemment agencies. |
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The proposals relating to the quality of ‘life considerations include regulating the
ingredients that go into certain products {defergents, gasoline, soft drinks, noodles) and
packaging, reducing the level of advertising and promotional moise’, and providing

consumer representation on Company Boards to introduce consumer weifare considerations
into business decision making,

Implications of consumerism-

A number of business concerns/firms/undertakings ar 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 would not pay
attention to unit pricing or ingredient labeling and that the doctrines of advertising
substantiation, corrective advertising, and counter advertising would stifle advertising
creativity. But on 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. 1t-compeiled the top management to invoive itself It
forced them to consider things from the consumers' point of view.

4.4 PROFESSIONALISM

The great majority of managerial positions in India till the 1980s were held by first
generation businessmen. The wide growih of professicnal management as a career in the
form we know it today is entirely a post-war phenomenon. 1t began (o be abundantly clear
that industry had forged ahead and was able o make rapid strides with indigenous
management. At the same time, the wave of management education originating in Britain
and America reached our shores. Expatriates and Indians returning from Harvard spread the
message around. This saw the growth of management associations in major cities and the
laying of foundations of management education courses. Even the established organizations
of trade and commerce, and the managing agenciecs, began to take active interest in
management education and began to revise the values locked for in applications for
managerial positions,

The opening of this new channel of employment created a tremendous 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
handsoinely, and allow the expert's writ to run through most of those areas which directly
affect our private lives also. The [12-year-oid family-run Dabur India-known for its
conservaiive, hands-on style - has initiated a process of restructuring. It is increasingly
looking to professionals to pole-vault it into the next century. Engaged in such a complex
area, there is now available a set of knowledge and experience based guidelines which
atternpt 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 problem with which he is confronted.
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in a strict lepal sense, management is not a profession but professionalism i something
different. What s emphasised under professionalism is doing a work in a professior}a] way
- with competence, commitinent and with a sense of accountability.

Limaits 1o Professionalisim : ‘

it is a fact that professionalism is yet to acquire discipline and character. The style of
professional management, outside the traditional business families, is basicaliy the jtyle of
the bureaucrat. 1is reaction fo the changing environment is therefore siow and not ruthless
enough. Alse, professional management is defeated by labour, because throughi the years of
afflucnce no such attempt 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 familiies are large
enough in number to fill important management positions in their enterprises. Increasingly,
the next generation heirs and relatives are receiving professional training in modemn
managesient and science and economics and when they enter business they thave all the
- advantages of the career manager and a ot more through heredity and stake ll’Jl capﬁta]. Alt

those who are groomed like this may have an edge over many at the managers who are first
generation professionals. |
For most organisations we can think of three broad types of decisions that have to be taken
at wvarious times by somchody or other connected with and concerned about the
organization's welfare. These three levels of decision making are - Strategic planning,
Management control, Operational control, These decisions have two dimensions - the levels
and number of people involved in decisions, and the practices, methods, systems used for
making decisions. |

Organizations that recognize the basi¢ logic of differentiation in decision making and seek-
practices {0 uphold ihe logic are likely to move towards greater 'degrees of
professicaalisation. A professional in management teday s one who has trained his mind in
a manner that uses ail available evidence and tools with a scientific outlook to narrow down
the risks of decision-making for the present and for the future; to sense theidircction in
which today's effort must be made. Today nobody can make a success of his busifness in
isolation either from the public at farge or from those whose livelihood dependsion the
business, The professional manager is not incidental in business - he is therg because he
feels he has earned the right through a deliberate choice of career, through an atquisjtion of
triowledge and a training of mind which success in business will demand from one who has
no siake in the capiial ' -

For a long time there were no challenges which only competition could offer. Efoept for
technical and financial experts in the production area and in the interpretation of accounts,
listie need was felt for professional managers in either functional areas or in! the general
administration or in managing the environment. Relatives, friends,. ministefs and
bureaucrats were obliged by business magnates. 'Whom you know' rather than "What you
knew' maticred more. Blood tie was the only tonsideration, and loyalty is more important
than capacity, since some business is engaged in malpractices, secrecy was felt esse [tial.
|

In the public sector organizations, which had to operate in the glare of parliamentary
publicity, some rules and procedures were followed, sowing the seeds of professionalism
(thoisgh it ended up in burcaucracy!). But despite this head-start of being theoretically

' - |
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excellent, the effectiveness of these organizations were low and finally they foundered
because of powerful pulls and pressures and corruption and pofitical 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 authority betwesn
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 Professienal Corporate Enterprises

In the traditional family business scene of yesteryear, opportunities for employment in
industry and commerce wers limited. Significant business houses, like Tatas, the
Walchands, Birlas, Dalmias, Shrivams and other textile maguets, were not only fow, they
were also family managed ones. Industry itself was in an elementary stage, hecause India
was ticated as a dumping ground for the products from UK. Given this scenarto, very fow
businesses bothered about being professionat. '

Activity A
Read magazines iike Business World, Business India, ete. regularly and iry %o get some

latest facts and figures concerning developments of some selected comparies within Indian
Corporate world.

Activity B

Make a list of professionally managed companies in India and also state the reasons for
treating them as professionally managed.
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45 THE CORPORATE FAMILY BUSINESS OF TODAE.Y

The corporate business houses are evolved either from the family businesses of vesterday
or the new breed of entreprencurs of today. But one commaon feature of these enterprises is
that they are professional or at least stvive to that end. :
|

The current business scenario is particularty different for family businesses. Business
families are brandishing a new strategic weapon - the cleaved corporation. Bt anlike the
past, however, today's break-ups are characterized by harmony - not hatred. With the
culiural change in businsss, the famiiies want to avoid the consequences of competitive
greed, and in the process preséwe their image. Sc instead of fighting over the| spoils,
families are systematically apportioning their businesses umong their mernbers'on the
following principle : ailow sach of the inheritors to focus on hisfher competence. As the
families themselves prefer io call it the present scenario is one of "reorganization”, "not
sphit'. _ . _ |
What are the forces behind this reorganization? The answer is competition. |Defending a
diversified empire against focused corporations aitacking sach of their enterprizes 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 competence makes
them competitive. Secondly, aspirations of every imember cannot be met wnder jonid
ownership. Finally, peaceful sharing of assets is more sirategic than messy squabbles.

4.6 TRADE UNIONISM

Trade Unionism is a movement, traditionally begun for championing the underdog| Unions
have consistently fought' for the rights of ihe so calied 'undec-privileged’| in the
organization.

Every union has cerfain institufional needs thai must ne met if it is to retain iis members
loyalty. If the management ignoves the union, the only way the union can pres;erve s siatus
is by opposing the managersent. In practice, the cole of the trade unions vary from outright
oppositicn to complete participation. '

Unionism in Action '

Take the case of introduction of new equipment that will require workers 10 learn new jobs
and assume new responsibilities. The typical approach in some companies if for the
industrial engineer to make all the necessary plans, perhaps in consuliation lwith the
supervisor. When the equipment arrives, the supervisor assigns the people to the new jobs
and the personnel department computes their revised pay scales. Almaost inevitably, the
union will find something wrong with the change and file a prievance -iperhaps even
sponsar a slowdown or wildcat strike. Why? Were the union to accept the management’s
‘action passively, it would be abandoning what it regards as iis proper role. The way outto
save face is to oppose the propesed changes. : '




In other companies the union/s status is pressrved, and management customarily informs
the union about the changes, asks for suggestions and bargains over the new pay scales.
Bargaining implies a willingness 1o 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 mechanisms to rely on. Ofcourse, management
is under no obligation to bargain over every change it wants to initiate.

Some Issues of Conlention

There are- quite a few traditional areas of contention between the unions and the
management,

Union's attitudes towards job evaluation vary greatly. Union's objections to this centre
around the charge thai job evaluation is a management tool used to restrict or eliminate
collective bargaining. By its very nature, some unions argue, job evaluation prevents a
reaiistic consideration of market forces or bargaining strength, and it makes it impossible to -
work out adjustments suited to individval needs. Nevertheless, it gets to be introduced in
most companies due tc the union's insistence that something be done to eliminate wage
inequiiies. ' : '

Many organizations use merit rating to determine which employees should receive ‘merit
increases that raise their salaries above a minimum set by the job evaluation. Occasionally,
merit rating is also used to determine who is to be promoted. As such it is akin to
performance evaluation at the management level. This practice gives rise to some special
problems, like having to promote a junior employee, overlapping rate ranges and in
developing a scale for job classifications. Unions in general oppose merit rating, insisting
thai it opens the door to rivalry and iil-feeling among the emplovees and to favoritism on
the part of supervisors. They would prefer that all employees receive the same rate, and feel
that movement upwards should be based on seniority.

Salary administration for executives involves another afea of dispute. Since individual
differences are larger in this group, most companies rely on performance appraisals, than
job-evaluation. These companies 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 betigr offer from another
organization. Then those whe fail to get this 'increase’ feel discriminated.

Bonuses refate reward to performance and are generally allocated according to a
predetermined formuia. The unions usually haggle over this formula till a mutoally agreed
rate 1s worked out. :

Towards a Healthy Uninn-Managemént Relationship

There is little doubt that the introduction of a union may prove to be a traumatic experience
for the management. At the outset, the union may try to dramatize ¢very 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 seek to limit its
influsnce, and they may compete actively with the union for the lovalty of the membership.
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- Yet, of late, most compames develop a harmonious relationship and admit that the Fresence
" of union can have a beneficial effect on the orgamzatlon

Activity C

What are the Trade Unions functwmng at national level in India. Name the political parties
to which they are affiliated.

"~ Activity D

Read carefully the 'Chairperson's speech’ of any two 'India's most excellent compapies’; for
the latest year, Now, try to write atleast two paragraphs en each of the following : -

a) Socio-cultural Environment in India. .
b) Political-Legal Environment in India.

¢} Economic Environment of India.

47 SUMMARY

The socio-culturai environment consists. of * certain specific forces which are the
develt_:pments of the very same socio-cultural environment. Environmentalisn}q is ane such
movement, a force, a new awareness and a new compulsion towards which the ?)u'siness
must show a better understanding. Along with what is sometimes known as public interest
litigation in India, the public awareness (about harmful effects of business dc-::151ons) 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 management-
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 another force -

the attitude of employees to take alt grievances to the union and use the col]ﬁ::ctive 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 inciude in its
force the interests of consumers and the ri ghts along with duties.

4.8 FURTHER READINGS

Nehru, Jawaharlal, The Disco'very of India, Calcutta : The Signet Press, 1946,
Prabhu, P.N., Hindu Social Organisation, Bombay : Popular Book Depot, 1954.
‘Madan, T.N., 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

1. 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? N

3. How may the consumer rights be satisfied by a manufacturer of consumer goods?

4. Do you feel that ‘consumerism’ and the modern consumer-oriented 'marketing concept'
are one and the same? Justify your answer with examples.

5. "A degree in management will not make a person professional. Professionalism refers to
a different set of traits and competencies”. Discuss.

6. The manager coming from a family - based business has many advantages and some
limitations. Explain. . '

7. "Unionism" .is a weakness of the emp[oyee which he wants to tackle by becoming a-
unionist. Explain. Is 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 one. In ja mixed
economy like India, the interference of the Government may effect the business in
either ways. Hence, there is every need for gnalysing the impact of government
policies on business organisations, both public as well as private, carefuly. '

" In this context, an atteiﬂpt has been made in this block (in Unit - 3) o explain the
re;!ationship between Government and Business. coL C




UNIT -5 :GOVERNMENT AND BUSINGSS

Objectives
After studying this unit, you should be abia‘c 20

- nnderstand the tole of the Gu WVEInment it the emnnma aﬁfaara u?‘ & wumry,
particularly in business activities,

- examine the pohuea of the Guvemmem of Illfjid in respect c:f pub‘zc sector
111L4«.'sr1e5. large and small-scale mdusmes i the prwate sector; and

- describe the policy and recent d:-ve}okmenu in respeet of forengn dsrea,
mvestinents in !m’d

Structure

5.1 lmiredaction

L
[

Govarnreent - Bus-ness inlerfafe .

53 - -Gavemméni and Public Sector
5.4 Goverminent and Private Sector -

5 Goverfiment and Other Seclmr-s.. "

::;6' Goyemm_enf ;md Fareigﬁ Direct I:westm*:.nt _
3.7 Summafy_ o

58 Fi’;.rtl:er.Réad?;;aés

3.9 Self-Assessment Tesi

51 i_.rq"mﬁﬂﬁm%_"lf}ﬁ"

Political CCOIW*"“L_;, Il CSSence, It’.‘f"h 0 the roEe ofthe (_a(:fmnmnm in the EGOHQH’HC 5Emars
of a couniry. Since the nature of politics and political arientation (capitalistic, socialistic,
communistic - genuine or moderated or fake) of the reling panty very much determines the
economic affairs, the es¢ are assumed under Politica! Economy. Basically. the ruting Political
Pary épnms 111!; role of the stda.e - whether it should be a "Police $tate” as in.the alden days
or it should be a 'W eliau State! as most of the modern Governmends $ike to sl themseives,
When a state calls itself a "Welfare State', obviously it is supposed fo'do.all that is necessary
for the welfare of its people. Whether the state itself shou-d do it-or it-can arrangz {through
" NG wvmment SOUICES) for. doing it :s, an.equally important. guestion.. Giovernment -
3=25m<—.% !n!»ru;ce is-one such wmc area where political orje Sntation deterihines the role of/
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Lo




the Government as far as it relates to business. In principle, the Government can run all or .
some of the businesses, keep afl or some of the businesses under its direct controln%r 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, S

Three major factors have contributed to the growth of government: (1) a demand jﬁr 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 affairs is
suggested. ' ' '

5.2 GOVERNMENT - BUSINESS INTERFACE

The Government's role sets the most significant part of the external environment of
business. By and large, the role of the Government that concerns the private enterprise is in
the regulations imposed, the incentives made available and the public sector inilestment and
operations - in other words, the role can be explained in terms of -entrepreneuri:lil regulation,
support and substitution. The common terminology used to describe all these actiyities is
'state intervention', obviously, in the context of a capitalistic economy, In a country like
India, it may be through the central, state governments and through the mll,micipal
corporations. The laws imposed and the administrative action taken by these institutions
can affect the functioning of private business. A better understanding of the}:sc laws and
administrative actions as well as the rationale behind them is essential to those who|want to.

understand business in the private sector.

The various measures of intervention are manifestations of the state's desire [to achieve a
‘designed direction or pattern in investment, production, distribution or consumptipn, The
objectives behind such interveation are many. The most important among them are : (i) to
conserve and channelize scarce national resources; (ii) to meet the basic consumption 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 injuriou l"art_icles and
business practices. 'Public interest' is given as the underlying motive for recourse to these
measures. - . - : . . o . :

The Government today has assumed the role of a welfare state (by whatever name it is
called) even though there is no generally accepted set of norms to define a welfare state.
What is not open to serious question.(by many} is that a welfare state must be dempcratic.
Basically, it is a state in which public policy is predominantly concerned with 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; (ii) rehabilitation of injured, derelict or handicapped persons; (iii) publicly financed




education; (iv) prevention and cure of sickness, and 'other health services; (v) fostering the -
arts and the provisions of recreational facilities; and (vi) the provisions of soeial security,
including housing, town and country planning. As far as economic policy is concerned, the
wide range of thinking has not developed iato a consensus as to -'what should be the nature
of government intervention in the ecbhomic life of a nation. These have been changing -
depending upon the politico-econontic philosophies of the parties in power. "

The problem is that economic policy is essen_t_jgli‘y a matter of choice. The scope of
economic policy includes the three conven’tiona‘_li_jr 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 poiicy also
encompasses, the fourth and more-fundamental problem of structuring of the economic
decision-making process itself, which influences the formier three. But "the problem of
structuring and restructuring the economic decision-making process - the problem of the -
organization and control of economic aclivity - 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. : :

3.3 ' GOVERNMENT AND PUBLIC SECTOR |

Lo

Government owned companies (51% or more of equity owned by government) engagéd..in.
business activities are referred to as the public sector. On a deeper analysis, one can find+
that there can be only two basic reasons, viz.;.(i) ideology; and (ii) efficiency which justify* -
the existence of the public sector. Resources allocated to the public sector as against the.’ -
private ‘sector can be Justified only when the former. is a more efficient way of resource.
allocation. Even pure ideology cannot ignore the efficiency criterion in resource allocation. ™

The reasons that justified the growth of the public séctor are many. The public sector was .-
expected to fulfill a number of functions and attain, often simultaneously,  several ‘socia]
objectives. In many cases, they were created to promote those social objectives: or

externalities that, in general, would be inconsistent with private profit maximisation. =~ -

Basically, the state may either provide ehtz;cpreneuri'al support (by way of promotional and-:
assistance policies) or entrepreneurial 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 entrepreneurial substitution. The second
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. Incidentally, it was |
delieved that the undesirable effects of monopolies may be avoided when the monopolies -
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,'pﬁblic ownership has also been resorted to because of fajlure of initiatives by the
private sector - u'féual]y 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
many more objectives which may be inferred by referring to one or more public enterprises. .
The ‘other’ objectives may be to: ‘ g : ' e e e

71




 provide pubtic servizes
increase empﬁi}ymem
veduce income meqnahty
pm*nm.e rege@ewi dewla Ypraent
 stabilize prices -
subsidise ﬁ’&se&x":tié‘i cominadities
earn / save foreign exchange

promote exports in new markets

=R I - R

incraase nafional selfosailiciency

—
-
o~

proaote national secarity

——
—

offset multinationals

|2, esrn profits for nmher ivestiment

After the initial exuberance of the public sector entering new areas of indust

ial and

techaical competence, a number of problems have begun to reanifest themselves in many of

the public <nterprises. Sericus problems are observed due fo insufficient g
productivity, pooi project management, over-manning, inadequsts attention to R &
human resource development. Deterioration in work &thics, mismanagement, cotr
and othier evils in most of the-eaterprises have made a mockery of the objective of
employer’. In addition, public enterprises have zarned a very i rate of return
“capilal investad, This has inhibited their ability to regenerate themsebves in terms

investmenis as well as technological development. The result is that many of the

emcrprises havc become a burde_ra tather than be.ng an asset to the Government.

Govemmmt therefo-re hias bc@n fﬁmed to adopt & new appma&.h tamard ;hc
enterprises. The new policy states that a greater support will be given to public ent
- ‘which are essential for the operation of the industrial economy to meke thets more g
oriented and technically dypamic. Units which may be faubtering at present
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potentiatly viable will be vestructured and given a new lease of fife. The priority areas for
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pesformance of public enterprises. This is a process knows as privatization undar which
either some public sector units are sold 1o private sector or private enterprises sre allowed
W opesate and compete with public eaterprises. In pastal services and television,
privatisation has already coms in a big way. Atterapis have been made to bring in air
wansport, handling some shipment activities in ports. Private sector manufactared
telephonss are also in use as against the ones. manufaciured by the government owned
Indian Telephone Endustries (i'T1). There are a large number of chronically sick public
enterprises incuiting heavy losses, operating in a conmpetitive market and which seem to
sexve Httle or no public purpoese in the present context. These need to be attended to and-
perhaps mizy have to be closed down if economic criterion justifies. o

Az on March 31, 1994 there were 240 Central Public Sector Undertakings (PSls),
exchuding nire companies with Central Government {nvestment but without direct
responsibility for management, six insurance campanies and thice financial instiutions, OF
these, six were in the constraction secior, 74 in'service and 168 in manufacture. The totai
investnent in central and state owned enterprises in 1993-24 was Rs. 63,000 crore (CAG
Repaort). N : '

Out of 240 operating 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 crove in 1992-93 to Bs. 5,722 crors in 1993.94, an increase of 31.7 per cent. But the
tosses of the remaining loss-making companies increased from Re. 4,113 grore to Rs. 5,287
crore, an increase Of over 23.5 per cent, during the same period. The overail rate of retum
aver capiial employed in the P3Us increased from 2.33 per cent during 1992-93 to 2.78 per
<ot during 1993-94. But the gross margin (i.c., before depreciation, interest and taxes) of
P5Us as per cent of capita! employed declined from 18.01 in 195293 to 17.33 in 1993-94,
The heavy capital investment in the past combined with & massive interest burden is
reported i have reduced the gross margins of PSUs. Since July 1991, the Government has
also been disiuvesting a part of its equity held in selected PSUs. The Central Government
has disinvested Rs. 4,950 crome in equities in 35 selected public secior enterprises, antil the
end of March 1994, : :

in order to estsblish a system of rehabilitation and restructuring of PUs without
Goverament having to bear the whole financial burden, the PSUs have been hrought under
the purview of the Sick Industrial Companies Act. By the end of 1994, 52 Cenwrsi FEUSs
have already bsen registersd (as sick) win the Boaed of frdusiial & Financial
Reconstruction {BIFR). '

Agtivity - A N

1. Consider 2 Small-Scale industrial unit in your neighbourhood. List out its Interaction  —— ... _

with the Government, For what decisions this business unit requires prior permission of the
Government? : '




2. At what stage the following Jaws become applicable to a bu_s.'i_'r:less?) o ‘ ' ‘

1. Egcise.Duty at the full-rate | _ ' ‘

" 2. Sales Tax o o o ‘

3.ESL Act

4PF At . 1

5. Factories Act

6. Shops and Establishment Act ' BN . ‘ ‘ '

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

A‘_ctivii‘y-__B - : = | .. o | ’

| Activiti'-c" o A ¥ ‘ ol ‘
1. Distinguish the implications of the following terms : |

 Public Sector I - It

Public Sector Industrial U.nde'l"takil.lgl- | ‘

State Qwned Enterprise- .- -7 77T T e e ‘ o

e A EAL N

Government Company | L e ‘

' Social Sector

e ‘




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?

5.4 GOVERNMENT AND PRIVATE SECTOR

The private sector industries, excluding the small-scale industries, have been largely under
government's regulations of various nature since 1951, The Industries (Development and
Regulation) Act, 1951 introduced a licensing system which required these industries to
obtain a licence for establishing a new undertaking, for subsequent expansion, to produce a
new article, etc. Thereafter, concentration of corporate wealth and dominant market power
also required a licence or clearance under the Monopolies and Restrictive Trade Practices
Act, 1969 (MRTP Act). Raising capital required a separate permission under the Capital
Issues (Control) Act, 1947. The growth of large-scale units in the private sector, thus, for a
long time. was considered not in the 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) will 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 al regulating expansion, establishment of new industrial

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

These requirements under the‘_MRTP Act havé 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. . = QA P
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- mueh sense and !he protection may slowly wsihar aws

S, 5 GGVERN%F NT ANB {W ﬁER SEL ’T{SR

The smali -scaje industries and the rural mdu:,fnes, thmwh belong toths pr ‘Ja!: 5 %c;fI!ébr, fave
been given a gavouraial‘- and pmaecé we treatment by the government fora Eem; time.

A sma %I scaie industrial 1 ndemk;ng is une in which the investrhent in fixed ausei,F in plant

 and machinery, whether held on ow nership terms or bv ina 5€ Of by hsz*e g:wmhas;, dozs not.
exceed Rs. §0 lakk, . : ‘ ; ‘

An ancillary indusirial andertaking is one wh o fulfills s:he following two :;m‘adéi;iﬂﬁs:

(2} the investment in fixed assets in plant and machinery, whether hi..id @L‘a GWIET-
ship terms or by tease or by, hlre ‘parchase, docs not exosed Rel7% H.(ak}g And

- {b) the uﬂdertakmg is engagt.d or is pmpoc;ed to be engaged in the |mnui‘,acm:s
or ‘production of parts, components, sub-agembles, tooling o7 | mieyﬁpadiun s
~or the. rondering of services, and the u mdsr‘a&kmg supplies or rﬁ:mﬁcz‘s ai least

30% of itz production or services, as th\, case may be, 1o one or: meFt, indus
triad und?riakmg S e

[

Beaadﬁs industrial units were expecled to be neither owned nor controlled by any other
(indian o foreign) undertakings. Under the new policy, however, the Government wonld
attow upto 24 per cent equity participation in the %ma]l-sualc sector by %mth domestic and
fore;gn managed ccmpames in Indsa o : o i

it wauld‘ now be possible for big units t¢ produce ilems reserved for S81s, thmuvh their
equity participation in the latter. The idea has been to provide access to the bgmtai market -
and also'to encnurage modermsatlon Oa SS by thur aahﬂﬂlatif‘ﬂ w;fh ﬁve l&rptr u ila:

Accordm@, 10 the new pohcy pad(age for 88ls, she pmnary u:abaccmc dumm ‘ihaf nmehea
. would be 1o induce such units to cortribite their inite to the economy in terms of higher
* output, smployment and exports. T hough. ihig sccior had been ‘-:svrminc:maﬂv delicensod,
further efforts would be made Lo repose grea*er fau‘ﬂ in young ent‘*eprmﬂsirs (All othcr
statutes, regulations and procedures b
these did not hit the interests of small and w!!age umtf;) The E‘iw&ﬂ:ﬂ’lg system ha\ ing been
abolished for 2l practical purpbzes and foreign investimant given @ piore of Kuﬂ free eatry,
the reservalion palicy for the small-scaie: industry. {m‘.}re han 800 ;zmduuh) may Pot ma};c

e
The poim\, on small-scale mdus'fnec; is :mﬁlemmmd bv staaz, g}@wmmems ami it 15‘ ha;e that
conditions may make their establishment as iengthy a process as that of industrial Jicensing,
The SSI unit in order to get ze-ﬂzstercd need the permission of the State Dircctor T Small-
Scale Industries who scrutinises their applications and then their rscommendatams ave
" necessary for allotment of raw material, power, water connections etc. The L\mpiuvees -
State Insurance Act, Factories Act, The Provident Fand Apt, Central Excise,| ete., are
applicable in most of the cases and the intervention by the bureaucrats unde)r these laws is
a regular featire. Timuﬂh the Central Government has stated that visits of burmu rats will,
be reduced. this takes quite some time to change the burgancratic attitudes, Om cay casty
' find the element of arbitrariness if the organisation of the Depariment of the ﬁﬂrecwr of
Industries in the State aummzsﬁa*zon i3. c!osciv examined. A handful of + 'idm!?’ﬂlﬁt!"atﬁfa have

%6 |




the authority fo determine meﬂ FAW *na‘ff*racal and other red quirements for all types of smali-
scale industries, : .

A new scheme of integrated inftastructural development including Techriglogical Bacic-up

Services for S8Is iz proposed for implementation with the help of Staie governmnents 1o

induce industrialisation of rural and backward arezs. The details are to be worked out, A
'li"aehmamgy Development Celt would be set up by the Small indusiries Development

Organisation  (S1DCO) 1w provide wechaslogy fnpuis to tmprove productivity and
sompetitiveness of 557z, -

The number, sinployment, cutput and sxports in the snall-scale sector a5 estimatad by the
office of the Development Comimissioner, Small-Scale Industries are given in Table-5.1.

T ABEJE - 5.4
_ SMALL-SCALE TNDUSTRE
NUMBER, GUTPUT, EMPLOYMENT mNE} E‘XE"@R’TS

Year No. of units ' Cutput Eimployment Exp-dr‘rs
{in lakh) ' at current {in laki) {Rs. Crorz) |
{Ason3lst prices ' :
December) _ {Rs. Crora) - : -

i 5 K i 3
1991-92 20.52 178699 - 129.80 13883
1992-93 2235 - 20930 13406 17785
1993-94 2384 241648 13938 24000

Source : Government of India, Economic Survey 1994-95,

In real Itezms the smail-scale sector recorded a growth rate of 7.1 per cent in 1993 94 &8
against 5.6 per cent in 1952-93, and 3.1 per cent in 1951-92. These rates were mgmficantiy__
“higher than the growth rates achieved by the industrial sector as a whote.

The small-scale sector contributes 40 per cent to the gross turnover in the manufacturing
- sector andl 35 per cent of total exports. Several policy initiatives have been undertaken to
assist the small scale sector and enhance its competitive sirength. The measures include:

- A new scheme of Integrated Infrastructural Development was taunched recently in
5() cenires in mural and tackward 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-registered sector also.

- A Quality Certification Scheme was launched in 1994 to'imp'rove the guality
: ~ standards of SSI products which are to be assisted by awareness programines and
filancial support to acquire 150 9080 or similar interaational quality standards.
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Modifications were effected in the ',S'-ingle Window Scheme’ opcrafed by $IDBL. ‘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

An industrial undertaking will come under ‘tiny sector’ whea the investment does not
‘exceed Rs.5 lakh. The village or rural or cotlage industries are tiny units which are
registered with the Khadi and Village Industries Board. The tiny units are eligible for
addirional marketing support on a continuing basis including access to institutional finance,
priority in Governmeni purchase programme and relaxation from ceriain Labour Law
Provisions.

- In 1993-94 Khadi and Village Industries produced output valued at Rs. 3,400 crore and
provide employment to 55.50 lakh persons. The Government of India has been exjending
infrastructaral and input support to this sector. The policy package consists of su‘i)ply of
raw materials at reasonable prices, upgradation of technology and productivity %hrough
résearch programmes, training for artisans, flow of concessional and adequate institutional
credit.

5.6 GOVERNMENT AND FOREIGN DIRECT INVESTMENT

Inflows of foreign direct (Pri\rate) investment can potentially influence the host chuntry's
development objectives. The impact of such investments is often widespread. | It can,
according to a World Bank Staff Working Paper :

- affect the generation of income, foreign exchange, tax revenues and other related
areas at the macro-economic level; P

- affect employment and manpower skills in both the modern and the tra':,ditional‘
. 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 government,
other public authorities, domestic organisations and firms. f

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

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

2. The technology employed is often not suitable to the factor endowments of|the host
countries, : ' '
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. Sometimes, it is not within the caoac:lty of the host coumry to adopt or absorb the
technology.

4. Foreign firms engagd in resirictive business ptactrces and conceal profits mainly by
transfer prices whichi cannot be easﬂy kniown or taxed.

5. Large foreign firms have privilé'géd 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 develonment and create confidence.
These factors are more effective in attracting foreizn investors than the most favowab}e
tax incentives,

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

The new economic policy has made 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 automatically.

According to the new policy statement, approvals will be given for foreign investment up to
51 per cent of equity in high priority industries (34 as listed under Annexure HT of the
Policy Statement). These approvais will be available if the foreign equity covers the foreign
exchange requirement for import of capital goods. The import of components, raw
materials and intermediate goods and payment of know-how fees and royalties will be
governed by the general policy applicabie to other domestic units.

Other foreign equity propesals including proposals involving 51 per cent equity but which
do not meet any or all of the criteria mentioned above will continue to require specific
clearance. -

Foreign Techunology Agreements

With a view to bringing in significant technological dynamism in Indian Tndustry,
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 foreign
exchange counterparts according to their own commercial judgement. N

Autcmatic permission will be given for foreign technology agreements in high priority’
industries (a fairly long list of items listed under Annexure 1l 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 fmelgn techniciang, forgign testing of
indigenousiy developed technologies.
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Foreign Direct Investmend

Foreign investiment inflows were the maler factors belind the surge in capiial infiows o the '

country from 1993-94. Total capital mflows (ncleding TMF treasections) more: than
doubled from ebout $4.2 billion in 1992-93 to $9 2 billior. in 1993-94; of which the sh;inr@ of
foretgn investent inflows ross from 3585 million (14 per cent} to' $4.1 Willion {45 per
centh, The sentribvition of foreign investment to capttal inflows is expected to rise further o
1094.95 with an inflow of about §3.9 billion already wnder this aceount in the first|three
guarters of the vear. ' : :

The response of foreign investors to the liberalisstion of the forcign investment regime has

been very encouraging. Portfailh investment, iacluding GERs, has responded swifily, to

" rise from onder $104 mithon in 1992-93 io ne;éﬂy $3.5 billion in 1993-94 end covld be of |

 the samie” order in 1994-35. There have been sharp creases in approvals of ldirect

_investment proposals, the value rising to $2.9 billion (Rs. 8,957 crore) in 1994 fromy $235
million (Rs. 534 crore) in 1991, The total DFI proposals approved during 1991 an 1954
amounts (o § 7.2 hillion (Rs. 22. 238 crore), against just under $1.0 biltion (Rs. 1,274 crore)
approved during the whole of the previous decade (1981-90). It takes time for alll these
proposals to frectify into actual inflows, but there ate already signs that the actual inflows
are picking up. |

Activity - D

1. In a country like Thailand a highway / long bridge has been constructed by 2 Taparese
n - a u ol .
firm and the price of construction and (excellent) maintenance is collected by the firm

by way of 2 toll fee paid by the user. Afier & cerézin peried the Lighway will become the '

property of the government. Do you find paralle! provisions in India?

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

Activity - E

‘ .
1. Find cut the impact of reduction in import (Customs) duties on the Sma 1-Scale
industries. Take one example and find out the facts.
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. Has the above reduction taken away the benefits of protection (from competition from
large units)? Hiustrate.

Aetivity - B

I. The new technology hes necessitrted & large incresce in the cconomic life of am
industria] wnit. Write down two examples and fustify.

2. The demand for hundicratls has coriabnly inoreazed but 1t is not s the plight of the
- erafismen. Do you agree? Write one or two crafts and crafismen, Find out the reasons,

Activity - G

i. Foreign direct investment brings with it forcign exchange and technology. What else are
the major advantages?

2. If a US computer manufacturer wants ic invest in India, what 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 C-Lntext of
competition between Indian business and foreign enterprises? - |

57 SUMMARY x o

While examining the inter-relationship between Government and business it is found that
the Gevernment would like to confing itself to a limitsd number of business activties in the
future. The entrepreneurs of private sector, (Indian and foreign) then, wiil find that the
economy has opened up and new opportunities can be vsed to enrich thems¢lves as well as
the country. The government may then play a watchdog's role and reduce the level of its
direct intervention. '

5.8 FURTHER READINGS

E.S.Savas, Privatization: The Key to Beiter Government, New Delhi : Tata MeGraw Hill -
(1589) '

5.9 SELF-ASSESSMENT TEST
1. Examine the government's policy relating to pubiic sector industries in India.

2. What is the cfficial definition of a small-scale industry and village i;ndusftries?
What are the types of government assistance available to them?

3. Under a liberal economic policy the fittest survives. Why? Can there be & safety net
to the less competent and the handicapped sectors? ’ '

4, In the long-run the "State will wither away" said Kar! Maix about Communism. Is
it relevant to Capitalism also? :
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BLOCK-HI: 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 Crisis of 1991. The New Economic
Policy has been discussed in Unit-8, while the working of New Industrial Policy is
explained in Unit-9. The last unit, i.¢., Unit-10 is devoted for discussion on SEBI.
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UNIT - 6 ; ECONOMIEC ?@LE@{ES AND LEGISLATIONS

Obhjectives o ' ' ,
After going through this unit, you shoeld be able &

. understand the different Iadusirial Policies beginming from 1948 and ths
ideclogiss behing each policy; i
- appreciate the direction apd patiern of lndusivial growth during the lust 40 years
as reflected in tnese policies;

- examine the rationale behind ¢he changes et are &0 follow paricularly smee

{991,
Steuciure :
6.1 Introduction '

6.2 Industrial Poli—ci_es of 1948 and 1956
63 Industrial Policies of 1277 and 1980

6.4 Industria} Policy Changes in 1990

6.5 Economic Policy and Legislation during 1951-91
6.6 The Public Sector during 193191

6.7 Summary

6.8  Further Readings

6.9 Self-Assessment Test

6.1 INTRODUCTION

After the economic goals of a nation are deliberated, and decided by the leadérs of political
parties in power, policies, programmes, sirategies 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 fecided by the
government and is intended to shape or regulate 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 sogial forees further changes in
these policies were made. In fact this is a continuous and agver ending p‘-rrcccT.
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When an economic policy evolves, it includes several aspects - the industrial, agricultural,
foreign investment, fiscal - especially taxation measures, market regulation, poverty, ete.
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
10 establish a Planning Commission to formulate programmes of development and to secure
their execution. (ii) Emphasis would be laid on production of capital equipment, of goods
satisfying the basic needs of the people and of export commodities. (iti} Since the
mechanism and resources of the government (at that time) could not permit it to enter the
industrial field as widely as desirable, the ability to achieve the maio objective determined
the immediats extent of government respousibifity and the limits of privats suterprise.
However, the Government desired that the staie shail play a progressively active role in the
development of indusiries. (iv) On the above consideration, thers will be state monopoly of
awneeship and production in industries like arms and ammun itioms, atomic energy, raliways
and vital defence indusivies. In coal, fron and stesh, aircrafl, ship-buiiding, telephonss,
telegraph and wireless apparatus {exciuding radios), mineral oils, sto. the new undertakings
will be in the public sector and, if necessary, co-pperation Trom the private sector may by

sought. (v} In the remaining indusiries, privaic enterprise will be permitted 1o contlnng ang
sxpand. (vi) Another 18 industries reguired govaminent rzpulations. The Resolation 2lso
priefly dealt with labour relations, taxation, adminisirstive details, industrial hewsing, tarkl
nolicies, ote, [t was proposed io review the policy after 10 years to make further decisions.

]

1a

The immediate steps taken to impiement the policy were; (i) the establishment of Fianning
Comumission; and (i) the passing of the Indusiries {Development and Regulation) Act,
1551, which iptroduced an industrial icensing sysiem ins the conmtry.

Tn addition to the Industrial Policy, later the Economic Objective Resolution was passed by
Parliamen: in December 1954, Tt declared a sociaiisiic pattern of society as the objestiveof
the country. The Resolution, besides recognizing the pecessity of a faster rate growith-and
an equitable distribution of income, waalth and opportuniiies, faid siress on the point that
‘wihe basic criterion for determining lines of advance must not be private profit, bt social
gain." Purther, the resolation clarified that "major decisions regarding significant socio-
cconomic relationships must be made by agencios informed by social purpose.” This part of
the resolution has been the basis for the government in taking imporiant S0Ci0-eCONGMIC
decisions for more than three decades since then.

“he first Five Year Plan 11951-56 also elaborated on this that "The system of private
enterprise will have to be very different from the one which now exists . . . Privaie industry
will have to fit into a scheme of national planning cqually with other sectors of national
zeonomy and will have to be so conducted as to satisfy the public at large, that it meets
social needs adequateiy' and avoids misdirection of national resourses as well as

exploitation or corruption”™.
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The revised Indusirial Policy Resolution announced in 1956 refiected tﬁe developments
during the intervening period and further strengthened the Governmeht's role in the
industrial growth. '

The Resolution of 1956 listed certain industries in Schedule A of the Resohution and
reserved them exclusively for development under Government sector. While any ‘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 government
participation. All the remaining 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 cpen to the government to enter this area 100. The areas demarcated were not
rigid and overlapping was to be permitted according to the merits of a case. In order to
rezlize these objectives, the Resolution stated that it was essential to accelerate the rate of
economic growth and speed up industrialization and, in particular, to devélop heavy -
industries and machine-making industries to expand the public sector and to puild up a
large and growing cooperative sector. It was emphasized that the government would
facilitate and encourage development of the industries Yisted in the third ¢ tegory in
accordance with the programmes 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 from aircraft to bread manufacturing.

Apart from the above, the Policy stated that “equally, it is urgent to reduce disparities in
income and wealth to prevent monopolies and the concentration of economic power in
different fields in the hands of a smal! number of individuals." The policy rcco'gnized the
adoption of the socialistic pattern of society as the national objective and stated that it shall
be achieved by expanding the public sector and imposing centrois over large| industrial
undertakings in the private sector. ‘

Looking back, some might feel that achievement of economic equality with the developed
nations of the world is only a propagandist goal. Instead, the pragraatic goal was growth as
far as it leads, to do better than in the 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 aniounced in December 1977.

The main thrust of the industrial policy announced in 1977 was on effective promotion of
cottage and small industrics widely dispersed in rural arcas and small towns.

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

Reservation for small-scale industries : The policy on the small-scale industries was
that whatever could be produced by smalt and cottage industries must only be so produced.
"For this purpose, an exhaustive analysis of industrial products has been made to identify
those items which arc 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 the requirements of the economy.
it must aise be ensured that production in this sector is economical and of acceptable
quality. '

The Tiny Seetor : Special attention will be given to units in the newly identified 'tiny'
sector - defined as units whose individual investment in machinery and equipment is up to
Rs.! lakh and which arc situated in towns with a population of less than 50,000 (according
to the 1971 census figures), and villages. (However, there was no specific reservation
policy on this sector). '

Khadi, Handloom and Cottage Industries : The policy did not go beyond promising
increased attention and new plans for the development of Khadi and Handloom cloth and
cottage industries under promotional guidance of the Khadi and Village Industries
Commission, It says that "the Goverament 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 io be developed as separate
agencies to deal with all requirements of small 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 aspects of the inductrial policy are more or less interrelated and deal with
the small-scale sector. o
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The Policy stated that the role of large-scale industries will be related to theﬂLprogﬂ'amme 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 general, 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, oi! refineries; (ii) 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 deirelopment 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 morganic chemicals.

While a certain measure of growth of existing enterprises is inevitable and also necessary
for the continued health of these enterprises, the growth of large industrial houses has been
disproportionate to the size of their internally generated resources and has he‘en 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 no& seeking -other
resources must be reversed. Since 1992 the trend seems to be to raise funds :more by equity
issues to the public. : |

The Government will regulate the activities of the large industrial houses through its
licensing policy to bring them in line with the country's socio-economic goals.

In order to ensure social accountability, the financial institutions whose support is vital for
setting up and running of large-scale enterprises will be expected to assume a mlore active
role in overseeing the activities of undertakings financed by them. They, in tyrn, are to

ensure that the management is increasingly professionalized and conforms tp national
priorities.

Location of Industries : The Government recognized the need for balanced regional
development. The 1977 policy states specifically that: :

) I
The government have decided that no more licences should be issued to new
industrial units within certain limits of large metropolitan cities having a population
of more than one million and urban areas with a population of more|than 5 lakh as
per the 1971 census. State governments and financial institutions will be requested fo
deny support to new industries in these areas such as those which do| not require an
industrial licence. The Government of India would also consider provigding assistance
to large existing industries which want to shift from congested metropolitan cities to
approved locations in backward arces, 5

-But in less than 3¢ months the then ruling party disintegrated and the Congréss Farty came
back to power. The Statement of Industriai Policy announced by the new Government in
July 1980 is as follows - '




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 foss of Rs. 32 crore in 1979-
80. It has to be identificd as the people’s sector and not as 'nobody's sector', as it was
rendered by the last government.

Secondly, a fairly positive recognition was given io the role of the private sector. The
statement admits that the private sector would be allowed to develop "in consonance with
the targets and objectives of national plans and policies." The growth of menopolistic
tendencies or concentration of economic power, however, will have to he 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 takh and for the ancillary unit from Rs. 15 lakh
to Rs. 25 lakh. The DIC scheme was reviewed and it was felt that it "has not produced
benefits commensurate with the expenditure incurred" ‘and, therefore, new effective
alternatives were to be planned.

Fourthly, the problem of development of backward regions was recognized and it was
stated that the new policy would aim at cconomic federalism by setting up nucleus plants in
each industrially backward district to generate as many ancillary, small and cottage units as
possible. '

Fifthly, the Statement recognized the importance of industry in creating a more favourable
balance of trade by catering to the ever-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 exciusively for purposes of export and for
allowing higher production for exploiting fully the emerging export opportunities. In a
number 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 technotogy and economies of scale. In cases where a
larger production base would ingrease the competitiveness of Indian industry abroad. the
povernment witl consider favourably the induction of advanced technology, and will permit
the creation of capacity large enough to make it competitive in world markets, provided
substantial exports are fikely. The purpose of introducing such a policy would be not only

to encourage exports but also to enable the industry 10 produce better quality products at

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

"Modernization packages' will be evelved fo suif the reguiremenis of czch-industry, and will
include all the relevant aspects. It wili alse be the government's endeavour to ensure that
the process of modernization percolates down to small units and the villages. With this end
in view, the government will review the present arrangements in terms of special facilities
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and incentives such as soft loans, estabiishment of proper hinkages in the field of marketing
and strengthening the credit facilities, particularly for the decentratized sector.

The Statement lays down that such industrial procasses and technologie.!s as would aim at
optimal utilization of energy or the exploration of alternative sources of‘energy, would be
given special assistance, including finance on concessional terms. Similarly, activities
whick have a direct bearing on and will contribute fo improved environment and reduce the
detrimental effects on pollution of air and water will also be made eligible for special
assistance on aprropriate terms.

Sixthly, in the case of existing sick undertakings that show adequate potentiaﬁli 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 voluntary mergers
of sick units with bealthy units which are capable of implementing. a viable revival
scheme." '

The salient features of this policy may be summarized as (j) rapid industriglization (ii)
revitatization of public sector industries (iif} regulation of large and monepoly industrial
houses (iv) support to small-scale units (v) encouragement for advancing the|technology,
research arg development (vi) balanced regional development in ndustrialization (vii)
specific efforts in controlling environmenial pollution and (viii} selective support for the
revival of sick industries, : '

Since 1990, with a change in the government at the centre, further changes, though nat
radically differens, are to be expected soon. It is a part of the economic admihistration in
India thar ‘simplifying' and ‘'streamlining’ of administrative procedures are frequently
resorted o, which in effect appear like changes in the policy or at least with their
implementation. With resource and administrative constraints on the increase, the industrial
policy is likely to remain a broad philosophy and its practical signiticance less distinct in
terms of the achievements. - ‘

Activity C

What are the main changes in the Industria] 'Licensing Policy of 19807
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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 titled as
~ 'Policy measures for the promotion of smali-scale industries 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 small-scale indusiries, agro-based industries, forsign investment,

collaboration and imports, location of indusirial units, certain exemptions in respect of

convertibility clauses inserted by Public Financial institutions, their loan agreements with
the industrial units borrowing from them, and further de-regulation. In all these aspects, one
may find a further liberalization of the controls.

Some of the specific measures spelt out in the Policy arc a3 follows:
1. The investment ceiiing in plant and mach-inery for small-scale industries (fixed in 1985)

has been raised from Rs. 35 lakh tc Rs. 60 iakh and correspondingly, for ancillary units
from Rs. 45 lakh to Rs. 75 lakh. In order to enable small-scale indusiries to play an

important role in the total export effort, such of the smali-scaie units which undertake to
export at least 30 per cent of the annual production by the third year will be permitied to

. siep up their investment in plant and machmery to Rs. 75 {akh.

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

5 lakh. However, with regard to their location, the population limit of 50,000 as per the /

1981 census continues to apply

3. A new scheme of Central Investment Subsidy exclusively for the ‘small-scale sector in
tural and backward areas capable of generatmg a higher level of employment ai lower
«capital cost would be introduced.

With a view to improving the competitiveness 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
technolog} development centre in Small Industries Development Corporatlon (SIDCO)

To ensure adequate and timely flow of credi¢ for the small-scale mdustnes a new. apex
bank known as Small Industries Development Bank of India (SIDBI). has already been
~ established in April 199¢. 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 establlshcd in SIDCO and staue dlrectorates of industries to assist women

enfreprencurs.
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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
requircment of obtaining licence/registration.

5. For the import of capital goods, the entrepreneurs would have entit[cmenl( to import up
to a landed value of 30 per cent of the total value of plant and machinery required for
the unii.

6. For imports of raw materials and components, imports will be permissible up to a landed
value of 30 per cent of the ex-factory value of annual production. The ex- -factory value
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,

-t

i respect of transfer of techniology, if import of technology is considered necessary by
the entrepreneur he can conclude an agreement with the collaborator, without obtatuing
any clearance from the Goverament provided that royalty payment docs not exceed five
per cent on domestic sales and cight per cent on exporks, If, however, lumpsum payment
is involved in the import of technology, the proposal will reguire Government clearance.
Keeping in view the need to aitract effective inflow of teahmﬂug}g foreign invesiment #p o
40 per cent of equity will be allowsd on an automatic basis. In such propdsals also, the
landed value of imporied capital goods shall not cxeeed 30 per cent of valug of plant azd
machinary.

8. The location policy would net be applied to such indusiries by the Cenire except for
location in and around 'm‘rmpoiitcm cities with population. above four millior. For these
cities, location will not be pennissible within 20 Km. caloulated from the periphery of
the metropolitan arca except in prior designated industrial ar@as:amd non-poiluting
industries such as elestronics, computer soffware and printing. It will be up to state
governments to regulate indusirial locations keeping in mind local conditions and
requirernents and their respective spatial Development Plans, and zoning and town
planning laws. Similarly, environmental clearance would have to be obtained from the
prescribed aathority at the State lavel.

9. Hundred per cent export-oriented units (EOUs) and units to bei set up in Export
Processing Zones (EPZs) are delicensed if the investment does not exceed Rs. 75 crore.

Such investrments shall be exempt from the convertibility clause appncﬂblf, to {“ma.ncmg oy
Indian financial institutions. ' :

10.Units set up by MRTP / FERA companies will also be covered by the progedures set out
above, but they will continue to need clearances under the provisions and|regulations of
these two Acis. : ' '




6.5 ECONOMIC POLICY AND LEGISLATION DURING
1951-91 '

The Industries (Development and Regulation) Act, 1951, through which the licensing
system is operated, in effect empowers the government io 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 certain cases and to
take over ihe 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 cxercising 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 iicensing 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. of Industrial
Intent Issued Licenses Issued

1978 440 348

1979 550 3635

1980 946 475

1981 516 476

1982 1,043 432

1983 1,005 1.075

1085-87 997 g82

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. Figures in brackets refcr to licenses for backward regions.

Source : The Economic Survey 1989-90, for 1987-88 and 1983-89 and RBI Reports en
Currency and Finance for earlier years. :

The criteria followed 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.
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REGULATION OF MONOPOLIES

One of the objectives of all the indusirial policies has been to restrict the growth of
monopolies. However there was no separate legislation to this effect foria long time. The

Industries (Developmens and Regulation) Act, 1951 though had this Objective, had no
specific provision to dea] with monopolies as such. As a result, il June 1976, it was only

the adminisirative ad hoc decisions and discretions that had some regilatory effect on

moncpolies or concentration of ownership. ft was on the findings of three officia! studies

followad by the Report of the Monopolies Inquiry Commission that the néed for a separate

law to tackle the probiem of concentration of wealth and monopoly power was felt and the -
Monopolies and Restrictive Trade Practices Act, 1969 (MRTP Act) camc into force on

June 1, 1970, '

. .

The preamble of the MRTP Act siates that it is an Act 1o provide that the operation of the
economic system does not result in the concentration of economic powa.é“ to the common
detrimerd, for the control of monopolies, for the prohibition of monopolistic and restrictive
trade practices and for matters connected therewith or incidentai thereto, |

The MRTP Act, broadly speaking, can be divided into two major parts. Th!e first part deals
with monopolies vis-a-vis the concentration of economic power, which is relevant here.
The second part deals with restrictive trade practices, monopolistic trade practices and
unfair trade practices and therefore are not discussed under Industrial Policy. The scheme
of the Act as far as the first major part is concerned is that monopolies ang industrial units
which are construed to have a concentration of economic or monopoly fpower are to be
identified. made to register themselves and their expansion, estab!i:fghmcnt of new
undertakings, diversification, mergers and amalgamations are to be subiested 1o approval
by the government. The directors of such orgenizations are also brought under some
scrutimy with reference 1o the number of direciorships held by them. In exceptional cases,
. the government may even force am industrial undertaking to divide ingto a number of
undertakings. The criterion to decide in aimost all cases involving the approval of the
government is public interest and what is prejudicial to public inferest is to !be disapproved.
The Act as one of its unique features, also provides a list of "matters to be considered by

the centrai government before according approval.” ,
:

PRIVATE FOREIGN INVESTMENT POLICY

A pelicy regarding participation of foreign capital was announced in !1'9499 after the
atnouncernent of the first Industrial Policy Resolution. The Industrial Policy Resoluticn of
1556 has noi changed the 1949 policy as far as foreign investments are concirned.
Accordingly, the objective is - :
"Utilization of foreign cepital in 4 most advantageous way to the coutltry, 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 because in many q'cas_es scientific;
technical and industrial knowledge and capital equipment can be secured along with
the foreign capital. This policy also broadly cutlined the couniry'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 government's industrial policy; and (ii) as
a rule, the major interest, ownership and sffective control of an undertaking should
be in Indian hands. The policy also gave assurances about the repatriation of profiis
and capital and equitable and fair compensation in the event of nationalization”.

All foreign investments and collaborations require the prior approva_i of the government.
The criteria laid down for screening each foreign investment proposal are not uniform. The
general policy has been fo restrict foreign investment or collaboration to those cases in
which technical 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 regulatiois, certain norms and principiés have been evolved
with regard to the terms of collaboration agreements. For instance, royalties are generally "
permitted to a maximum of 5 per cent of the net sales, subject to tax, and in majority
foreign capital participation, lower rates are generally prescribed. Similarly, royalty
agreements are generally not allowed to run for a period exceeding 10 years and any option
for renewal can only be exercised after obtaining 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 Regulation Act, 1973 (FERA), which replaces the
earlier Act of 1947, describes it, this Act was passed to consolidate and amend the law
regulating dealings affecting foreign exchange with a view 10 conserving the foreign
exchange resources of the country and the proper atilization thereof in the interests of the

reconomtic development of the country'. The Act broadly deals with :
_-:  assets held in India by noﬁ-residcntsé . |
. holding of immovable p;opexty outside In;iia;' |
- employment of foreign natiorials; |
- ¢stablishment of place_-of business in india; and
- acq.uisition., nolding, e_{c. of immovahlc property in India by non%residants.

The enactment of this legislation has far-reaching, implications for companies that have
hitherto been predominantly foreign-dwned or controlied 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 sharcholdings of
these companics will by itself resuli in a substantial ceduction in the foreign exchange
remittances out of India by way of dividends, apart from enabling a new larger participation
by Indian nationals in the share capital of such companies.

As has been expressly stated in Section 7 of the Act, any permission 0;" license 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 properfy accounted|for;

the foreign exchange resources of the country are utilized as best fo subeeribe the
common good; ‘

‘ |

- such other relevant factors as the circumstances of the case may require.

6.6 THE PUBLIC SECTOR DURING 1951-91

- |
In the changing scenario, the commanding heights of the Indian pubiic sectcr menoliths are
on the verge of collapse. The sector now is being thrown open to face domestic as well as
. |

global competition. , _ i

The public sector (in 1992-93) comprises 237 operating umnits, 131 profitable and 58
chronically sick. Due to socio-political reasons, the chronically sick units aﬁe kept running,
As per the latest available information, the profit making public sector companies together
made a profit of Rs. 7,346 crore. The gross margin of the. sector is around 11 ner cent. The
profitability of the sector has not improved over the last 10 years accnrdh}ng 1o the latest
Ecoromic Survey. In terms of profits, the top five companies in the public sector are Indian
Oil Corporation, NTPC, ONGC, MTNL and Steel Authority of India Ltd, Heavy capital

invesiment in the past combined with massive interest had burdened the gioss margins of

the sector.

The capacity utilisation of the manufacturing companies numbering 123 in tﬁe public sector
was around 75 per cent during 1992-93. The sectors fike steel, coal, power and petrolsum

have shown improvement with respect to capacity utilisation over the previous year.

TABLE - 6.2
PROFILE OF CENTRAL PSE'S
1981-82 199G-91 1661-92 1692.93
1. Operating Enterprises 188 236 237 237
Profitable Enterprises 104 123 133 131
Loss-making Enterprises - 83 i 192 1034
(Rs. CRORE) - . : ;
2. Capital employed 21935 102083 117983 139933
3. Net Profit 445 2272 2355 3396
(PER CENT) : ;
4. Ratio of net profit to 2.03 - 2.23 2.00 243
Capital emploved ' |
~ Source : E.T. Data Bank '95
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Activity D

Do you think that the present liberalisation policy intreduced by our Government is
justified? Give reasons, ' '

6.7 SUMMARY

In & period of ahout 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 outcomes were not satisfactory. This
attempt is felt in the policy of 1991 and almost a total reversal of the first policy may be
seen from the nexiyear. '

6.8 FURTHER READINGS

Ruddar Datt, KPM Sundaram, INDIAN ECONOMY, §. Chand & Company Lud., New
Delhi, 1995, . . o

6.9 SELF-ASSESSMENT TEST

1. Describe the rationale and objectives behind the Industrial Policy of 1956. .

2. "The Clonstitution and the Directive Principles of State Policy rerain the same but there
is a world of difference in the Government's role when considered in 1956 and 19917
Dnscuss. : '

3. Trace the changes in the official definitions of Smal! Scale Industry and tiny sector.

4. "Government's tightening of iis grip over the private secior .oniy_ 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 1991

- analyse the consequences of import substitution and policy of self-reliance.

comment on the structural weaknesses of India's external sector

state the problems faced by the public sector

discuss the important chénges that are introduced in the Industrial F;'olicy, 1990.
Structure

7.1 Intreduction

72 Economic Crisis of 1991 - Foreign Trade Situation

7.3 Consequences of Import - Substitution and Seif-Reliance-Policy
7.4 Foreign Debt-Debt Servicing Ratio

7.5 Exports Vis-a-vis Foreign Debt

.7'.6 Structural Weaknesses of India's External Sector

7.7 Public Sector and its Functioning

7.8 Rigid Labour Laws

7.9 Internal Indebtedness

7.10  Policy Changes after 1990-91

7.11  Summary _ :
712 Fu.rther Readings

7.13  Self-Assessment Test |

98




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 situation by the middle of 1991 had
become so critical that the country was almost on the brink of default. Foreign exchange
reserves of the country were barcly adequate to finance two weeks of imports. 4

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. S ' .

72 ECONOMIC CRISIS OF 1991 - FOREIGN TRADE
- SITUATION |

The deficits in balance of payments position started worsening du'ri'ng 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 invisibles were not adequate to
‘offset trade deficit. Hence a deficit of about Rs. 234 crore emerged in the current account.
Thus 197980 could be identified as the year of the beginning of economic crisis of 1991.
The bala_mce‘ of payments problems continued to plague Indian economy during the Sixth
Plan. The balance of payment problem that followed the second oil shock of 1979-80 .
* worsened considerably from 1980-81 onwards. The merchandise trade account continued to
show a large deficit with net invisible earnings playing 2 smaller role in financing this
deficit. On an average net invisibles neutralised over 60 per cent of trade deficit during the
Sixth Plan as a whole. The ratio of net invisible to trade deficit came down from 72 per cent
_in 1980-81 to 57 per cent in 1984-85. '

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 table depicts ';he
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

: i(Net})

* Rs. Crores
1985-86 - 9586 + 3630 - 5936
1986-87 - 9354 -+ 3523 - 3831
1987-88 - 9256 + 3004 - 6292
1988-89 - 13555 + 3145 -110410
1982-90 - - 12413 : + 1025 : -11388

: !
SOURCE : Economic Survey (1999-91) !

The mounting deficits in the foreign trade during 1985-86 to 1989-90 can b explained in
terms of spurt in trade deficits on the one hand and relative shrinkage in the pet invisibles
on the other. The trade deficit - GDP ratio increased from an average 3.4 p% cent during
the Sixth Plan to 3.7 per cent in the first year of the Seventh Plan i.e. 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 summed up as under - ‘

(1)The Policy of Import Liberalisation : The process of so called liberalisation of the
Import Policy regime was started way back in 1975-76 when the approach of Open
General License (OGL) was effectively introduced. It is sometimes. argued that impoit
liberalisation has come by way of an imposition of IMF iconditionality dn India. The
Import-Export policy of 1984-85 provided automatic and liberal access to actual users
for import of raw materials and components. The scope of imports of capital goods
under OGL was enlarged by adding 94 items of industrial machinery to this list. Liberal
imports of computer hardware, software etc. were aliowed. 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 under OGL. Import
liberalisation 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 materiais and components|under GGL.,
The quantum jump in imports has been partly the result of import liberalisation.

(2)The Policy of Techuological Upgradation : The Import-Export; Policy 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 llakh respectively
against REP additional licenses. The per unit value limit for import of capitil equipment
has been, enhanced from Rs. § lakh to Rs. 100 akh since it has a bearing ipon quality
and quantity of technical know-how and foreign consultancy under the technical
development fund. As a result of this policy of technological upgradation, |import bills
increased, causing deficit in trade balance. o '




(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 April- September 1992 compared to 45% during April-
September, 1991.° : .

(4) Sluggish Growth in Eiports : The slugglsh growth in exports durmg 1990 91 and
1991-92 has been due to recession in the major 1ndusmal economies and a v1rtua]
_coliapse of exports to the erstwhile Soviet Union.

(5) Protectionist Trends jn Internationai Trade : The growing trade deficits is the result
of sluggish growth in exports. The growth in exports does not show acceleration because
- of the restrictive trade pelicies being followed by an increasing number of countries.

- Causes for Deceleration in Invisible Surpiuses

Invisible surpluses have traditionally financed a large part of trade deficit. However, the
trend has been on the decline during [980-90 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 private iransfer receipts and increase in debt
servicing. The significant increase in debi-servicing has put a straia on India’s balance of

payments. The debt servicing has mcreased from 8.5% of current account receipts in 1979-
80 to 24% in 1991-92, : :

Iri the Seventh Plan {1985-86 to 1989-90) the current account deficit is estimatied to have .
averaged at 2.2% of GDP as against 1.3% during the Sixth Plan. The persistent external

pressure lowered the foreign exchange resources of, the country from Rs. 6816.8 crore in

1984-85 to Rs. 5787.2 crore in 1989-90.

In 1990-91 the curreit account deficit in the b&lance of payments was $ 7727 million which
formed 2.5 per cent of GDP. This sizable deficit could be attributed to decline in NR}
remittances from the Gulf region, decline in exports 10 the Gulf region and rise in import
bill of oil due to rise in the price of il in the wake of Gulf war. In 1991-92 thé 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 imporis to more normal levels. The deficit was financed through a combination of
traditional financing sources and exceptional financing.

The major problem faced in 1999-91 was how to finance the current account deficit. 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 cutrency assets of the Reserve Bank of Tndia stood at
US § 1.7 billion. This was desplte the drawal of our reserve tranche i in IMF of SDR 487
million. The low level of reserves in its turn triggered a number of consequenc_cs India's
Tesource to the commercial borcowing totally dried uwp as the credit rating agencies
downgraded India. Simultansously, 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 $ &
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" billion was easﬂy ﬁnaneed in 1988-89 a deﬁezt of $9.7 brlllon in 1990- 9[ became almost

. impossible to finance. The task before the Government was to explore means tq finance the -
- deficit. It was under these circumstances that Indla approaehed the IMF for an

accommodatlon

. The year 1991-92 begrn badly wrth a further deelme of reserves. The tasks before the

- government were to take slabs to bring about a sharp compression of 1mp0rt‘s on the one

hand and on the other, to find sourses of exceptional financing to mest the current account

deficit. A tlght moneiary policy was put in place. Severe import compressu‘m measures

~ which were adopted earlier continued o operate. For raising the needed reserves to meet

the current account deficit; unorthodox steps were taken, inchiding the pledge of gold. In

the meantime a stand-by arfangement with IMF was negotlated Steps were also taken to
obtain fast disbursing assistance from the World Bank, Asian- Development Ba\nk and some

L mdustrlal and forelgn investment. pollcres were s:multa'reously initiated.

bilateral donors. Adjustinents in the exchange rate, aiong with structural refoTns in trade,

7.3 CONSEQUENCFS OF IMPORT SUBSTITUTION AN])
o SELF-RELI AN(‘E POLICY = | \

" Prior to Jure 1991, most itemsof raw materials, intermediates, eomponents and capital |
goods were importable only against a license, and imports were typically subject to a very
high level of tariffs. The highly restrictive trade regime had become counter-productive. It .

- provided unduly hlgh protection for mdl,.stry in which high cost domestlc production was

too easily tolerated, in the name of import substitution and seif- reliance. The|result was a -

high cost structure which made it impossible to eompete in export market unléss supported
by large subsulles of one kmd oF another : Do

Not only were exports made rion- competltwe but the system also encouraged domestic

entrepreneurs to look inward in planning investments. Capacities were set up Tessennally to
meet domestic requirements with the expectation that imports would automati

:ally be shut -

out once the indigenous capacity was.available, despite high costs. Tnevitably Indian )
industry; especially the large corporate houses, did littie to develop an export strategy or to -

- actively explore niche markets in the world. It was- necessary to change the system

_, drastlcally if the blas agamst exports and other type of forergn exchange earnings was to be - '

" reduced. © _ - .
‘Actmty A

Examme .md comment on tl"e main trends in Indla s Forelgn Exchange reserves position.
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Activity B

© ‘What is 'Tmport - Substitution? .

- 74 FOREIGN DEBT - DEBT SERVICING RATIO |

Indian economy during 1950-51 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 1o 16%. During Seventh Plan
utilisation of extemal 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 external assistance had been utilised to finance the deficit in balance

of paymeuits. In 1991-92 total aid utilised was of the order of Rs. 1 1,615 crore. The share of
grants in aid utilisation was just 7.9%. B ‘ ‘ ‘

The problem of debt servicing is the most serious of all problems associated with external E
assistance. The term "debit servicing” refers to amortisation of loans and interest payments.
The amount of total debt servicing has risen from Rs. 2,523 crore in 1984-85 to Rs. 15,028
crore in 1991-92. During 1989-90 around 56% of external assistance was used towards the
servicing of past debt. Around 25% of the export earnings are drained out in the form of
debt servicing charges. - : T '

~ Foreign aid is always with strings. The advénced donor countries stipulate certain implicit
. or explicit conditions with the’ aid. The shrinking grants components in aid reduces the
- efficiency of aid. h o ' o

‘74 EXPORTS VIS-A-VIS FOREIGN DEBT

From the point of view of development, export trade plays the dynamic role of converting.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 bilis are paid from . .
current export earnings, and indirect where the imports are first financed by foreign loans
which are subsequently repaid from export earnings. ' R

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 s restricted to the market of the lender and
prices are more often likely (0 be marked up by the sellers in the lending country as they

know that the buyer has hardly ar_iy choice in the source of supply.
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However, in spite of the best efforts, it rriay not be possible fo_r a country in the early stages
of development to finance the needed imports entirely by exports. The developing country

* therefore has to seek foreign loans or foreign participation in investment activity. Loans

carry interest and the principal has to be repaid, while foreign participation in domestic

weonomic activity in which remittances of profits and eventual repatriation of capitai. All - '

{is ineans foreign exchange, which can only be acquired through increase in exports.

7%  STRUCTURAL WEAKNESSES OF INDIA'S. EXTERNAL
SECTOR . R |

¢

The following structural weaknesses of India's external sector are responsible for shuggish -

growih in her exports : -

(i) India's exports do net pick up in periods of boom conditions in the world economy to

" the same extent as the exports of many other competiiors. On the other haz‘id, ndia is -
- quick to pick up sluggishness in ¢xports in response to siuggishness in world trade much
" more ‘quickly than other exporters. It is evident from the fact that India's exports in

dolier terms - decelerated during 1990-S1, 1991-92 and 1992-93 when the developed

. econoruies were under the grip of recession. ' ‘ . o R

{ii)India's -exporis register a growth largely due to growih of iarket mther‘ﬁhan by the
extent of market penetration. The extent of market penetration depends upon the extent
of competitiveness of éxports. SR : ' '

The competitiveness of India's exports has not,'increéused due to Tow p_mdx.ctivity and
~ consequently high costs. The uncompetitiveness of Indian products could be attributed to

the growth of d_(_)mestic' industries under the umbrelle of protection. Howeve since July.
1991, reforms under the new Economic Policy have been effected -to imp‘ it inherent

~ competitive strength to the incustrial sector 1o expose it to the international ?ompetitiﬂn.
Rut to be competitive, the technological base of Indian economy has to be strengthened.

" Another important weakness of the external sector is the fack of export cultdm.[LIn fact high

type of export culture embra ses within its purview production of exportable goods of high -

quality, with proper nackaging, delivery schedules and after sales service etc. India suffers

a good deal in regard to her export image due 1o lack of export culture. The export culture.
" can be built up by an integrated approach to export promotion. An integrat d approach
 envisages competitive price, right quality, proper packaging, compliance ith 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 totaily Idiffﬁant type of

. products from the products produced for the domestic market. Since domestic ; arket is not

- quality conscious and the international market requires superior quality and teshnolo ically -
_ r 4ul P g ROIOY

latest vintage products, ii requires substantial product differentiation to 'pro‘ ote export.

The tariff’ and trade polices created business to the import of goods from Jeveloping
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 quality there was no compulsion on the part of Indian manufacturers .t improve
upon their product quality. ' ' ' IR :
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7.7 - PUBLIC SECTOR AND ITS FUNCTIONING

The number of central public 6nferprise? has risen from 163 in 1980-81 to 236 in 1989-90¢,
capital employed from Rs. 18,207 crore (o Rs. 19, 787 crore and turnover from Rs. 28,635
crore to Rs. 1,18,355 crore. They made 2 gross profit betore interest and tax of Rs. 11,353

crore in 1989-90 and they genmerated internal resources {gross) amaumirg to Rs. 11372
crore as compared to Rs. 1,223 crores in 1980-81.

t may be added that a maior portion of the public sector mrdustrial mvestment is in the
wtrastruciural industries and has supported and formed the basis of the country's indusirial
progress since the beginning of planning.

As can be seen from abave the growth of the public sectoris indead xmgzremwf: But the
success is quantitative and not gualitative. Qut of the 237 operating public enterprises, 102
enterprises incurred a total net loss of Rs. 3,674 crore in 1291-92. It is estimated that there
are 50 chronically sick public sector units, The aceumulated losses of those units sicod o
Ks. 6,367 crore af the end of March, 199G,

Some of the hmportant ressons responsible for the poor performance of the pub
erterprises are lack of ewmphasis on wrofitabihity, wisatisfactory losation, under-utilisation
of installed capacity, lack of technical feasibility, delay in project commissioning, lack of
professionalisation of management, defective staffing, recruitment and promotion policy,
lack of rational pricing policy, inetficient materials management, pﬂixucas interference, efo.

The profitability criterion was not gives a proper place. Scme of the persons whe
formulated the policy of these undertakings as well as those whe wers enirusted with
getting them up and with turning them played down the idea of profits and uvuduly
smphasised the welfare aspect. it is only recently that the profit aspect of staie enterprises
has been insisted upon.

Another unsatisfaciory feature of public underiakings is their uneconomic location. There is
a clamour for locating these undertakings in certain regions on the pait of the ruling party
bosses, influential persons and public ‘eadr:r:: The Economic Survey 1992-93 reveals that
the poor performance of Magatand Paper Project has been due 1o its inappropriaie locaticn.

Low utilisation of capacity has been a very ﬁmpﬁrtmt reason for the low profitability.
- Encrmous installed capacities have been created with the help of foreign credits and know-
how on easy terms, but of which fuller 1use has not been made. The phencmenon of under-
utilisation has arisen out of overestimating demand, administrative deficiencies, lack of
proper working techniques, labour troubles, failure io install balancing equipment Or
making technical improvement essential for fuller utilization of capacity.

Lack of Feasibility Study : The commitize on public underiakings in its thirteenih 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 ie pointed out that tenders were invited
without any project report in the case of Bombay Fertiliser Project, Hindustan Pesticides
and Indian Telephone Indusicies. ' ' '




It is mconcewable that a bnsiness pmjeet mvolvmg huge amounts shoul!d be lannched

- without essential preliminary. Delay in project commissioning was general
- an exception. It unnecessarily raised the cost of eonstruotlon and deprwe
" fruits of the project mueh longer than was necessary

f

a rule rather
people of the

Lack of professmnal management, defective staffing, recruitment and promotton policy

~have ‘also contributed to the inefficiency of public sector. Lack of . performance -
. aCCOLntabllll‘y has added to the problems. Political interference and lack of tonomy have’
' stgmﬁcantly eroded the desire of public sector to be v1brant : T'l I

o Large volumes (approxnmately Rs l 01 800 crore ‘as at the end of 199&-91) of pubhc“

resources are invested in the. public sector and measures to increase the e
public sector must have high priority in any reform effort. A few public

qf ciency of the
ctor units are. .

“doing well but there is little doubt that the sector as a whole has not gen;:ated adequate -
surpluses for reinvestmerit and too many enterprises are chronic loss makers, patting a-

heavy burden on the budget. These problems are commaon to most countrie

structural adjustment and all are taking corrective measures. Many

~ responded with aggressive privatisation programmes involving transfer of
‘the pnvate sector. Expilclt prwahsatlon of this sort is not bemg contemplateo

if rnany publ;c sector undertakmgs have been survwmg year after year g
losses it is because they are being subsidised by public exchequer. The bud
for loss making public sector is bemg phased out progressively. During the
support added upto 58.4% of the central pubilc enterprises plan outlays, w
“finlanced- from internal resources (36.7%) and budgetary resources (4. 9
- Seventh Plan, central budgetorv support-declined to. 40% and the affected pu
- had to bend for themselves. There has been a further decline in budgetary st
figures budgeted for 1992 93 belng just 18. 6% o

' The PSUs have also been told that in ﬁlture they will have to genefate reso
 tuture investment primarily through internal surpluses or by accessing the
agam puttmg a premium on efficneney and ﬁnancml liability.

' Aetw:ty C .

List out ﬁve public entcrpnses whichi are producmg goods and another fi
produomg services. '

s% going through
E:Juntr;es have

anagement to
in India. .

iespite" making
getary support
sixth plan this
ith tdhe balance.
6).. During the
blic enterprises .
Jppoit_With the

rees to finance
apital market,

ive er_lterprise's .




" Activity D

* Refer the latest Survey of Public Enterprises and pfepére a list of top ﬁve profit - _mé]dng -
and iop five loss - making uaits. - T cn ' ' S '

7.8 RIGID LABOUR LAWS

Because of the regulated and rigid lahour 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 betweezn the
management and labour and consequentty 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 lead to
harmonious industrial relations between the manageraent and employees.

7.9 INTERNAL INDEBTEDNESS

- Public debt can be classified as internal debt and external debt. The internal debt comprises
loans raised from private individuals as well as from financial and other institutions in the
counatry. The external debt consists of loans cbtained either from international financial
agencies or from foreign governments. ' ' ' '

Public debt comprises (i} permanent debt i.., 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
bills; (3i) floating debt i.e., largely treasury bills and (iii) external debts. All those items of

- 'public debt are marketable. = S o o

Besides marketable public débt, there are .other nou-marketable ‘obligations of the

Government of India. These inchide small savings, State Provideni Fund, PL-480 deposits,
income-tax, annuity deposits, Public Provident Fund etc., and balances in the various
reserve ‘funds and deposit accounts sucl: as depreciation and other reserve funds of

departmental undertakings like Railways, Post and Telegraphs, deposiis of local funds, civil

deposits, etc. These are other liabilities of the G'oyemment of India. . ’
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" of March 1988, A major part of the Siate debt liabiiities (Rs. 28,088 cr
end of March 1988) is accounted for by loans and’ advanccs from the C
 for planand nan—plan purposes

TABLE-7.2

PUBLIC DEBT OF INDIA - 1950-51 TO 1951-92 (SUM ARY) -
: . , s. Crores)

'1950-'5_1 i%o-m B ,'1981_4;2_ 198283] 199192

TInternal Debt 2022~ 3978 35726 46936 170104
(98.5) (84) (74) (774 (82.7)

' Externai Debt .~ 32 761 12358 13685 35501
- (1.5) (16). (26 . (226) - (17.3)
Total , | | R S
2,054 4,739 48,084 60,621 - 2,05,605

- Public Debt

The perceniage shares of two bmad components are indicated in brdckets below then' |

respective figures

' Tiie market loans and trcasury bitls have bern the fwo ph]ars on which th

Internal debt has resied.

: ’I_‘hc uut’standing debt liabiiitiés of state Governiments stood at Rs. 69,5

“Total interest payment on internal debt increased from Rs. 40 crore

32,500 crore in 1992-93. The growth in interest payment reﬂecta the gy

which itseif reflects the large ﬁsc‘al deficits.

e edifice of Indian .

7 crores at the end
e or 71.3% at the
entral Government

in 1950-51 to Rs.
3wing internal debt -

Currently India is devoting about 14% of its natiuhai- in:come for deb‘f sepvicing,

]ndlas posmon asa debtor to forelgn coumries is- notat all ﬂattermg

Because a substarhal pomon of the debt has been for unprociuctwe py

mean a burden on the com'num%y It leads o -nﬂatlonary pressures

krpt‘}ses, these loans

AT) ?OLECY CHANGES AF rm 1990-51

The. mdustl ial pulicy of 1991 abolished mduﬂrlai Hecensing for ﬁlf ;ﬁrojé

cts except for a few

indusiries related to secufity and. strategic concerns, hazardous chemicals end
o schemes such as
) registration: All
This policy also

environmental factors. This policy abolished: all existing registratio
Delicensed regastratlon Exempted indusirial registration and DGT
substantial cxpansmn of units would be emmpted from hcensmg




envisaged automatic clearance for the imports of- balﬁiia! goods, pi"'.
exchange requirements for such imports could be ensured through foreig,

This industrial policy permitted direct - foreign investment upto 51%.
industries. These included 34 broad areas. 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 industrics under Schedule-IIT (items reserved fo. omall 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 investmen;in 100 per cent export oriented units and aiso the scheme for the
revival of sick units by NRIs would continue.

The Trade Policy of 1991 freed import-export trade from the shackles of administrative
controls and licenses, linking all non-bulk and non-capital goods impotts to exports through
a market mechanism of freely tradable Exim scripts (Replenishment 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 procedures was éffected on September 4, 1991
when exports of 63 items, mostly chemicals and metal products, were decanalised.
Similarly 17 items were shifted from the existing list of items banned or restricted for
export to the OGL category. : S ' o ‘

The process of liberalisation culminated in a move towards privatisation of public . =~
enterprises. The Government decided to offer 20 per cent of its shareholding in “public
sector units to mutual funds, financial institutions and the generai public. ‘
The liberalisation process moved forward in the course of the year 1992. The Liberalised o
Exchange Rate Exchange Management System (I.LEREMS) was introduced on March 3, ‘
1992 to replace Exim scripts. Under LEREMS, 60 per cent of export carnings 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 th

free market rate and hawala rates of exchange to sround 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 duties to 110
per cent o make Indian goods competitive 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




Pietermined by RBI. In September 1992, the Government of India opened the -
pital market to foreign institutional investors (FIis), such as mutual fuids, pension

; investment trusts and asset management compames All these concessions will help
g!oba[ase [ndian economy. . : : ‘

The capital market reforms in 1992 were designed to make financial system oﬁ the country
work with least possible restrictions. The Capitai Tssues (Control) Act, 1947 was repealed
in May 1992. The companies were made fre¢ to approach the capital market w1th0ut prior
permission from the Government subject to getting offer documents cleared Qy Securities
* and. Exchange Board of India (SFBL} control over price and premium fixation has also
“been removed and most issuing companies are free to fix the price of thelr securities for '
public as well as rights issue. : _ 5 '

In pursuance of the recommendatlons of* the NaraSImham Commlf‘[ee the RB]] has framed
new guideiines to govern entry of new private sector banks to make banking ‘seeter more
competitive Banks have been given freedom to rati ona‘lise their existing braneh network.

The liberalisation process in 1992 was accompanied by certain strategic reforms in the

public sector. The sick public sector units are {o be referred to the Board for Industual 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 accountablhty through prwate'
sector participation.

In 1993, 1he Tndian economy was further. llberahsed to expose it to domestic! and foreign
competition. The Foreign Exchange Regulatlon Act (FERA) 1973 was liberahsed through
an ordinance on January 9, 1993. As a result of this, compames with more, than 40 per cent
of foreign equity are now to be treated on par with fully Indian owned companies. The .'
FERA companies have been exempted fror restrictions on the estabhshment of branches

- and acquisition of apy company in India in business other than agriculture an plantatlons
Indian companies and Indian nationals are now allowed to start joint ventures abroad. All
these liberal measures would help to globahse hdlan economy.

In 1993 Bl,dget of the Government of India the LI RMS, that is, partial convertiblhty of
rupee was replaced by the unified Exchange Rate System, that is full convertiblhty of
rupee, Effective. from March 2, 1993 the export earnings and inward remlttanees will be
“converted into rupee at market - determined exchange rates. Alsc all fereugn payment on
current account shall be at the market determined exchange rate. The new exehanoe raie
system will also help to globalise the Indian economy. ' }
The 1993-94- Union Budget has scaled down the maximur import duties on E number of
commodities to transform high cost Indian econcmy tc a conmpetitive economy both
: domestleally and mtematlonally ' ‘
|
|
|




Activity

What are the main changes inirodused by the Foreign Investment Policy, 1992.

711 SUMMARY

For a developing country like India, foreign exchange is one of the very important
resources. But the country's balance of trade position started worsening during Sixih Plan
and intensified to some extent during the last four years of the Seventh Plan. Liberalisation
of imports, technological upgradation, growth in bulk imports, sluggish growth in exports
are some of the important reasons for jncrease in trade deficits. Failure of the Indian
products to meet the infernational quality standards is also one more reason for decrease in
surplus, ‘ '

Even though the Indian public sector is very big, most of the public sector units are not
being run efficiently. Lack of emphasis on profitability, lack of professional managermient,
defective staff recruitment and promotion policy, political interference are some of the
most important reasons for the pocr performance of public enterprises. The process of
liberalisation, introduced with the Industrial Policy of 1991, cuiminated in 2 move towards
 privatization of public enterprises, in addition to the introduction of certain strategic
reforms for improving the functioning of public enterprises. ' : '

7.12 FURTHER READINGS

Ahmed Jaleel, 1983, Foreign Trade and Balance of Payments ' in India's Economic
Problems, (ed) J.S. Uppal, Tata Mc Graw Hili Publishing Company Limited, New
Deihi. ' : '

Government of India - Planning Cominission : Seventh Five Year Plan 1985-20, Vol.I.

Reserve Bank of India : Report on Currency and Finance {Latest)

Economic Survey.
Annual Survey of Industiies.

Annual Report on Public Sector Undertakings
(Public Enterprise Survey).

7.13 SELF-ASSESSMENT TEST

Treat each one of thie objectives given as 2 separate question and try to answer it briefly.
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UNIT 8 :NEW ECONOMIC POLECY

()bjectwe.-s Lo
Aﬁer studymg thls umt you should be_able to
| ‘ .- understand tne compo.nen.ts of EC()HOH]IC Po.iicy
) _'—'ﬁﬁd éut .then_éed fbr New Economic Policy (:NEP)": o

- explam the COn.ditIOI}S prevailmg in indlan economy befme the announqement-of '
NEP o : : . B

- ciassify the main areas of NEP -

- 'ﬁééess the_;imﬁact_of NEP -objéélively

Strutture
81 lﬁtrodﬁctio‘n
82 Comppneﬁ_ts caf_ Ei:ondmic_ Policy

83 . Need for New _Economic‘Policy o

84 New Economic Policy, 1991

‘8.5 - _New Ecoﬁomw Poi cy - Main RufOfl'ﬂS o
&6 - New Evonomu, Po]rcy An A‘;sessment .
87 ) r'Summary | | _

8.'8_: ! Annexlk& IE. C

89 Further IRea;;liiia.gs :

. 8.10 - '_Sel_fm Aszses‘émén{ Test_ _

81 INTR@DIUCTE_ON =

: Thc* basic prob!mn of an cconomm soc:ety is hamessmg the scarce resources available in

such a way as to satisfy as many wants as possible. The economic problem is. esgentially -

that of the optimal allocation of resources. It ‘basically relate:, to the necessity of choosing '
what, how, and for whom to produce, and how to achieve economic growth and maximise
welfare, Hence, the main problem faced by an economic society is'to chart a course of
-action to utilise the limiited means in a manner prewousiy decided upon. This|charting leads .
“to different types of mechanism to solve the economic problem dependmg upon the social .
and pol itical structure tof a socnety : L
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8.2 COMPONENTS OF EQ@N@%&IC POLICY
The Economic Policy of any cougtry (..:.ov‘e'fs the follqwling_ impﬁrté.nt areas ;

i) FEconomic syseem . . e
. i) Ecomomic planning. policy statements and programmes  © e

iii) Economic sontrols, regulation and legislatiogh o '

iv) Role of public and private sectors :

v) Foreign coliaboration, invesiment and trade

vi) Role of small scale sector. .

vii} Trade Policy, Monetary Policy and Fiscal Policy
viii} Policy on Labour : o

ix) Policy on Agricuitare _

i) Ecenonic Bystere

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 Frof. Haim "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 problam for an economy is o provide answers tc the. following three.
fundamental questions. " - -

a. What to pmdz}ce‘? : What type of goods should be produced from the given limited_
resources and in what quantities? S :

b. How to Produce? : How these .cieriyed' goods shall be produced i.e., who shall produce
them, what shall be produced and what methods shall be adopted? _

c. For Whom io Produce? : For whom and how these goods shali be distributed? - ‘

The above questions would be decided with reference to the nature of economy as to

 whether it is a capitalist economy, or a socialist economy or a mixed économy. 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 econemic 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 allocation of resources ameng various aiternative uses, fixation of prices, and
direction and determination of input and output will be tackled, ‘would depend upon the

' particular type of economic system which is adopted by a particular covntry.

ii) Economic Planning, ?olicy Statements and ngrg_mmes

.

" Economic growth fostered under planning musi be p‘e‘rceptiblé because very slow and

imperceptible changes cannot catch the imagination of the people. What an unplanned
society achieves over a.long period, = planned society should be able to achieve in a short
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period. This fact alone can establish the faith of the commumty in plannmg as|a lever or
socml and economic change . ' Lo

Planned economic development by its very nature 1mp11ed govemment regulation of the
~ market mechamsm and control over free private enterprise. The successive Five Vear Plans

in India are formulated in accordance with the Policy Resolutions taken and statements

made from time to time. The instraments of policy consisted- of both direct and indirect
-measures to influence and regulate economic activities in particular sectors or sub-sectors,

; Pohcles govemmg the regulatlon of trade and mdustry in different respects were laid down _
in Industrial Policy Resolutions Statements, monetary, fiscal policies and export-import

policies. Changes in the economic environment required changes to be imade in these

policies from time to time. New laws were required to be enacted and amendments made in

the existing taws so as to enable the Goverriment to introduce new measutes or to set up

. appropriate regulatory agencies. Issue of administrative orders along T“h rules and -

regulations also provided the basis for différent measures of control.

The Directive Principles of State Policy laid down in the Constitution also had a significant
~ bearing on the government regulatory policies. The Directive Principles of our Constitution
laid down : "The Staté shall, in particular, dlrect its- policy towards securing |- (a) that -
citizens, men and women equally, have the rlght to an adequate means of livelihood; (b)
that the ownershtp and control of the resources of the community are so distributed as best
- to subserve the common good; (c) that the operation of the economic system does not result
in the concentration of wealth and means of productlon to the common detnment‘ A

Industrial Policy as an important document portrays wide canvas and sets! tone for
1mplementmg promononal and regulatozy roles of the government. This policy spells out
the governmenti poltcy towards the establishment, growth and management of the industry.
- The policy also indicates the respective areas of the pubiic, private, joint and co-operative
- sectors as also of the large, medium and small scale sectors. It also |spells out the
govemment's polley towards foreign coltaboratton and mvestment and Ieglsl ation.

ifi) Economlc Control and Reguiatlon

The govemment regu]atmn of business refers to all measures and mstrumentaltatltes Wthh
are aimed at defining and laying down the limits of private enterprise and private efforts.
For example, in our country the goveriment control and regulatlon over buginess has
assumed the following forms, : : '

- - .').

1. Econom ic planmng to regulate mvestment actlwty by the prwate enterprise

2. Industl ial pohcy to determme priorities of different segments of the economy.

3 Regulatlon of mvestment location, size etc., of business undertakmos through licensing
under Tndustr:es (Development and Regulation) Act, 1951,

4. Regulation of costs and pri‘ces of industrial pr_od_Upe through tariff policy. | -

5. Regttl_ation of monopolistic and i'estrictive trede'practices throltgh MRTthct, 1969.




6. Regulation of management in ¢ rporate sector through the provisiohs of the Companies
Act, 1956, - ' : '

7. Regulation of working' and living conditions of workers, industrial relations,_ ete.
through labc::r legislations like Factories Act, 1948, Industrial Disputes Act, 1947, etc, -

8. Regulation of specific bus'in'ess act\ivitif.is like speculation in éhares and cd_mmoditi'es,
* capital issues, imports and exports, foreign exchange, etc.; through legislations. like
Securities (Contracts) Act, 1956, FERA, 1973, SEBI Act, 1992. o

'iv) Role of Pablic and Private Sectors

Another important component of economic policy 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? : :

¢. To what extent should the State check the distortions m investment decisions arising out
of private sector interests going against the public sector?

Although-the public sector in mixed céonomy wais_ conceived of as a'major partner in the
process of development, the private sector was to be permitted to exist and supplement the
efforts of the public sector within the overall framework laid down for the economy.,

v) Foreign Collaboration and Investment

Foreign capital and collaboration are vital for the acceleration of growth mechanism and in
fact international capital movements-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 S_eétor

"Small is beautiful", argues E.F. Schumacher. The need _fpr national policy for the.
- development of small scale industries arises because they provide immediate large-iscale
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 entei'prise operate, is - significantly

influenced by the trade, fiscal and monetary policies of the Government.
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. - fair dealing by management with the workers, join consultation ai ail- levels,

Government uses the Trade Pohey as part of its general economic pollcy to develop the

country and. to dwersafy the economy:. It also takes thé form of orgamcnng inte
trade and bilateral and multi-lateral trade agreements. The policy also takes into act

form of export promotlon through import liberalisation. The trade policy of a «country has -

‘tremendous impact on the economic. development and sometimes it may over
country into debt trap (Exampies Branl Memeo etc. )

Monetary Polley refers to the use of mstrument:, w1thm the eontrol of the Central
influence the level of aggregate demand for goods and services or to influence the 1
certain sectors of the economy. The primary objective of the monefary policy is to

rnational
ount the

lead the
Bank to

rends in
mnaintain

domestle price stability and exchange rate stability. It may. have other objeemves like

‘promotion of SGCldl justlee expansnon of growth ete,

-

e

The Fiscal Policy of the Government is concerned with raising revenue thmug}

‘taxation

‘and other means and decxdmg on the level and pattern of expenditure. It will have

' repercuss:ons on the whole economy, affecting the prime level, the fevels of jndustrial - -

_activity, employment, fi nancial resources and purchasing power of the people. A close co-
ordination of trade, monetary and fiscal policies is necessary for smooth operatlc ns of the

_economy, more partlen!driy the busmess sector.

: vm) Labour Pollcy

AL

The existence of good human relatsons orgamsed labour movement, eollectwe bau'gammg,‘

necessary for the establishment and maintenance of harmonious industrial relations. The
labour policy of the sovernment has to facilitate the pursuanee of the dlrectlve prlncm!es- -

embodled in the Constltutlon

However, lhe success of labour policy depends upon the na’t:onal wage ]JOlle A

‘wage policy is in effect, an essay in balancing sectlonal interests and in reconciling them
with national interests 1o the greatest extent possible.. A wage polaey aims at inposing a
discipline on-all wage payments in . the economy so that excessive, :nadequete,' or.
inappropriate wage payments may not come in the ‘way of the fulfillment of the ¢ bjectives,.

economic and social, which the country has set. for 1tself in pursust of Jeadv
development ' ‘ —

lx) Agru.ulture Pollcy

. Agl u:ultu:e forms the baekboqe of the- Indlan economy Even today agrlculture is ‘the
" . source of livelihood for around: 70 per cent of the population in the country and this sector
“accouints for about 30 per cent Gross Domestic Product {GDP). No strategy of|economic

- reform and regeneration _in India can t,ueeeed wnthout sustained and bnoad based

5

agrlcuiturel development.

- oas T

efc., are -

national

national



Activity A

The Indian economy is moving from mixed ecbﬁomy to market economy, Do you agree on
the need for this shift? If so, state the reasons. _ . . ' '

83 NEEDFOR NEW ECONOMIC POLICY

The development strategy which has been adopted after Independence by the governmeni
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, o :

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 liberalisation, because experience suggests that
the institutional context within -which policies are implemented in as important to their
success or failure as the policies themselves. A quick review of the economic systems in
East Asian countries (Ex. China, Indonesia, Korea, Thailand, Malaysia) would suggest that
in most of them, in the initial stages, the Government intervened systematically, in one
form or the other and through regulatory channels to foster development. Their spectacular
success should be attributed, at feast in part, to such policy interventions.

Our country also foilowed an interventionist policy which, unfortunately, degenerated into
a rigid regulatory and control syndrome. While the East Asian economies changed their
policies in line with the changed circumstances, our successive governments insisted on a
strict adherence to old policies even 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 commodities 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, ‘ '

117




Activity B-

_-i1.. Have-you-or any or persons known to you ‘ever faced any dlff' cu]ty in petting your/his. -

work attended to by any Government Department’? Explam

8.5 NEW ECONOMIC POLICY 1991

' -Ob]ectlves PR

. The Govemment headed by Mr. P.V. Naras:mha Rao announced a new economtc po]tcy on
~24th July 1991; which seeks to drasttcatly alter the economlc scenario in our country The

: basu: reason’ behmd the reforms is to accelerate the pace of deve]opment and to make the

Lin due .course, .

- these measures would place the’ country amongst h:gh performmg economles whtch started
-off at.a much lower. lével of ‘economic development in the reeent past but which

subsequently -achieved ‘€conomic mtracles The majof reforms among these related to :
industrial policy and industrial Ilcensmg, devaluatton and partial convertibility of the rupee,

“trade policy, - reduction of fiscal deficit, ‘measures to reduce Ainflationary pressures,
-simplification of bureaucratic controls and procedures llberahsatlon of fordtgn investment

norms, relaxation of controls on lmport of forelgn technology, changes in F ERA and MRTP

Act. These were accompanied by abolition of the controllmg ofﬁces like. Controller of
" -Capital Issues  and Chief Controller of Imports and Exports armmg SEBI wth__su_hstan_tla]
-powers and publrc sector dlsmvestment etc - '

“the new economic pollcys thrust will be to increase. the eff' clency and internatignal
competitiveness of industrial productton to' utr i "for'ei‘g‘n stment and chnology. to a
much greater degree than in the past; to° unprove the’ performance and _rattod‘ah'se the scope
of the: public sector, andto-reform and modeniise the financial sector so that it can. more
efficiently" serve the needs of the economy" "The ob_|ect1ves of the NEP. can be brteﬂy 'stated
asfol]own e

Accordmg to the memorandum submttted by Mr. Manmohan Smgh the F1EﬁcexMinister :

a_tlon of [ndtan economtc system i

i Increasmg the competitiveness of Indian: mdustrtes,
13 Privatisation of public sector undertakings;

4. Development of indigenous technology; and ' -

~ 5. Linking the Indian economy to the global market so as to acqutre the ability to pay

for imports, and to make us less dependent on aid. '

s




8.6 NEW ECONOMIC POLICY - MAIN REFORMS

The Government announced in 1991 a series of initiatives in respect of policies relating to |
the _fpl}owing ACBS . o R S T e e
- Industrial Policy Reforms =~

. Public Sector Reforms =

. Financial Sector Reforms

- Fiscal Policy Reforms .~ .. = .

. Social Policy Reforms , . .

. Trade Policy Reforms P
- Foreign Investment Policy Reforms , . .. .-

. Legislative Reforms =~ '

. Small Sector Reforms

D 00 ~1TCh W B ) b

@l_ong_ with other economic reforms, the policy papkage,éovered the following reforms : -
- . 'A.Industrial Licensing . . - . -
" B. Foreign Investment e
'C.Foreign Technology Agreements. .
' D. Public Sector Policy .
E.MRTP Act .

1. Industrial Policy, 1991
‘The Ipdust_ri._al Policy :s_o'lution ___1':95_6_: ér__1__d’ i:n_du_strial pbliéy.statementé_.-of._]'até yea;s .were
amended on the following lines: ., ' '

4, De-reservation of Industries : The Government.reserved 17 industries exclusively for
public sector through the Industrial Policy Resolution,. 1956 and the same remained without
any change even in the subsequent industrial policy statements. The present policy brought
down the reserved list to 6 (see-Annex I). Among the industries dereserved are core
industries like iron and steel, electricity, 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 Li_ceq_sing Dol

1. The industrial .policy abolished licensing, for - all, industries except .for 15 specified
 industries which will continue to be subject to.compulsory licensing for reasons related
to security and strategic concerns, social reasons, hazardous chemicals and overriding

. environmental reasons and i-_t_ems of elitist consumption (see Annex-II). - ..~ .

2. In locations other than cities of more than 1 million_populations, there will .be no |
requircmient of obtaining industrial.approvals from the. Central Government except for

. industries subject 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 outside 25 kms of the periphery, except in
prior designated industrial areas. ' : : )




3. Existing units will be provided a new broad banding _f_acility to enable thé:m to: produce
any article without additional investment. ‘

4. The exemption from licensing will-apply to all substantial expansions of existing units.

5. The mandatory convertlblllty clause will no longer be apphcable for term loans from the
financial institutions for new prOJects '

The exemption from licensing and deletion of mandatory clause of financial iirlst_itutions are
- expected to be particularly helpful to many dynamic small and medium entrepreneurs who
have been unnecessarily hampered by the llcensmg system. The economy would benefit by
_becommg more competltlve more efficient and more modern. :

2 Publlc Sector

In the framework of the New Economic Policy, Public Sector industry has been given an
" important role as an autonorzous, competitive and efficient sector, to provide essential
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 arid proposes a
major public sector reform initiative. The: mltlatlve will consist of the following i tegrated
strategies : :

a. Restructuring involving modernisation, rationalisation of t,apacity, product-mix
changes, selective exit and privatisation is needed on a massive scale make public
enterprise viable, efficient and competltwe

b. Autonomy and performance accountability of public enterprises are cri}ticaltto-make _
~ them a dynamic force. The system of Memorandum of Understanding (MOU) between
administrative ministries and public enterprises which has been launched in the| Seventh
Plan has these objectives in its design. However, its effectiveness needs to be.improved.

¢. Changes in management practices at specific enterprise level to promote e |c1ency,
dynamic leadershlp, resourcefulness and innovation are needed. '

d. State level public enterprises have serious probiems. Govemmen‘t_a'l interference, lack of
professionatism 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 Governments to promote reforms in them. '

e. In the changing economic environment, technelogy will be a major tool to improve '
competitiveness. and efficiency of pubilc enterprises: Their capability 'n the s here. of
development and use of technology effectively or to integrate technology'in their
corporate strategies {expansion, diversification, marketmg etc.) is weak now. The new
reform initiative needs to address this through building up'of active linkage amorg R &
D laboratories, educational institutions and public enterprises. This ig vital in the
emerging inter-dependent and globalising economic environment. ‘




f. The orgamsatlon of Govemment (Ministries and Agencles) for public sector has
historically grown in a certain pattern. Presently many regulatlons (price, distribuition,
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 enterprlses

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 Competifive : 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 forelgn companies

have now become possible. Thus the thrust of the policy is to make the publ:c sector
efficient and competitive. o _ Sl

“(ii)Review of Portfolic 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 sclective basis. Similarly, the publlc sector will also be allowed entry in areas not
reserved for it. | '

(iii) Rehabilitation Scheme for Sick Public Enterprises : Public enterprises which are
chromually sick w1ll be referred to the Board for Industrial and Financial Reconstruction
(BIFR) or other high level institutions. for the formulation of revival/rehabilitation
schemes. A social security mechanism will be created for protecting the interests of
workers likely to be affected by such rehabilitation:

(iv) Disinvestment of Shares : To rise resources and encourage wider public participation,
a part of the government's share holding m the public sector would be oﬂ’ered to
ﬁnancnal institutions, mutual funds, general public and workers. -

(v)Professionalisation of Management 3 Boards of public sector companies would be
made more professional and given greater powers.

(vi)Performance Improvement : For the purpose of performance improvement,-
managemernts would be granted greater autonomy. There will be a gredter 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 India 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




Commlttee the Government brought the reforms in the f nanctal sector 1n_‘.t_h:e _'f_ollo_wing, :
areas : o : . T A

i;_Reforms relating to Commercial Baniks, © " "
-a: Statutory quuldlty Ratio (SLR)
b Cash Reserve Ratio (CRR) _ - ‘ T
c. Interest Rate Structure - SRRV BN PR

" d. Structural Organisation of Banks.
e. Settmg—up of Asset Reeonstrueuon Fund.

1. Reforms relatm gto Development of Fmancral Inst1tutlons (DFIs)

Reforms of Money and Capltal Markets ln lndla

DT e

_The reforms relatlng to fi nanc1al sector are dlseussed elaborately‘in Block-IV Unit-12. -
4, Reforms relatlng to Flseal Pollcy _

The reforms in: th1s area are armed at moving towards a s:mple system of taxatron wrth

- moderate:rates, few exemptrons and a w1de tax base The followmg are. the steps taken for
brmgmg reforms ifi this area. -

v

a. The Central Government through the Budgets sought to resiore fiscal ba]ance by :
brmglng the deﬁc it down to 6% of Gross Domestle Produet (GDP) N

b In regard to both exciseé and customs, there has been a drast1c cut in the number of end
“-use notifications, which will greatly reduce the’ possrbll:ty of dlsputes and the cope. for Y
discretion. Besides, the number of rate categories was sharply reduced, the peak rates
_were brought: down and a significant switch over was effected from s elﬂc to.
advalorem duties to' strengthen built-in revenue elast1e1ty The system of- credrt or taxes
'paid ‘on inputs, calted MODVAT, was extended to cover petroleum and capl 1 goods _
These changes in commodrty taxation’ have brought MODVAT closer té a VAT type
system, and will facilitate the eventual introduction of a full-ﬂedged Value Ad Jed Tax.
- A’miodest beginfiing' was 'also made i in extendmg mdlrect taxatlon to servrceus”_s_ueh‘_ as
telephones non-life i insurance and stoek brokers: B

¢. In the area of direct taxes many reforms were brought 1n the area of personal ln_;_: ome t_ax,
non-rez.ldent mvestments and corporate tax : : N

Thus a number of mi¢asures have been’ taken mamly based’ on the recommendatlons of Tax

Reforms (,omrnlttee headed by RaJa J Chellalah to s1mphfy the tax structure : nd wrden the
tax base. - " ’

5. Social Policies

The Govemment through its economic policy tr1ed to bring ehanges even in [social sector
In‘this ditection the’ government has prov1ded for' hlgh utlays on elementary educanon
rural ‘drinking” water supply, assistance to*$mall and margmal farrners ‘programmes for
women and ehtldren programmes for the Welfare of the socrety, as wel] |as lncreased )




-spending on infrastructure and employment creation pro_]ectsmthe mral areas. The other
‘measures taken by the Government in‘this area include the following: ~ = '

a.

6.

National Renewal Fund : The Guvemméﬁti'\}vi‘iﬁ:“théz' help of the World Bank ér":'e_":dte.d 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 “undértaken in the country. The Fund is being

financed by procéeds of sale of public sector equity and contribution from 'mu_lti]a_tel_'z‘il

. and bilateral donors. -

* The main objectives of NRF are : (i) to provide assistance to cover costs of retraining
and redeployment of employees - ‘resulting  from 'mbdemi‘s_atibn',' technology
upgradation and industrial restructuring; (i1} 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

- Workers. o R S e L

. The Public Distribution System has been stfehg__theﬁéd and.exp'a-r'idgd 1n :'1_,’)'_'()0 sﬁécially '

identified backWa_rd blocks.

Expenditure on the social sectors, 'includiﬁ_g 'i‘ural'.devel(jpmen't, health an_d_' 'e'd_ucation
which had to be restrained in the first year of the reform because of the severity of the
fiscal crisis, has béen substantially stepped up in the Budgets for 1993-94 and later,

reflecting the improvement in the fiscal sitvation. -

Trade Policy and Reforms

The Government brought more reforms in this area than in any other area. The government
announced a new trade policy widening the replenishment license system into a broad
based sysiem of incentive licenses (Exim scrips) given to exporters, then moving to a dual
‘exchange rate- (i.e. partial ‘convertibility of rupee) with elimination of most licensing
‘controls except on- consumer goods, and finally moving to the present unified exchange

rate. The reforms in this area include :

..

Import control through licensing has been virtually abolished. ‘Except for consumer
goods which remain restricted, almost all items of capital goods, raw materials,

“intermeadiates etc., can be freely imported subject only to payment of customs duties,

. Import duties have been, reduced in stages with the maximum duty lowered to 150 per

-+ cent in July 1991; 110 per cent in Februaty 1992 and 50 pér 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 certajn project
imports, though certain types of machinery attract highef"dﬂty_’rz_l_tes._ ' C
Liberalisation of imports of gold and silver has considerably reduced the ificentive for
stiuggling, © ¢ 0 oeo e T R
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d. The exchange rate of the rupee is today determmed by demand and supply conditions'_in _

" the foreign exchange markets
7. Foreign Investment and Collabofation

The government announce a new pol:cy deSIgned to attract mvestment in larger volumes by
s1mphfymg the rules and procedures and makmg the terms offered to foreign .investors
more in line with current ‘practices all over the world These measures include - the
following,

a. Foreigh Investiment : To attract foreign inve'stm_ent.in_hi(gh, priority'indﬁstrie
* large investments and advanced technology, direct foreign investments upto 31 .per cent

foreign equity shall be given approval. The industries eligible for such foreign -
investment are those included. in Annexure to the Industucs (Devel pment &

Regulation) Act, 1951,

b. Forelgn Technolugy Agreements 1 With a view to injecting the desire Jevel of
technological dynamism in Indian industry, automatic permission will be given for
foreign technology agreements in high priority industries included in Annexure II upto a

lump-sum payment of Re 1 crore, 5 per cent ro‘yalty for domestic salei. and |8 per cent .

be provided to other industries as well if such agreements do not require the :
- of foreign exchange. All other proposals will need specific approval under
‘procedures in force. No permission will be necessary for hlrmg of forelgn t chmcmns
forelgrl testmg of indigenously developed technologies. - :

In respect of industries other than those in Annexure 11, automatic permission will be

given subject to the same gmdelmes as above 1f no free foreign exchange is-required for
_any payments :

c. Forelgn Investmel'lt' Promotion Board : The Government constitute Foreign
Investment Promotion Board (FIPB) as a single window' organisation to clear. all
proposals relating to foreign inveéstment expeditiously. '

d. The Government of India. has joined as a raember of the Multilateral [nvestment
 Guarantee Agency (MIGA) alongwith many other deve!opmg countries in promoting

o fOI’ClgI’l 1nvestment

8. Legisl‘ative Reforms .

In order to bring changes announced' in the new economic policy, the Government amended

the following important economic legi_sletions.'

I. MRTP Act, 1969 : To give effect to the industrial 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 necessary for

‘the monopoly houses to obtain prior approval of Central Government for lexoansion,
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establishment of new undertakmg, merger amalgamatlon and appointment of certain
directors.

' Slmuitaneously, the newly empowered MRTP Commnssnon will be authorlsed to initiate

investigations suo moto or on complaints received from individual ¢consumers or classes
of consumers in regard to monopolistic, restrictive and unfalr trade’practices.

: -FERA, 1973 : The recent changes is economic _po']icy of the Govemment, espeeialiy 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 Regulation 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 requ1rement of prior approval for the acqulsltlon of

.immovable property in India.

Sick Industrial Companies Act, 1985 : The Act has been amended to bring public
sector undertakings within the jurisdiction of the Board for Industrial & Financial

.' Reconstruction (BFIR}), which will now have to decide whether these umts can be

effeetwely restricted or whether they should be ciose down

C

. Securities and Exchange Board of India Act, 1992 : The Securities and Exchange

Board of India (SEBI), which was set up in 1988, as non- statutory body was given
statutory powers under this Act.

) Capital Issues {Control) Act, 1947 : The Capital ‘Issues (Control) Act, 1947 was -

repealed and the office of the Controller 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 SEBI.

9. Small Sector Reforms

“The small scale industries Occup.y.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 Industrial Policy of 1991, The salient features of this policy are as under :

1.

Several problems of small industries are associated with lack of financing. The emphasis
would be to ensure adequate flow of credit for viable operation of this sector. The large
industrial undertakings 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.




Smgle Window Loan Scheme will cover pro_|ects upto Rs.20 lakh w1th workmg capital ) )
: margm upto Rs. 10 lakh. ‘ . .

B

.2'.'.T1ny .md service mdustnes have been recogmsed as spec1ﬁc sub-seetors The o .
_investment limits in these sub- sectors would be Rs.5 lakh and there thl be no restrlctlon :

- on their locatlon Such umts will be given speeml benefits:

-3, Bureaucratlo delay in grantmg the loans would be cut drastleally and loamng prlocedure'
: .would be made stmple ' : - - X

4, Small business houses will be glven opportunlty for 1mprovement of technology The :

" equity participation by large sector will stimulate technology flow to small . units. _
. Technological Development Cell in the Small Industrles Development Orgamlsatlon .
. (SIDO) will be set up. : e S

5. Export Development Centre in the SlDO w1ll be set up to promote exports of small scale .
“seetor products ' .

6. Marketmg of the products will be undertaken by eooperatwes, government orgamsatlons ’
. and other professmnal agencnes by adoptmg a eonsortlum approach

'-Acnvnty(“ [

~ ‘1. Take one area of NEP and state whether reforms announced ln that area are. suﬁlclent or
".-not, What other measures do you f feel are. neeessary"

5 NEW ECONOMIC POLICY - A_N ASSESSMENT —

' _The new u.conomlc pollcy (1991) of the Government of Incha is- mamly aimed at brmgmg
about an environment which enables multifarious busmess activities accompllsh desired
utilisation of avallable materiat and human resources and. ensures that the resoiirces are
used in the most productwe manner. An objective analy51s of the ‘impact of the n.forms is

' 'necessary though four—year per:od is not long enough

The Govr rament 1n1t1ated the reforms af a ‘time when the country was in the mldst of -
. unprecedented economic crisis and socio- poht1cal turmoil. For the. first time in 1fs history,
“India. was faced with the prospect of defaulting on its . mternat1ona1 credit payment'
. obligation resulting in down-gradmg of international credit ratmg The mtemanonal'
" financial community's- confidence in India's ability to manage its economy. lhad been
. -severely eroded. The crisis reached to such an extend where-by we could onLy borrow
against the.security of our gold reserves by . physically%ransporting the gold abroad. The
~‘economy suffered from serious inflationary pressures, emerging scarcities . of' essentlal
commodities and break-down of fiscal d1se1plme We were on. the. ve:y verge of a
- calamitous economic prec1p|ce '

-
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In 1995. four years down 'the road, this looks no more than a bad dream. Today, the
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, is expected to grow. by 8 per cent in 1994-95. Food-grain production had deciined
to 168 million tonnes in 1991-92; it js expected to attain a recotd high of 185 million tonnes . .
in 1994-95. Compared to an actual decling in 1991-92, the dollar value of exports has : 5
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 31st March, 1991 India had added $8 billien to
her stock of external debt; in the first, half of 1994-95 the level of extérnal debt actually
“declined by almost $300 milfion. 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".

Today, we reached such a situation where no political party, irrespective of their ideology,
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
-ideclogical background have pledged theit 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 Survey of Indian Industry, 1995 stated
"there appears to be a solid consensus among all Indian political parties across the spectrum
- on economic reforms and the liberalisation process. This consensus appears to agree that
 liberalisation and debureaucratisation are necessary; that private and foreign investments in
India should be encouraged; that the Indian economy should be encouraged; that the Indian.
economy should become competitive domestically and in the world and that the policies of
opening up of the economy and freeing it form controls will improve: its competitiveness,
and should apply to all sectors of the economy, not merely to industry and trade". '

Fears over Reforms

- The new economic reforms brought drastic changes in certain fields and created certain
confusion and misunderstanding among individuals. Some people in the couniry 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 express their fears over the economic reforms on the foliowing 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 1991-92f0 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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industrial sickness, But the Government with foresight crated a Natlonal Renewal Fund
and it is expected to prowde eompensatlon, retrammg and redeployment ' '

3. Absence of Human Face ; Critics argue that the beneﬁts of economic reforms have not -
~ trickled down to the poor and the imbalince between the haves and havenots has
widened with deleterious consequences 10 the future stability of the |society. The

. Government, of late, realised the fact and the Prime Minister in his spgech on 15th
August 1995, stated that the government WIH be spendmg Rs.5 ;000 crore on ‘social
 sector durmg 1995-96: S

There ‘are some genume serious congerns regardmg the economy durmg the |last four year
. period. These include * o S

Increase in gross ﬁseal and revenue deﬁc:lts - .
Mounting debt of the Government leading to increase in debt service obhgatl't_m.
Failure of disinvestment programmes of public enterprises. ' -
Substantial losses of State Electnclty Boards due to- excessive: subsrdy 0 'agricultural :
. _sector. o

* ¢. Increase in Government expendlture due to increase in estabhshment e_xpenditure,
_ subsidies, defence expenditure and 1mplementat10n of populhst measures L
* -f. Fall inthe forelgn exchange reserves.

g. Fall in the value of rupee against dollar.

SO

E

(D The critics of NEP are statmg that the hvmg condltlons of pour are becommg_m_iserable
- aﬂ;er mtroduetlon of reforms. Do you agree" : ' '

(u) The economic reforms in Indna are. not eomplete and there is shll some unfimshed'-
agenda. State the areas where reforms are necessary '

8. 8 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 inclyde : reforms in" -

‘Industrial Policy, Public Sector, Financial Sector, Social Sector, Trade Policy, Foreign.

Investmerit, Small Scale Sector etc. On the whole, the new economic polidy created a new-

environment in the Indian economy. The reforms carried out in the past four years have had -
- ‘an mvrgoratmg effect on various sectors of the eeonomy whleh is now poised for

dn:




~ accelerated growth in the years 16 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 vibraiit and the fruits of development equitably shared

89 ANNEX-I&II

Annex. 1: _
Proposed list of Industrles to be Reserved for the Publlc Sector.

1. Arms and ammunition and allied items of defence equipments, Defence aircraft and

warships. 2. Atomic Energy. 3. Coal and lignite. 4. Mineral oils. 5. Minerals specified in’

the Schedule to the Atomic Energy (Control of Productlon and Use) Order, 1953. 6.
- Railway transport

Annex, 2

List of Indlustries in respect of which Industrial Llcensmg will be Compulsory

-1. Coal and ngmte 2. Petroleum (other than crude) and its distillation produets

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. Tanned or dressed furskins. 10.
Paper and Newsprint except bagasse based units. 11. Electronic aerospace and defence
equipment; all types. 12. Industrial explosives, including detona_ting fuse, safety fuse, gun
powder, nitrocellulose and matches. 13. Hazardous chemicals. 4. Drugs and
Pharmaceuticals (according to Drug Policy). 15. Entertamment Electronics (VCRs. Colour
TVs, C.D.Players, Tape Recorders) ‘

Note : The compu]sory llcensmg provisions would not apply in respect of the small-scate
unifs taking up the manufacture of any' of the above items.reserved for exclusive
manufacture in small scale sector. - '

8.11 FURTHER READINGS

. Tndian Institute: of Foreign Trade, Training Programme on Restruoturing of Indian

Economy for officers of Indian Administrative Service. Back-ground Papers 1994.

2. Aswathappa, K. 1994, Essentials of Business Envirohmen‘r, Bombay, Himalaya
Publishing House. : :

* 3. Jagdish Prakash, 1994 Current Busmess Scenario in Indla, A]lahabad Prayag Pustak

Bhavan.
4, The Hlndu Survey of Indlan Industry, 1995

5. The Economic Survey 1994-95,

6. Ruddar Dutt and Sundaram, 1993. Indian Economy, New Delhi, S. Chand & Sons.




8 12 SELF ASSESSMENT
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Take each one of the. above objectlves asa separate quest:on and try to’ answer it bneﬂy




UNIT9- THE WORKING OF THE NEW INDUSTRIAL
| | POLICY .

Objectives
"~ After stt]dying this unit, you should be able to: -

- appreciate the new developments that have taken place in the public sector,
private sector industries and the foreign direct investment in India

- examine the SIgmﬁcant changes in the mfrastrueture sector as well as the capital

market and the transformatmn that is takmg pIace in the small scale mdustrlal
sector

- understand the broad 1mpllcat|ons cf the workmg of the new industrial policy and
possibly foresee the course of events that may follow in the text few years,

Strueture
91 Introduction
.9.2 Indtlstt'ial Growth
9.3 deIic Sector |
9.4 Investment in the Private Sector .
95 Foreign Direct Investment )
9.6 Infrastructure and other industt_ies -
9.9 Take-over and Mergers
9.8 ~ Capital Market : Trends in Capital Issues -
9 9  The Small-Scale Sector - . -
910 Sunirnat'y' '
9.11  Further Readings
912 Self-Assessment Test

9.1 ‘INTRODUCTION

The genesis of the new economic policy and the broad outlmes of new Industrtal 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 dlrectlons and making it to accept
the new norms and structural changes. In every society people resist change, at least to .
begm with. This resistance has o be overcome. In this process, there have been fairly good

" results durmg the last ten years and more partleularly during '1992-95. A mid- -course
appraisal is attempted in thls umt S ¥ :




Liberalization, privatization and globahsatron policies were introduced by ihe 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 these policies, but it

. would be appropriate to understand how the pohcles have accelerated the growth and in :

what directions they are takmg the economy.

There is not much dlsagreement about the theoretrcal mode!s of economic reforms, their
' rationale, their objectives and their designs: All the debate, disagreements and controversies
about reforms centre around -issues_of sequencing and pacing of the measures, “their
_ applicability in the partlcular circumstances and the packaging of the different measures

considering their complementarles and mutual trade-of’fs - |

Basic_ Principles of--Economic Reform's -_ o

- Let us consider the essential basis of economic reforms, especially of th e that has been
introduced in India in the last few years. There are three components of these reforms :
deregulation, coimpetition and strong budget constraints. Deregulation allpws the market
forces to have a free play. But allowing 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 decrsron The budget

constraints refer to limiting expendlture to income, where income consists of both current
income and sustainable borrowing against future income. -Such. a budget constraint i a .
necessary condition for macro-economic stability. Finally, to bring the argument where it

- started, macro-economic stability is a necessary conditien for market pnc S playmg their

role in the efficient allocatlon of resources. :

'Prugramme of Economlc Reforms

A programme of economic reforms supported by the IMF and the World Bank was adopted-
in 1991 and is of a kind that many-countries had adopted with the Fund assistance of upper-

credit-tranche facilities, with their conditionalities. The programmes werc designed in such

a manner that they could be tailored depending on the varying initial conditions and the

specific cavses of the problems of the individual countries. Howev:er ¢ actual polroy

_measures were qulte umform in practlcally all of them. :

. Because of the differences in the conditions of the different eountrles where the model has

" been applied, the specific outcomes have also been quite different, making it very difficult
~ tojudge 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 successﬁljl if it adopted this -
- programme. But one thmg is abundantly clear. Fund type programmes over a relatively
long period have a-greater chance of success than otherwise: However, it is agreed that the

success of the reform should be assessed in terms of the number of ob_lectl es sueeessfully
“achieved. : '

There were three main pomts of the lndlan reform programme as lntroduc d in 1991. First,
fiscal deficits were to be reduced drastically. Second, exchange rates were ) be depréciated
and third, a number of structural reform policies were' to be introduced, including tax
reform, deregulation of prices, delicensing of investment, liberalization of foreign trade and
foreign 1nvestment regime, as weli as certain mcasures reforming the f nanclal seetor The
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public enterprises had 10 justify their continuation by greater efficiency and lesser
dependence on the government's finance and subsidy. The infrastructure like the power,

communication and transport are to be developed faster so that the industrial growth
process is fully complemented. '

Activity A

Describe the basic methodology in the implementation of the economic reforms.

9.2 INDUSTRIAL GROWTH

Let us consider the trend of economic indicators during the last three years. The Gross
Domestic Product {GDP) indicated a growih rate of barely 0.9% during 1991-92 which '
increased to 4.3% during 1992-93 and remained at the same level in 1993-94. There is
~evidence of gradual recovery.

Since the begimning of 1993, private capital flow has surged and, combined with the
demand stimulus in 1993-94, buoyant export growth and a growing investment response-to
the liberalisation, it has helped to generate a broad-based economic recovery. Economic
growth rebounded to 5.3 per cent in 1994-95 (See Table-9.1) and as per the latest data it
recorded 6.2 per cent growth rate in 1994-95. : '

TABLE-9.1 |
KEY ECONOMIC INDICATORS

~ (IMF Survey, July 31, 1995)

133

1990-91 11991-92 | 1992-93 | 1993-94 | 1994-95
e _ _ Percent change - o
Real GDP growth - 5.4 0.9 4.3 43 5.3
Wholesale price 2.1 36| 70| 108 04
(end of the period) :
Export volume 3.7 -2.0 38 234 14.2
1 Import volume . 6.5 -20.2 3.8 - 87 214
_ Percent of GDP
Central Govt. deficit 8.6 63| 57 7.7 6.7
Consolidated pub. deficit 10.5 9.0 8.4 11.0 18.5°
- External current account § :
deficit 341 0.7 1.6 03 0.5
' Billion dollars
Gross official reserves : 12,1 13.6 70} 108 {04
End of the period 2.2 5.6 6.4 5.1 - 20.8




ln quahtatwe terms, the Busmess World (6-19 September, 1995) based on a san

™.
.

|ple study

of 200 companies, has observed the followmg trends in the private corporate sectqgr:

l.
. first two reform years.

Amidst the great corporate churning, sales have roared back, _after stall

Proﬁt margms have been squeezed, suggestmg that firms now face ¢

ing in the

eightened
salés have

competition in the market. But operatmg profits have shot up, ‘because
cllmbed :

. The cost of marketing products has skyrocketed once agam 1mplym|g that the

marketplace is fiercely competitive today.

Employee pr_oduetivity is up, as measured by the vjelue-addjtion-_ per employee.

. Companies have wmed the spotlight on qhality; Over the foilr-;\;fe;r period, the -

. number of eorporatlons that qualified for the ISO 9000 benchmark has shot up
from under five to more than 800. ' : '

..Indlan companies are more competltwe globally, eﬂected ina share surge in
€Xports. '

. Major ﬁnanelal restructurmg is under way. Companies now exhlbit a greater

_ reliance on equity and less on raising debt to fund their expansmn plans. This is
both good and bad news; the interest bill has slumped, but the |refurn’ on’
shareholders funds (equ:ty plus free reserves). has dlpped )

. The corporate world is cash-rich. So mcome from mlterest earned |s up. The
outcome has been a ebrge in other income™. '
in the first
eir cash in

. The rate of inefease of gross block (total asset_s)_ of companies was high
. two reform years, but fell in 1993-94. That miay be because firms put th
the stock markets, instead of in assets. ' '

10. The effective corporate tax rate has dipped, a point senior finande ministry
‘officials have been underlmlng, for some tlme '

| 9.3 PUBLIC SECTOR

_Memorandum of Understanding has been 51gned 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 a3 'excellent'

~ and 35 as 'very good'. This indicates a-significant improvement in the performance levels of
75% of the PSUs. Many of the PSUs do not have chief executives for quite a long time, and

_ have become the victims of indecision and inefficiency. Also in the theory of privatization,
it is generally argued that the. loss—makmg units should be privatized. But the Giovernment
seems to be going in for a kind of deﬁcnt-prlvatlzatlon to reduce the bufdge deficits. .




Moreaver, it is the healthy and high profit PSUIS whose shares are beiﬁg_ 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 overstatfed. 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 alt 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 propenents of the structural adjustments prograrame have been arguing that as a result
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 disect investment and
domestic investment, employment elasticity will improve. :

9.4 INVESTMENT IN THE PRIVATE SECTOR

Structural reforms have focused on liberalising product markets, The liberalisation of factor
markets has so far centred on financizl markets. The private sector response to these
refares has beon impressive. The wirn-over aod profits of most of the companies kave gone
up in 1094-95. But it is not whelly because of increase in__pmductiyity or ef_ﬁciency, but
also because of price hike.

There are now privaie airlines, postal {courier) services, tciecomm-unication, .}réi]way
transport, television channels etc., which bave offered & vasi and dynamic op;n)orfzz.nhcs for
private investment. If pubiic issues worih Rs. 25,000 crore have been sub:scrfb_cd in a year
where ihe earlier average was Rs. 10,000 it only means thai there are nllvqsfble savings
available 2rd the investment opportunity was under control. The "liberalisation” process

has spened up the economy to new opportunities. Corporate sector has now entered

" agriculture. Expansions and mergers are no more restrained by law and therefore have
become only business propositions.

Activity B

What is disjhvestmcnt ir: the context of public sector industries? ~
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- FOREIGN DIRECT INVESTMENT

~.The Industrial policy statement of.1991 clearly stated: "in order to invite foreign inyestment

/in 'high pricrity industries reqgiiiring large investment and advanced technoiogy, it (ms been
decided to provide approval for foreign direct investment upto 51% &forengn) equity in such
industries”. Industry-wise breakup of foreign collaborations approved during 1991-92 to
December 1993 reveals that priority sectors like metallurgy, power, oil refinery, electrical
equipment, transportation and chemicals account for about 61% of total foreign inyestment
approved and non-priority scctors fike food processing, hotels and tourism etc. account for
about 39% of total investment. India, after becoming a member of the World Trade
Organisation (WTO) by havmg 51gned the GATT earlier, is now. cnmmntteu to take up more
reforms. :

The Government of India continues to invite foreign investment i setting up power plants
on 100% equity basis and at a Uuaranteed return to be remitted in foreign exchanpge. It is
feared that such a policy raay soon result in the closure of BHEL due to lack of grders but
BHEL must learn to face the competition. During 1980-81 to 1992-93, the gutput of
consumer durables increased at an average annual rate of 10% and that of the wage goods -
was as low as 4.5%. Alsc 43% of these investments are in the nature of |porifolio
investment (financial investment) which ohly sttengthens speculative trading in shares.
This led to an artificial boom in the share market and the BSE index touched & high of 4202
on.18th June, 1994. The RBI's money management may be rendered ineffective with the
growth of pen-banking sector and mutual fund companies. ' '

: TABLE-9.2 : ' '
INDIA'S FOREIGN TRADE DURING THE PGST-LIBERALISATiON PERIOD .
- (1991-92 TO 1954-95)

: in US $ million
Exports . Imports.  |.. Trade Balance

1990-91 18,145 24,073 -5.928 - Ll
1591-92 17,866 19,411 Co-1,54s
15 194 | L

1992.93 + | 18,537 | 21,882 3,345

- (3.7 (12.7) . L

1993-94 22,173 23212 - 1,039

: (19.6) (6.1 _

1993-94 10,351 10,791 [ -440
(April-Sept) - 1

1994-95 1,621 | 12,851 - 1,230
(April-Sept) S(12.3) (19.1) T

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. Mmlstry of Commetce dated '
November 4, 1994,
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96 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 beon
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 now been opened
to foreign investors according to which they will construct the road at their own cost,
maintain it for cerfatn years and collect a tol} fee to recover their investment and leave it to

the country.
Activity C /

What infrastructures have been improved in the pmcess of implementation of the new
Industrial Policy?

.7 TAKE OVER AND MERGERS

A study (IIM-C) reveals that just six years ago, there were only 15 takeovers in the country.
In 1993, that number shot up 1o 57, and in the first 10 weeks of 1994, there have already
been 29 take-overs or bids. It is said that "take-overs will peak by the end of the year, with
even hostile ones becoming commen”,

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 cntermg greenfield
(agriculture) and are planmng fast gmwth take-over strategies.

That is because the benefits of taking over a company - feadymade manufacturing facilities,

weli-cotrenched brands, captive market shares, no entry delays, and an established
distribution-network - are lucrative enough to make this strategy preferable to organic
growth, And this’ business strategy works equally well if companies are trying to enter
either new business areas ar 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 enterprnses ABB and Siemens have put in bids for Bharat Heavy
Electricals Ltd., and HMT is now being eved by a host of raiders.
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Likewise, the Board for Industrial and Financial Reconstruction (BIFR) too has bedome a
facilitator of M & A deals. In its redefinition, sick firims, which have eroded their net worth,
no longer have to post net losses for two successive years before they can be declared sick.
* Thus instead of hampering take-overs, the BIFR is keen that sick companies be acquired

quickly. ' : | -

Some recent examples :
* The B.D. Bangur Group of Caleutta has taken up a 46.8 per cent st%ake in Guest
Keen Williams. The deal, cffected through Bearbull of Germany, involves the
buy-out of the London-based Guest Keen Nettlefold's holdings in the Indian
company. o

Pepsi Foods is all set to take over <n¢ Bombay-based Duks & Sons. Starting
off as a strategic alfiance between the WO companies, the deal is likely.to.
cuimingic_ in a takeover, |

* G.P. Goenka's Duncan Agro has outbid the Magas-based entrepreneur M.P.
Jain to acquire the ailing Andhra Cements, whose accumulated losses exceed
Rs. 250 crore. While Jain wanied a ioan waiver wiii Rs. 102§ crore, (Goenka
won with a loan waiver demand of Rs, 91.% crore.

Indian Aluminum Company Ltd. {INDAL) is targeting the Hyderab |d_-basecl
Annapurna Foils, a BIFR case, for & management takeover. Starting with 25 -
per cent stake, INDAL eventual tiais io buy the unit. L

Ceat Ty and Apollo Tyres are bidding for Premier Tyres, 2 BIFR case.
_ Arording to the finencial institutions - which hold 60 per cent gquityg stake in
~ Premier Tyres - Ceat Tyres is the front-runner i thistace. ~ |

Aleatel South Asia Pacific, which is part of the French telecommu ications
transnational Alcatel, is bidding for Priyaraj Electronics, a Bang’alqre—based -
company manufacturing rural automatic exchanges, push-button telephones,
and printed circait boards. ; o

Telecommunications titan Siemens is trying to taks over transmission
equipment manufacturer Punjab Communications, a wholly-owned subsidiary
~ of the Punjab State Electronics Development Corporation.

Activity D

Why de multi-nationals prefera take-over? List out the réasons.




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 witl 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, SEBJ has;also been empowered to impose monetary
-penalties' on capital market intermediaries and other participants for a range of listed
violations. The SEBI Act had earlier allowed SEBI only to suspend and caricel 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 regulator's job is to draw a fine line between the
two. - ' - ' '

It may be pointed out that when the officés of the Controller of Capital Issues were done
away with in 1992, the idea was not to replace 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 noris were ponderous rather
than rigorous. And the case-by-case clearance raised more questions than confidence..
- SEBI would now like to stop vetting prospectus and would tighten the guidelines instead,
with severe penalty for violators. R L :
One serious drawback in the present system ‘is the practice of estimating the future
projections of the company in the prospectus. Nowhere in the world is this done. As for the
secondary market, the lack of liquidity and a certain measure of speculation have become
big problems, Though there are 9,000 scrips listed i the Bombay Stock Exchange (BSE),

only 800 are being aﬁctivelly traded. -

The M.J. Pherwani Committee (1991) which recommended the setting up of NSE had .
observed that the debt market, especially for long-dated fixed income securities, 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 ont for t}‘ic_r:_l_)_,_ﬁby_j:he SPQQ‘}IQJEQR-"’;_.,, o

A number of reforms did take place in ‘the mechanics and modalities of domestic
investment. Setting up of the NSE at Bombay, an'_Ovcr-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, c'u_rhing- of insider

trading (though not easy implacement), and so dn, 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-Voting shares which
will herald a new era in portfolio investment. It is boped thai with banking reforms and
streamlining of capital market activities, India's financial ‘sectos will come of jage and
contribute significantly to the country's econom ic development, sooner than fater.

99 THE SMALL-SCALESECTOR |

The small-scale industrial sector of the country forms the back-borie of the Indian
economy. Tt contribuies to asound 40 per cent of the production and more than 50 per cent
of India's export earnings. The intrinsic advantages of small-scale industries 'Efiz., 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 appropriaie to take on the full 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 totai industrial output and giving employment 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 area, thus creating problems for smail entrepreneurs.
" Policy changes have enabled the large-scale sector 0 sponsor small-scale units.| The SSIs
" which were thriving due to import restrictions, geservation, and subsidies and incentives
have now found that all these have almost disappeared. The time has come when [S81s have
- 1o meet the exacting demands of an open economy in every respect. Oljﬂy the export-
oriented, and the service-sector-oriented have been able to strengthen themselves. in the
consumer goods sectors wherever there is competition from imports, 1::here has been
extensive damage and ioss. '

910 SUMMARY

“In conclusion, it may be said that the new economic reforms have been suc-cesstl s0 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 inﬂ_ ail areas,

irrespective of the prio_ritization of hi-tech areas. Secondly, multinationals have started
coming but there is a fear that they will subvert Indian capital and establish their supremacy
in the corporate secior. - : L

“ The reforms 'hava_: bypassed agriculture. In the manufacturing sector the gfowth‘ rates have
been very good and in the services sector stiil better. The consumer goods|sector has
_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 | DP, which
after declining to 5.7 % in 1992-93, has again shot up to 7.6% in 1993-94. [ndia had the
unique opportunify of six continuous good monsoon years and the i:{iﬂaticm rate and

wholesale price index have been going around 10.0% during 1993-94.

There is a Tisé in. the foreign.i’esewes to 18 billion and the balance of the trade gap has. bé_e’n

reduced to $ 1,000 million during .1993-94 as against § 3,500 million during 1992-93 and

the exchange rate of the rupee has become stable. These are good :ac?'hiev-emg:ms
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~The World Bank has emphasised the need for market-friendly govemment interventions.
But free markets are neutral institutions, whose market could be good. or bad. Certain

conditions have to be’ met to make markets work . eff' iciently and make them work for the
benefit of the people
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912 SELF-ASSESSMENT TEST

L. Explam the major changes that are taking place in the pnvate corporate sector since
1992. '

2 "The economy is openmg up. There will be challenges and opportunities, many will be _
pushed down and many will grate the opportusities” Describe. ,

‘3. Describe the merger and take over trends in recen't times Use real - life examples

_ 4. Explain the working of the new mdustrtal pol1cy as far as (a) anatlzatlon and )]
foreign dlrect investment are concerned :

-5, Explain the signiﬁcant d'evelopments in the consumer goods market in India.

6. (a} "Godrej has stopped manufacturing g (computer) prmters and has started marketmg
Japanese made prmters What does it imply?

(b) "The Madras High Coutt has accepted the claim of Maruti Udyog Ltd., that _
Hindustan Photo Films has fo 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 Hindu, dated 13th Nov. 95)", comment :

(© 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 change'?
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UNIT—.IO :SECURITIES AND EXCHANGE BOARD'lOF

INDIA

Objectives
After studymg this unit, you should be able to :
- define the concept of capltal market

- explain the growth of capital market in India

- analyse the necessity for the existence of SEBI for proper functlonmg of capltal

- market.
Structure
10.1 ‘Introdl.ictiqn
10.2 Concept of(_)apital Market

10.3  Control of Capital Issues

104 Growth of Capital Market in India

10.5  Securities and Exchange Board of India
106 Role of SEBI

10.7  Cutical Appralsal of Role of SEBI

10.8 Summary

108  Further Readings

10.10  Sclf-Assessment Test

10.1 INTRODUCTION

The repeal of Capital {ssucs (Conirol) 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 SEBL. The Board has introduced a set of comprehensive guidelines for

various issues concerning primary and secondary market and made rules and
for various market intermediaries. :
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10.2 CONCEPT OF CAPITAL T\/EARKET

A capltal market deals with financial assets, excludmg coins and currency Thc ﬁnanmal

assets comprlsc banking accounts, pensmn funds prowdcnt fund mutual fund, insurance
_ policies, debentures and other securities.

Stock market and money market are two basic components of caplta] market. Capltal.
market may be defined as a financial market which provides and facilitates an orderly
exchange of long term financial claims.

- Capital market is a mcdlum for mobilising finance out of the savings of the commumty and

making it available to the users i.e.. industry, trade and commerce for meeting their fund
requlrcmcnts - '

Indian capital market has made vpcctacular growi.h in the last decade, in terms of the capital
listed, market capitalisation, turnover, number of deals per day, number of stock exchanges 7
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. Qur markets are now
© venturing to open avenues for rural investors and also for international investors. |

The capital markel consists of a primary market where securifies are issued and a secondary ‘
market whcre SCI‘IpS are traded. Secondary market is a market place which provides
liquidity to scrips issued in the primary market. Growth of secondary market is dependent
upon primary market. Trading activitics in the secondary market ars dene through the .
Stock Exchanges {23 including Over The Counter E\;change of India (OTCEI) and Natlonal
Stock Exchange of India (N SE)]

Secondary market operations invoivc buying and selling of securities on the stock exchange
through its members. The companies hitting the primary market are mandatorily required to
list their stocks on one or more stock 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 foliowing intermediaries are involved in the stock market. |

1. Broker/mermber of stock exchange - buyer's broker and seller's broker.
2. Portfolio manager -
3. Investment adviser

4. Transfer agent

103 CONTROL OF CAPITAL ISSUES

On May 17, 1943 the Government of India under Defence of India Rule 94-A introduced
control over capital issues to canalise the scarce resources of the capital market in
Government loans. The purpose of this comrol 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 ro 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 specual ordmance No. XX of 1946.

In April 1947, Capltai Issue {Continuance of Comxol) Act was passed \Lnth a view to
preventing mushroom growth of companies, especially in an atmosphere of undue
| optimlbm and prevailing boom. Jt intended to give a measure of protection to the unwary
invesior against the onsiaught of unscrupulous company promoters. It was designed "to
secure a balanced investment of the country's resources in industry, agricultute and the
social services to ensure that the available capital are utilised on a balance plan of -
agriculture, industrial and other developments and 1o keep a balano., between the
manufacture of capital and consumer. goods™. The control had for its objectwe the fostering
of a rational and "healthy growth of corporate sector by ensuring, inter alia, that investment
does not go. into channeis which are wasteful and not in accordance with tipe objectives of
- the plan; that companies have capital structure which is sound and conducive to the public
interest; and that there is no undue congesnon of offers for pabl:c subscnptlon during any -
part of the year ' '

- The control was administered by Mmistry of Finance \Denartmcnt of Economiie Affairs)
through. the Controller of Capital Issues, who was spemﬁcally appomted for the purpose.
The term "issues of capital” was defined in the Act as the issue of any se1,ur1t:r,s whether
for cash or otherwise and also covered capitalisation of profits or reserves, for the | purpose

of converting partly paid shares into fully pald shares or increasing the par |vaiues of shares
already issued :

Apart from the main objective, capital issues coutrol was alse utilised for several other
purposes like the regulation of (4) bonus issues, (b) terms and conditions of forcign capital
participation in Indian companies, {c) terins and conditions of dilution or repatriation of
~ companies under FERA, (d) capital reorganistiona! plans of companies includipg mergers
Jand amalgagnatic_ﬁns_, {e) capital structure of companies as well as terms and couditions of '
additional issues, and (f) volume and timing of private issue of capital.
The working of the capital issues control has been subjected to criticism in official as well
as non-official quarters. The criticism may be summarised as follows : (i) Control has got a
- .megative approach; (i) Control entails an overlapping of work with: licensing committee
formed under the Industries {Development and Regulation) Act; (iii) Control opstructs. 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
-clearty undesirable and was not to positively direct-investment in the desired channels.

Control of Capital Issues - Abolition |
Till 1992, Capital ISSUCS were governed by Capltai fssue (Control) Act 19%/ admlmstered
by Controller of Capital Issues. The Act was abolished in the light of pronguncement of the -
Finance Minister in his budget speech for 1992-93 and recommcndatmns of the
Narasimham Committee and Estimates Committee of the Parhament The promulgation of
Ordinance No.9 of 1992 dated 29th May 1992 announced the abolition of Controller of
Capital Issues (CCI) and repeal of Capital Issues (Control) Act 1947. "lhe office of the
Controller of Capitat Issues (CCI) has since been abolished. - i :

|

|
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10.4 GROWTH OF CAPITAL MARKET IN INDIA

The capatal market in India has witnessed spectacu]&r growth durmg the last decade 'I“he :

trend is overwhelmingly euphoric consequent to the process of liberalisation and the
gradual shift towards free market forces.

The Securities and - Bxchange Board of India (SEBI), set up as an admimstratlve body in

1988, was given statutory status on Jan. 30, 1992 by the promulgatlon of SEBI ordmance .
which has since become an Act of Parliament '

Key statistics related to capital market in India is given in Table 10.1 below

TABLE 101
KEY STATISTICS RELATED TO CAPITAL MARKETS

_19_91-92 :1992-93 1993-94  1994-95
L ' (As at the end

. of Feb. '95)
- L. List of companies (Number) o
~ = All Stock Exchanges 6480 6925
BSE _ . 2903 3885 4785 °
2. Market Capitalisation ' ' ' ) '
- BSE (Rs. Crores) _ o
(as on 31 March) 354)06 177066 398349 . - 433383
3. Total Capital Issues S : S
- Number : : 572 1038 1126 - 1501
- Amount (Rs. Crores) 13450 28195 32323 - 37125

" 4. Total number of capital market intermediaries reglstered w1th SEBlason -
March 10, 1995 stands at :

Intermedisry _ ' ' Naa mber
A. Merchant Banks : S 750
- CategoryI . - 326 .
- Category I1 o o 36
-Category Il =~ - ' o 117
- Category IV~~~ - 271
" B. Registrars and Share Transfer Agents _ 252 .
- Category 1 o I 169
-+ - Category II ' o 83
" C. Mutual funds . '. 22

D. FIIS ' S : ) . 306
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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 gi1:fen 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 small bodies, Reserve Bank of India
(RBI) announced the decision to set up Money Market Mutual Funds GMMMFS) by
banks and financial institutions. ,
Freeing of interest rates on debentures and the mandatory reqmrememt of latmg of
certain categor:es of debentures. . : i

Permi_ssioh was given for setting up of mutual funds in private and jointsector.

The cetling on the aéquisition of share/debenture of Indian compaiies by Nob-
Resident Institutions (NRIs) and Overseas Corporate Bodies (OCES} under the
portfolic 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 'For investor protection was intro:)d_uced,
“To improve the liquidity of major stock exchanges, the stouk exchangﬁ"s were asked
to work out a scheme of '"Market Makerf; :

Direct foreign investments upto S1 per cent was allowed in sefect industries.
Ceiling' on interest rates by term lending institutions was remuved'and floor on

interest rates was introduced resulting in inicrease in the interest rates on term-: loans.
This resuited in increase in public issues for mobilising more funds."

Year 1992

~ The Capital Issues (Control} Act was repealed in May 1992 and the office of the Controller
- of Capital Issues (CCI) was subsequently abolished. The pricing of capiial is’srues was freed.
The Securitics and Exchange Board of India (SEBI} was reconstituted as|a Board with
statutory powers in Feb. 1992. The main objects of SEBI were capltai markct'reguiatlon for-
~ investor protectlon and fair trading practices.

- For greater transparcncy in stock markets the followmg steps were taken by QEBI and other
Governmmt agencies

SEBI was authorised to conduct inspections OFvarious muteal funds. |
. : |

SEBI introduced the process: of reglstratlon of mtermedlanes such as| stock brokers
and sub-brokers etc. '
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- Compames were required to disclose risk factors relatmg to the pro_lect in publlc
issue terms aw" i prospectus.

- Merchant bankmg was statutorily brought under the regulatory framework of SEBL
' The Merchant Bankers were to be authonsed by SEBI '

- Regulations on | insider tradlng under the provisions of SEBI Act were notified. _
- The broad basing of the governing bodies of stock exchanges was initiated.
- Trading hours in stock exchange were increased to 3 hours from 2 172 hours.

- The publlc issue apphcatlon fonn was revised to contain a memorandum of sahent_-
features of the prospectus 4 -

- RBI permitted companies to accept capital contributions and issue shares or o
debentures to NRIs or OCBs without prlor perm1ssmn from RBI

c..-. The Government allowed 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 SEBI.

- The Government gave fonnal approval for setting up of the National Stock Exchange
- of India (NSE) by f' nancial mstltutxons and banks w;th IDBI as the nodal agency.

- Indian companies were permltted to access international capital rnarket through '

Euro-Equity issues aimed at mobilising capital for modemisation and import
requirements.

- A new financial instrument 'Stock Invest' was introduced to be used-by the investors -
. for payment of application money for new. capital issues. :

- A new Over The Counter Exchange under the name Over The Counter Exchange of
India (OTCEI) was set up with a v1ew to faclhtatmg small compames to approach - .~
public. : :

- In April 1992 the irregularities and fraudulent manipulations in securities (Securities
Scam) tradlng of certain banks and ﬁnancial institutions sdrfaced

s

- The BSE sensex reached its all time hlgh of 4547 in Apnl 1992 and elosed at around-
2600 at the year end :

Year 1993

-~ Trading in debt instruments began on the OTCEI The debt 1nstruments traded were
' non-convertlble debentures. of various cornpanies

- The Government accorded rccOgnition to the National Stock Exchange of India Ltd.
(NSE) Bombay, a step that was expected to 1ntroduce modern tradmg systems in -
securltles in the country

3
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in the- tradmg of shares. . -

respect of non-specified securities from Feb. 1993.

~ The Boribay Stock Exchange 1ntroduced circult-break system to regulate specLlation

_ - The Bombay Stock Exchange authortties decided to conduct weekly settlement in.

- The OTCEI proposed to mtrodnce a stock lendlng scheme by which plTyers in the

mar ket can borrow funds.

The Governrnent fi nahsed the bill 1o enahle nationahsed banks to access the
- maiket o /

capital ‘

. . The government permitted PSUs to allot bonds under publlc issues to/NRls and

© OCBs like FIIS, under the new gu idelines for public sector bonds for 1993-94.

‘currency convertible bonds and. ordinary shares through global depository

 The’ Ministry of Finance issued guidelines and procedures for issué} of
mechanism. It prescribed the limit indicating that an aggregate foreign

L),reign
receipt

investment

made either directly or indirectly through global depository receipt mechanisin shall

not exceed 51% of the issues and subscribed capital of the issuing company.

- RBI( announced the setting up of Securities Tradmg Corporation of India Lo develop a

secondary market in Govemment securities and public sector bonds. |

The Standmg Committee revnewmg the stock invest schemes allowed banks t

refuse

to act'on a stop notice from the purchase of stock invest. Besides blank purchases of
stock invest's for onward sale to ﬁnancial mtermediaries was also prohibited by the

Commlttee ,

The followmg steps were. taken for removmg deﬁciencies in the stock market |

a). Procedures for: share allocation (proportionate allotment) in over-subscnbecl issues

 made more transparent

h) A system of appomtmg SEBI representatives to supervase the . allotment pro

was mtrodueed to minimise malpractices in allotment of oversubscnbt d pubhe

issue.

cess

¢} An advertisement code was laid down for fair advertisements.

d) Prudential normis were mtroduced for rights issues.

" e) Publlc sector bonds were brought under the regulatory authorlty of SEBI

- . Capital adequacy norms were prescribed for ﬁnancial mtermediaries such as

-merchant bankers and stock brokers

o
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SEBI notified the regulations for mutuai funds. The mutual funds were requieed to be
formed as Trusts and managed by a separate Asset Management Company {AMC)
and supervised by a board of rustees or trustee company.

- SEBI proposes 1o make it mandatory for brokers to maintain separate accounts for
their clients and for themselves.

- In order to check speculative pressures arising from this mechanism, SEBI issued a
directive to stock exchanges in December, 1993 that henceforth afl transactions in
securities shall be settled at the end of each seitlement by delivery and payment and
the existing carry-over posilions shall be liquidated in a time bound manner.

- Joint Parliamentary Committee (JPC) submitted its report of inquiries mto the
securities scam to the Parliament in December 1993,

- The BSE sensex reached a low of 2020 in August 1993 against its pcak of 4547 in’
April 1992, The sensex rose to the level of 3350 at the end of the year.

Years 1994 & 1995 (up to 3ist March 1995)

- National Stock Exchange commenced debt market operations in June 1994 and
trading in equities in Nov. 1994, -

- . SEB! asked companies to disclose the promises and pcrfor'nances in respect of
earlier issues in the offer document of fresh issues.

- Measures were initiated by the Government and SEB! for the setting up of
Depositories for solving the problems of present settlement system.

- Duc to increase in interest rates in U.S. and fall of Peso in Mexico, many of the FUS
have started seliing their investments in dev;lopmg countries including india. This
affected the share market adversely.

- OTCEI also started trading in equities of selecied 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 mutuai funds had been
specified.

- IaOct. 1994, the Euro proceeds were required to be mandatorily retained abroad and
to'be repatriated as and when expenditure for the approved end uses were incurred.

- For controlling the takeover in public interest, SEB] came out with new reg,ul'itlor:s
under the naine '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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- In January 1995, and ordinance was promut gated for eriending 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 Fxchange On Line Trading
(BOLT), an automatic trading system on & few of the listed companies. o

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 4613 in Sept. 1994 and then
‘ came down to a level of 3925 at the end of 1994. In 1995 the sensex has gone down
further.

Activity A
Review your understanding of the following phrases :

1. Capital Market :

2. Primary Market :

| \
‘ 3. Secondary Market : '

4, Contro! of Capital Issues : .

5. Intermediaries in Secondary Market :

Activity B ;.

Go 1o 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

' b) the late Shri Rajiv Gandhi in his budget speech for the year 1987-88 when he said

. €ar a healthy growth of capital markets investors rights must be fully protected and

tradmg malpractices must be prevented. Government has decided to set up a separate board
for the regulation and orderly functioning of stock exchanges and securities industry”,

#n 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 tifl Feb. 1992
wheq, it was granted statutory status. The SEBI Act of 1992 was made effective from 30th.
Jan. 1992. SEBI was estabhshed on a statutory basis with effect from 21 Feb. 1992.

SEBI's Constitution

!
The SEBI Act 1992 provides for establishment of a statutory board with branches. The
Board shall consist of the ﬁ;,liong members, namely

(a) A chairman

(b)Two members from amongst the officials of the Ministries of the Central
Government dealing with Finance and Law.

{c) Two other members having experience of securities market
{d) One member from amongst the officials of the Reserve Bank of India

SEBI has been given autonomous status as a body corporate with perpetual succession and
common seal. According to the preamble of the Act, the objectives of setting up SEBI are
to protect the interest of investors in securities, to promote the development and to regulate
the security market. o

SEBI's Organisation

SEBI's activities have been divided into five operational Idepartments each headed by an
Executive Director, a legal department 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
1ocatecl at Bombay. \

The powers of SEBI can be exercised by way of regulation. SEBI cannot act independently.
-1t 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 each 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 .

SEBI as a regulatory and development board has wide and varied powers. It has power to :

1. call for periodical returns from recognised stock exchanges

: . - o ] .
2. call for any information or explapation from recognised stock exchanges or its
members

3. direct inquiries to be made in relation to affairs of s;oc,k exchanges or itsmembers
4. grant approval of bye-laws of recognised exchanges
5. make or amend bye-laws of recognised exchanges

6. declare applicability of secticn 17 of Securities Contracts (Reguiatibn) At in any
state or area and to grant licenses (o dealers in securities

7. compe} listing of securities by public companies

8. control and regulate stock ex chanﬂes
9. ‘grant registration to market intermediaries

10.register and’ rwula&e working of colleclive investment schemes inc luding mutual
funds

11.promote self-regul.lamry bodies

'2.prohibit fraudulent and unfair tra de practices relating to seruﬂﬁes
13.prohibit insider trading - ‘ '
14.promote investor’s education and tr#ding of intermediari?es_ in capita],}_market
_iS.mgulam substantial acquisiﬁon of shares énd.take over of compaties
16.1evy fees

17.conduct research and other functions.

These above said powers and functions are not exhaustive. SEBI's efforts so far include
measures for efficiency, reforms and transparency in primary and %coudary market,

.reguiatlon of mutual funds and market intermediaries and introduction. of h(:n'm IA

(abr!dged prospectus} and stock invest. A lot of mve&tor protection guldelmm ave also
been framed and implemented.
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10.6 ROLE OF SEBI

Let us now discuss various sneasures taken by SEBI in regulating the functioning of capitai
market in {ndia. ' :

Mayket Regulations

Rules/regulations have been notified by SEBI under SEBT Act for regulating intermediaries
in the securities market, wamely merchant bankers, brokers and sub-brokers, portfolio
managers. underwriters, bankers fo an issue, regisirars and share transfer agenis. These
intermediaries have been brougltt into the regulatory purview for the first time and would
now have o adhere to specific capital adequacy norms, meet certain eligibility criteria and
abide by a code of conduct which specifies a high degree of responsibility towards
investois. The reguiaiions also lay down the responsibilities and obligations of these
mniermediaries and provide for action by SEBI in case of default,

Primary Market Reforms

SEBL has iniiiated reforms in the primary market. The objective is to strengthen the
standards of disclosure, introduce certain prudential norms for the issues and interinediaries
sid remove the inadequacies and systematic deficiencies in the issue procedures. The
foliowing important sieps are taken by SEB! in this regard : (a) The minimum percentage
of securities o be issued to the pubiic for the rurpose of listing of securities was reduced
from 66 per cent to 235 per cent through an amendment of Securities Contracis
(Reguiations) Rules, (957, (b) Au advertisement code was laid te ensure that
advertisements were fair and did not condain statements o mislead the investors;
{c} Allotment procedures were revised fo infroduce the requirement that shares be allotted
on pro-raia basis, raise the miniinwm amount of application money for public and rights
issie to Rs. 5000 and for on par 1ssues from' 100 to 500 shares, aliow mutual funds and
Foreign Institutional fnvestors (Fils) to. apply for firm: allotment in public issues and reduce
the number of collection centres 5 a misimum of 30; (d) A system of appointing SEBI
representatives to supervise the allotment process was istroduced 1o minimise malpractices
in allotment of oversubscribed public issues; (e) prudential norms were introduced for
rights issues; and (f) public sector bonds were brought under the regulaiory authority of
SERL : ' ' '

Mutual Fonds

SEBI has notified the regulations for Mutual Funds. These reguiations require them to be
forned as trusis and managed by a separate Asset Managed Company {(AMC) and
supervised by a board of trustees or trustee company, The regulations lay down certain
eligibility criteria for the sponsors of mutual funds and vequire that AMC's have a minimnm
net worth of Rs.5 crore of wineh the sponsors must contribute atleast 40 per cent. The SEBI
(Mutual Fund} Reguiations also provide for an approval of the offer documents of schemes
by SEEI. The Regulations prescribe minimum amount to be raised by each scheme, A
close-ended scheme with a fixed size of mutual fund must raise a minimum of Rs.20 crore

- and open-ended schemes of Rs.50 crore. The entire subscription amiount must be refunded

within six weeks of the closure of the scheme in case the amount collected by the scheme




L)

falls short of the prescribed amount. There will also be certain investment restrigtions for-

AMCs. The advertisement code prescribes norms for fair and truthful disclosures by the
mutual funds in advertisement and publicity materials. ' :
. . : i i

Secondary Markets and Intermediaries - - : I

_ : : | :
'SEBI has made it mandatory for brokers to maintain separate accounts for thleir clients and
- for themselves. They must disclose the transaction. price and brokerage separatgly in the
contract notes issued to theit clients. They must also have their books audit.é;d and file the
same with SEBL. | | | : ‘

- SEBI has issued directives to the stock exchanges to ensure that contract notes dre issned
by brokers to clients within 24 hours of the execution of the contract. Exchanges are to see
that time limits for payment of sale proceeds and deliveries by brokers and pa ent of
margins by clients to brokers are complied with. For ensuring the fulfilment of deals (safety

~of the trades) in the market and for protecting investors, SEBI has iﬂtrc!:duced capital
adequacy norms for brokers. This will ensure that member firms are adequately capitalised
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 fTh‘ei'r_ bye-
laws to incorporate the capital adequacy norms. ' | '

Through an order under the Securitics Contracts (Regulations) Act of 1956, 'gEBI.has
directed the stock exchanges to broad-base their Govemning Boards and change the
composition of their arbitration, default and disciplinary committees. '

SEBI is also contemplating other aspects for market ;leveloﬁnient which iﬂcluchreducing
the settlement cycles, encouraging the setting up of depository ‘institutions and developing
the market infrastructure. - : : ' N '

RBI has issued guidelines to banks for providing financial support to market maLers (who
make a commitment to quote buying and selling prices and t6 purchase and se I 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. <

Market and Institutional Developsaent E |

|

. : : | .
~ Recognition has been accorded by Government to the National Stock Exc'hang -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 ard transparent and offers equal and nation-wide access to investors.
The Over The Counter Exchange of India (OTCEI), Bombay started its operatiorLs' 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 _t*l-roughout

the country. _ . ‘ ]




Foreign Institutional Investors (FIIs)

With a view to facilitating the entry of FIlIs into the country SEBI has simplified the
' common application form. The entry of Flls is also to be facilitated by increasing the role.
of foreign brokers in the transactions ef Flls. Foreign brokers will be allowed to assist FlIs
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 forelgn firms to set
up joint ventures in the financial sector.

Globalising Indian Equity -

" Buro-equity issue is made by an instrument termed "Global Depository Recéipts” (GDRs).
A GDR is a dollar denominated instrumerit 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 prevallmg at the time of issue.

The securities are issued by the issuing company to an intermediary called "depository".
‘The equity shares are registered in the name of the depository who subsequently issues the
GDR to the investors. The issuers and the depository enter into "depository agreement"
detailing the terms and conditions of the agreement between them.

Capital I,ssues

'SEBI had issued comprehensive guidelineé on 11th June 1992 for investors protection and -
-disclosure. There have been subsequently nine clarifications on these guidelines. These
gu:delmeq apply to all issues of. Capltal made after 11th June 1992

The Department of Company Affairs 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 initial 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 $uch 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 stibscribe 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 pmtection SEBI has evolved a systen of redressal of
investor grievances and is consistently taking up investors complaints against companies,
brokers and other intermediaries. SEBI issues from time to time "lnves_ters Cuidance
Series” to ciarify guide and educate the investor community on matters such 4s piuival
funds, grievances and remedies available to investors keiding debentures, the stolck invest
scheme, mvestment COI‘ISIGEI&EIOHS in the primary market and cautu:an against 1llegal
transactions. :

SEBI has also taken direct steps by way of investor education. It has issued a few investor
guidance advertisements and published a book regarding "Tavestor Guidance - Rights and
Remedies". Besides increasing investor awareness and 1o making them come up as a strong
cominunity, SEBI has also registered certain active investors and asso_ciatiom}:

SERE! has taken various measures to protect investors such as - announcing guidelines on
disclosure and investor proiection, registration and regulaticn of market interimediaries,
appointment of SEBY's represcntatwe to oversee ailotment where issues are unvereuhscribed
and setting up an investor grievances cell to handie investor complamt%

10.7 CRITICAL APPRAISAL OF RGLE OF SEBI

1t is clear from the above discussion that. SEBI was set up fo monitor the capital markst,
especially to safeguard the interest of investing public. But it is increasingly seeming to
slacken on the primary market front. SEBI has the credit of infroducing the proposals like

- proportional allotment in oversubscribed issues, appointment of SEBI's: representative
during aliotment in oversubscribed issues, an issu¢-advertising code and penalty poimt
system for delinquent lead managers. But it has not been very sucwessful in mzintaining
order in the primary market. :

The veiting of draft p:opo*sals is one ares where SLBI iz seen ﬁiitaring increasingly. T hem -

are many companies which approach the market to make a quick buck exploiting the boom
in the investment climate. Promaoters known for implementing projects with massive delays
and cost over runs and those with pending criminal cases amd huge outstanding debis
_constantly enter the market. According to SEBI officials it has no right to M‘N ni anyone
froin raising funds as long as adequate disclosures arc made.

Pr(nn_oters to whom banks refuse to extend credit faciiities due to massive outstandings
generally approach the market to mobilise funds. There are several cases where prospectus
does not disclose litigations arising out of guarantee as well as pending litigatio:
individual promoters though it is 2 market practice for directors of & CLIpANY
surities while takmg foans from banks.

Companies can go ahead witk public or rights issues only wihen SEBI |issues an
. acknowledgment card based on the "due diligence” certificate filed by the lead manager.
When lack of diligenice in maintaining disclosure standards is detecred or if the lead
manager dissociates himself stating that the promoter hid material information (from him,
SEBI can Withdraw this card and prevent the corapany from making the jssue.

In some cases acknowledgment Cards were w1tharawn following sll"’ll 1ead mmanagers’

dissociation frown the issues.
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SEBI has also taken stringent measures in some cases and directed promoters to send letters
to the share allotters making the disclosures in detail with an offer to buy back the shares if

the allottees did not wish to take the shares in the light 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 legislation
to tackle such a case,

Penalty Points

SEBI attaches penalty points to délinquent lead managers as a ‘monitoring mechanism.
Their defaulis are classified into general, minor, major and serious cases with the serious
defaults 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 single issue is four, which means a
lead manager committing a series of blunders in a single issue would get away with only
four penalty points. According to market reports only five merchant bankers have penalty
points to their names and no merchant banker has been deregistered to date. Though SEBI
comes out with a list of companies against whom investor complaints have been received,
lists of top defaulting merchant bankers are never publicised.

Grey market operations too have not been contained by SEBI successfully. In one specific
case a company has reportedly issued letters to some non-resident Indians agreeing to buy
back the shares at a premium but the promoters contend the offering to buy back shares "is
only an assurance to give confidence 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 issners. 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 gﬁidelines, clarifications, rules and regulations to develop,.
stabilise, consolidate and strengthen the Indian Capital market. However, the guidelines,
clarifications gfc. issued, appear to be too many in number and quite confusing -apd
cumbersome. It may be worthwhile for SEBI to consolidate all the guidelines together with
suitable clarifications and issue a fresh consolidated set of guidelines.
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'108 SUMMARY o

. Capltal market i1s'a mcdlum for moblhsnuo the ﬁnancc out of lhe sawngs 01‘ the Loml‘tmnltv '

~and making it avatiable 0 the users, i.e., to the mdustw trdde and commerce for mectmg

their fond reqmru.menta Tt dca]s in financial assets Lompnsmg bankmg accounls, pension
funds, pmwdent fund etc Stock market dl'ld monLy market are two basu‘ Lornponents Df '

"apltalmdrket o L SR

'Thc [nd1an capltal market has made spectacular growth in the last dccade The recent

economic liberalisation programme has given a turther impetus to . this ° g:owth The

' _-Securltaes and. Exchange Beard of India was set -up 1o rc:g?uiate and momtor the Cdp‘tal
market, especially to sdfeguald the mtereqts of the mvestmgj leb]]C

1.0.9_ - 'FURTH'ER READINGS

& Co.

Sckhar, K., 1-993‘.. Guide to SEBI, Capital Issues, Debentures and Listi.n:g, iAgral - Wadhwa .

: 1,0.10_SELF;ASSESSMEN-T-:TF:,ST" ~

. Define the concept Capltal Markel’ State the’ !mponant events in thL develo_pﬁ}éﬁf' of

capital markct inindia, . . - S

2. I_C'ritic':'ai]'y_ a']j-p_r'ais_e i_hé ,r.'olé.'o-f SEBI ‘in_régu]étiﬁg the funﬁ_tioﬁihépf t_:'a:pitalf_m irkct,si. o




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 Government_
is 1m11at1ng a number of changes to make our sysiem more effective.

Despite the ove'rall progress made by th'e .Indian Financial Systern, 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. ' P '

The block is devoted completely for discussion on the above mentioned two aspects

in two units. Unit-11 discussed -the Fiscal Policy of our Government, whereas
Unit-12 mainly concentrates on 'the reforms introduced in the financial 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 Chel!alah Committee relating tb
corporate tax, income tax & indirect taxes

- ehplam the concept of Value Added Tax (VA'T)

- state the main deficiencies of banking sector and also thc mvestment poligies of
banks

- analyse the Indian Fiscal Policy.

Structure :

1.1 Introduction

11.2 . Corperate Tax-

113 Income Tax

11.4  Indirect Taxes -

[1.5  Value Added-Tax '

11.6  Banking Sector - The Main Deficiencies
11.7 ~ Investment Policies of_Banks -'An Appraisal Until 1991
118  Fiscal Policy - Changing Scenario -

119  Summary

11.10 Key Words

11.11  Further Readings

11.12 Sclf-Assessmcnt 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 for 1991-92.
Accordingly in August, 1991, the Government of India constituted a Tax Reforms'
Committee headed by Raja Chellaiah with the foliowing terms of reference :

(i) To examine the structure of direct and indirect taxes;

(ii) To make recommcndanons nter alla for making the tax system more elastic and broad
based, and

(iii) To suggest measures required far 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

' 1mplemented in 1992-93 Budget. The Committee submitted its final report in two parts,
Part-] in August 1992 and Part-II in January, 1993. The Finance Minister mcorporated.
some of the recommendations in 1993 -94 budget ' :

11.2 CORPORATE TAX

The main recommendations of RaJa Chella'ah 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 Committee has suggested that the tax rates for foreign companies should be lowered.
It has recommended that the difference between the rates on domestic and foreign
~ companies should be around 7.5 percentage points. In no case the difference should -
exceed 10 percentage points. -

Tax on compames incerporated abroad but earning income in India (e, forelgn
compames) is levied at 55%

3. The Commlttee has also suggested that the double taxation of forelgn compames in
respect of fees for technical services be avoided.

4. The Committee has favoured the 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 expans:on Incidence of tax evasion is expected to come
down

113 INCOME TAX

As far as {ncome Tax is ooncerned the main recommendatlons of Chellamh 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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The Comnmittee has recommended an income-tax reglmc with a narrower sprea between
entry rate of income tax and maximum margmal rate along with Jower raies o taxation. _
It has therefore, recommended that incomes falling in the slab Rs:50,000 to R4.2,00, 000
should be taxed af- 27.5% and the maximum marginal rate of income tax of 40%
inclusive of surcharge. Surcharge should be applicable to incomesabove 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 80L of IT Act had been increased from Rs. 10,000 to' Rs.1 3,000.

IncomeISiab. ' ' Proposed Rates

Up to Rs.40,000 . Nl
Rs.40,000 - 60,000 20%
Rs.60,000-1,20,000 . 30%

Above Rs.1,20,000 - 40%
Standard deduoti,on S Rs.15,000

savings Jinked tax exemption 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 tax benefits on higher income groups.

3. The Committee has recommended the withdfawai of exemptions-in respect :Ff various

4. The Co.mmittee has recommended that the income of a minor child from ;'Jifté'd assets be
clubbed with that of the parent to plug the loophole of Cross glﬁmg used to evade the
. clubbmg under the. emstmg tax law,

5. The Committee has recommended that double taxation in the sense of taxing t%e income

. of a partnership firm and also taxmg the partners on their share in the i income { the firm
be avoided. '

6. The Committee has suggested a Presumptive Tax Scheme in réspect 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 lakh. This suggestion aims at attracting new tax payers.

7. The Committee has suggested the taxing of leave travel allowance and rcceipts on
retirement. : : : . :

8. The Committee has recommended that the ?brioultural income in excess of Rs.25,000

accruing to the non-agriculturists be taxed by dggrogdtmg it ‘with non- agncultural
income. :

11.4 INDIRECT TAXES

Raja Chellaidh Committee made the following recommcndatlons in relation to indirect
taxes :




C'ustom_s Duties

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 1997-93.

. The Comniittee has favoured a stable import duty rate to avmd pressures for cxemptlons

and concessmns  which uit1mately prove counter—productlve

. The Committee has also made reoommendatlons for a speedy system to determine anti

dumping duties Wl‘llCh will acquire greater importance with the reduction in Customs

‘Duty rates.

. The Committee has ruled out a emgle 1mport duty regime and favoured a very 11m1ted.

number of rates.

. The Committee has favoured all goods bemg sub;ected at least to a minimum tanff It
- has therefore recommended a minimum 5 per ‘cent customs on all goods which now
enjoy total exemptlon '

-

. 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

Exclse Dutleq

1.

The Chellaiah Committee has suggested that the present excise tax system be gradually'
transformed mto a genuine VAT (Value Added l‘ax)

. The Committee has recommended the extensron of MODVAT (Mod1ﬁed Value Added

Tax) to textiles and petroleum products

: The Committee has recommended thi'eé rate MODVAT regime at the manufecturing
level with excise duty rates of 10%, 15% and 20% and selectwe excise dut1es on non-

essential commodities at 30%, 40% and 50%

The Committee has suggested the extensnon ‘of MODVAT to wholesalers It would
strengthen the revenues of State Governments. '

In the 1992-93 Budget the maximum import duty was reduced from 150 per cent to 110 per
cent. In 1993 94 it was further reduced to 85%.

Activi_ty A :

Review your undersianding__of _the following phrases.

1. Corporate Tax |




2. Income Tax _ o ‘

3. Customs Duty ' : _ ‘ ‘

4. Excise Duty =~ - | _ : _ | ‘

115 VALUE ADDED TAX (VAT) | B

France was the first country to introduce VAT in 1954 followed by UK. in 1972 aﬁd USAin
1973. Let us understand what VAT is, examine its pros and cons and also the possibilities
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 value of a product at ev‘:er_y stage of its
sale in the process of production and distribution. In other words, it is assessed at each
stage only on the increase in the value of a commodity since the last taxable. transaction.
Take an example. Suppose a person buys cotton worth one lakh rupees. After girining it in
his factory he sells it to a spinner for Rs.3,00,000. He has added Fs.2 lakh to thé value of

-cotton he has purchased. If the rate of VAT is 10%, he will be assessed at R's 20,000. Now
suppose the spinner turns the ginned cotton in his factory into yarn for Rs.4 lakh {which he
had purchased for Rs.3 lakh). He has added to its value another Rs.1 lakh and at 10 % VAT |
rate, he will be charged Rs.10,000 tax. The textile manufacturer uses the yarn to nJake cioth
which he sells for Rs.6 lakh (having purchased for Rs.4 lakh himself). He has added value -

- to the commodity in the process of production of Rs.2 lakh and he will be calleﬂ upon to
pay Rs.20,000 as a tax, assuming again 10% VAT rate. -

Thus, under this system of laxation "the sum of the value added at each successivle 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 oﬂ the final
product. It is clear that under this system, it is compulsory for a manufactuier 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 a'.pplied to
total sales during a given period, deducting the amount paid by the firm in buying
intermediate products, or inputs capital equipments etc.

On the whole, there seems to be a strong case for the introduction of VAT, TrgLnsitional
problems .can be solved and initial difficultiecs overcome. Long term i fiscal policy
introduced VAT in its modified form. That is why it has been dubbed as Modifitd Vaiue
Added Tax (MODVAT). MODVAT was introduced in 1985-86 in selected mdL'lstnes It
has now been extended to cover all the categones of excise duty, except those rj :lating to
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. textlles and tobacco The Chelldiah Committee has suggested that the present exctse tax :
system be gradually transformed 1nto genume VAT.

11.6 BAN KING SECTOR THE MAIN DEFICIENCIES

L.

8.

9.

Governmental

~ The main deficiencies experienced by the banks from the side . of ‘Government - are ‘as -
: follows : - -

Apathy of Government towards strengthenmg banks’ management towards dynamism ‘
and efficiency '

. Appointments not being oasod on pct'fonnanoe
. Lack of independent and professional peisons
. Uncertain tennre of chief executive officers

. Lack of autonomy

i Escessive control by'Governntent

. Flow of credit to some productive sectors has been restricted due to excessive pnorlty

sector lending
Loans at subsidised rates and unacceptable levels of cross subsidisation

Complex legal frame work for effecting recoveries.

The senior officials of the Department of Banking of the Government of India interfere in
the management of banks. It leads to decision making on the basis of pohtlcal expedtency

rather than by followmg strict bankmg norms.

The increasing advances to unemployed for self-employment and loans to weaker sections

have led to 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
stipulated schedules. Non-recovery as a percentage of demand is very high. This threatens
the very v:ablltty of the banks.

'Reserve Bank

The main problems of banks from the side of RBI are :

1.

Excessive control by the Reverse B;ank of India-

2. Plethora of regulat:ons - RBI Act, Banklng Regulattons Act, Negotlable Instruments

Act etc.
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3. Increasing SLR/CRR consuming bulk of bank finance

4. Banking secrecy has prevented public knowledge of quantum of losses invalved.

Internal

The main problems faced by the banks interﬁally are::

—

. Muitiple and unfocused objectives

2. Inadequate managezﬁent practices

3. No acc.ountabi]ity for' results

4, .Managel.nent appointﬁents not b .ag sased on performanée

5. Inadequate mechanisation, I *v technology levels

6. Inadequate internal controis
7. Overmanning
8. Labour probiems resulting in low productivity

9. Trregularities in preparation of internal reconciliation

10. Reduced efficiency due to bureaucratic hurdles and delays - customer service has
suffered ' '
|

11. Lack of custoiner orientation which results in poor standard of service to the clientele
12. Inadequate Human Res yurces Management practices. -

The quality of service rend_éred by the banks has deteriorated. It has been cause 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 fotal credit was depressing the interest yield on advances year after year. ‘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. ' ' : :
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. The Narsimham Committee on F mancial Reéforms has -pointed out that the progressively

increasing SLR/CRR have been preempting a large part of bank resources into low incore
earning assets, thus reducing bank profitability. N -

117 INVESTMENT POLICIES OF BANKS UNTIL 1997
- AN APPRAISAL e -

In response to the rapidly increasing credit needs of agriculture and industry arising out of
cconomic development programmes, the bank advances have registered tremendous’
incréase 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 cach bank was to ensure that its incremental non-
food credit deposit 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 trend in credit-deposit-ratio could be
attributed to rising CRR and’ SLR during 1971-91 under credit squeeze policy of RBL
~ Increase in CRR and SLR have been responsible for large diversion of bank deposits to
cash reserves and investment in Government securities leaving lesser portion of deposits
“for loans and advances (bank credit), '

There was considerable shift in allocation of bank credit pattern also. During the last two
decades, the share of agriculture in total bank credit has increased from 2.2% to 14.4%
whereas the share of industry has-declined from 67.5% o 48.7%. The share of food
procurement credit has gone up from 3.5% to 12% over the same period. :

The share of priority sector advances 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 Credit; (3) Deregulation of Interest Rates; (4) 7
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. o .

These recommendations are discussed in detail in "Unit-12 : Financial Sector Reforms*,
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Activity B

Go to your nearest library and “collect details regarding progreqs in lmp ementmg
suggestlons of Chellalah Commitiee on tax reforms. :

11.9 SUMMARY-

Number of changes are taking place in the Indian Economy from 1991 and Lhe Indlan 'Iax

System is not an exception. Kaja Chellaiah Committee, appomted by the (Imve:mment of
India in 1991, studied both the direct and indirect fax structure existing! in India. The
" Committee offered a number of recommendations not only for simplifyirg the ex1st1ng

laws but also for making the tax system more elastic. These recommendations are mainly
related to the areas like corporate tax, income tax, indirect Laxes, mtroduu.tlon of Value
Added Tax, etc., and some of them are already 1mplemented
Even though-there is tremendous increase in the financial assistance sanctioned by banks to -
various sectors, our banking sector is facing number of problems from Government and
Reserve Bank of India. This is in addition to the interna! problems 'faced‘ by the banks.
Basing on the recommendations of the Narasimham Committee, the Government of Indla is
taking varlous measures for makmg the bankmg system more ef’ficlcnt

11.10 KEY WORDS

Cotporate Tax : The income tax on the, net .profits of Jomr-stock compames is called
Corporate Tax. ;

Inceme Tax : income tax is lewed on the mcome of mcllwduah hmdu undw;ded famlheS'_
- and unregistered firms. !

Custums Duty : Customs duties include both 1mp0rt and export duties. The 1m ort dutlcs '
contrlbute neany 90 percent of our totai customs revenue

Excise Duties : Theseare levied on comm_odities produced wit]{in the country. -
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11.11 FURTHER READINGS

Chellaiah, Raja, J. Fiscal Policy in & Developing’ Economy.

11.12 SELF-ASSESSMENT TEST —

1. List out and analyse the recommendations of Raja Chellaia_h Committee relating to
~direct taxes. : : -

2. Explain concept of Value Added Tax in detail.

" 3. Go through the Annual Budget of the Government of India for .thc 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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UNIT—12 FINANCIAL SECTOR REFORMS

123" Narasimham Committee on Financial Reforms -

12.4 - Major Recommendations of Narasimham Comm_iﬁee :
126 Sum_mary

12.8 Self - Assessment Test

Obj ] ectlves

After St“dying this unit, you should be able to : - :

- understand the need for reforms in financial sector in India

- explain the main recommendations of the Narasimham Committee |

- spcc1fy the action taken by the Government and the RBI for reformmg_the '
- financial sector in [nd:a

- assess the impact of reforms on Indian Economy..

Structure

121 Introduction ]

122 Need for Reforms in Financial Sector

12,5 Financial Sector. Reforms ;".G-_ovemmlent Action

12.7  Further Readings

'.1_2.1‘ -INTRO])UCTION

~ The ﬁnanmal sector - economic growth relatlonshlp had not recelvecl adeque'tte attention bf

classical and neo-classical economists. It was John Manard Keynes who accorded a specnf c -
place for money in macro-economic’ analysis. There has been a phenomenal increase in -

financial assets in ‘the last five decades and the ratjo of financial assets to GNP: has risen
.substantlally in both the developed and developmg countries compelling econo

| ists and
other analysts to focus more on the impact of fi nancial system on the funrtlon ng of the
economy. and in mﬂuencmg real economic actmty

- According to Prof. C. Rangarajan Governor of the Reserve Bank of India, the centra

[
economic function of the financial sector is financial intermediation, that is mobilisation of

|
financial resources and the. allocation of these financial ‘resources. Fu her, efficient .

financial intermediation also involves minimising the transaction cost of transferrmg funds
from original savers to final mvestors :




12.2 NEED FOR REFORMS IN FINANCIAL-SECT OR

The Indian Financial Sector today comprises an impressive network of Banks,
Development Financial institutions (DFIs), Insurance, Finance, Leasing, Venture Capital
and Mutual Fund @Gompanies, and a wide range of financial instruments. There has been a
congiderable widening and deepening of the Indian Financial System, particularly in the
last two decades. Despite the overall progress made by the financial system in India, its
operational system has been unsatisfactory up to 1991. In July, 1991 the Central
Government announced its New Economic Policy (NEP). Liberalisation, dercgulation,
delicencing, reforming and restructuring of the economy through NEP made the
Government to bring reforms in financial sector immediately. Let us now discuss the need
for undertaking reforms in financial sector with particular reference to banks and
developmental financial institutions:




“menning especially in the urban and métropolitan centres and madnquatc TOQrEss in
updating work technology. Both management weaknesses and trade union pregsures have
contributed to this. There have alsc been weaknesses in the internal orgamsattonal structure
of the banks, such as lack of sufficient delegation of authority, inadequate internal controls
and deterioration in what is tefmed 'housekeepmg ‘such as balancmg of books and
rcconmliat.on of mter branch and mtcr—bank entries. _ o L

The most serious darnage to the banking systcm and-the one which contrlbuted most to the,

~ decline of portfolio quality has been- political and administrative interference in credit

decision-making. Populism and political and administrative influence bordermg on
interference. should have no place in the lexicon of banking and finance, but unfortunately,
over the years, competltwe poptilism has affected banking and cre dit operatlons As a result
of the political and administrative interferences, the public sector banks in|India have
suffered badly : lower income, inadequate provisioning for bad debt, locking of|credit from
more productive uses and erosion of profitability. The deterioration in the financial health
of the system bas reached a noint




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, smali scale
industry, small business and programmes for poverty alleviation. The Committee
recommended that the directed credit programmes be phased out. The Committee proposed
the re-definition of the priority secior to inchide 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 Naraslm ham Committee felt that the present structure of administered interest rales are

highly complex and rigid and henee proposed deregulatlon of interest rates so as to reflect
ememmgmarket;(:ond itions..__

Nationalisation of 14 commercial banks on 19 July, 1969 was a radlcal‘measure—m“me e
history of Indian banking. Several: changes took place-in the sphere of banking sector after

nationalisation. These changes are quite apparent in- branch expansion, deposﬂ_ .
mobilisation, credlt deployment etc.. :

e

Despite the overall progress niade'- by the banking system in India, its operational -
inefficiency has been characterised by low profitability; high and:growing non-performing
assets and relatively low capital base. On the eve of the reforms, the net-profits of public
sector banks (excluding RRBs) after provisions and contingencies were no-more than 0.18
per cent of working funds in 1990-91. The spread between. interest earned and paid as a
proportion of working funds was 2.95 per cent. The proportion of non-interest expenditure
to working funds in the same year was 2.65 per cent. With the decline in the quality of loan
assets, the need for provisioning had became more urgent. Several banks were in fact not in
a position to make adequate provisions for doubtful debts. The. eapltal base i.e., the ratio of
paid-up capital and reserves to deposits of public sector banks at slightly over 2.85 per cent
in 1990-91 was much lower by international 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 Reﬁlonal Rural Banks was far worse. The balance sheet of the performance of the
banking sector was thus mixed - strong in w:demng the credit coverage but weak as far as
viability and sustainability was concerned. :

The major factors responsible 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 secured from alternate. deployment of
funds. There has been a deterioration in the quality. of the loan portfolio which in turn has
corhe in the way of banks' income gcneration 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 prof' tablllty of banks has also emanaica
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 considerable degree of over--
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the banks and financial institutions should achieve a minimum 4 per cent capital

‘should be permitted. to set up Joint ventures in regard to merchant aud mvestmen bankmg,

leasing and other newer forms of financial semees

5. Prudential Nerms"and Regnlations

-Prudentlal norms and regulatmns mean the norms and regulations relatmg to income

recogmtlon, provtstomng for bad and doubtiul debts and capital adequacy i

In regard to income recognition the Commmee re commended that in respeet of banks and .
financial institutions which follow the accrual system 'of accounting, no income should be"
) reeogmsed in the accounts in. respect. of non-performing assets. An asset
. considered non-performing if | interest on such asset remains past due fora period xceeding

ould be

180 days at the balance sheet date. The Committee further recommended that anks and
financial institutions be gwen a period of three years {0 move towar ds the above orms ln a’
phased manner begmmng w:th the current year.

o : 1 g
. =

For the purpose of prov1510mng, the Committee recoramended that using tne health code\
classification which is already ifi vogue in-banks and fisancial institutions, thF assefs should

be classified into four categories namely, Standard, Sub-standard, Doubtful land Loss

‘Assets. In regard to Sub-Standard Assets, a general provision should be created equai to 10

percent oi the total outstandings under this category. In respect of doubtful debts, |provision
should be created to the extent of 100 per cent of the security shortfall. In respect'of the
secured portion of some doubtful debts, further provision should be created, ran ging from
20 per cent to 50 per cent, depending on the period for which such assets remain in the
doubtful category. Loss Assets should éither be fuily written off or provision be created to,
the extent of 100 per cent. The Committee was of the view that a period of four years
should be given to the banks and financial institutions to conform to thes|e provisioning
requlrements However, it is necessary for banks and financial institutions ta-ensyre that in
respect of doubtful debts ]00 per cent of the securuty shortfall 1s fully prowded for in the
shortest possible time.’

The Comunittee stated that the balance sheets of banks and financial institutions should be
made transparent ; and full disciosures made in the balance sheets as reeommend ed by the
International Accountmg Standards Commlt{ee “This should be done in a phased manner
commencing with the current year. ‘The - Committee suggested - thaﬁ| the criteria
recommended for non-performing assets and prowsmmng reqmrements be gwen due

recogmtlon by the tax authontles

Whlle commg to the capltal adequacy of the bzs.nicmg system the Commitice sugg sted that

ratio in y¢lation to risk weighted assets by March 1993, of which Tier 1 capital s Quld not .
be less than 2 per cent. According to the Bank of Intérnationa! Settisments (BIS),

~of 8 per cent should be achieved over a period of 3 years, that is, by March 1996 For those

banks with an infernational presence it would be neressary to reach these figures even
earher

The Commtttee opmed that in respect of those banks whose operatmns have' been roﬁtable
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, ISalle of fresh eapltal to the pubhc thir ough the caplt | market
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12.3 NARASIMHAM COMMITTEE ON FINANCIAL

REFORMS

.

The Govemment of India had setup a Hrgh Le\rel Committee i in August, 1991 with Mr. M
Narasimham, former Governor of the Reserve Bank of India as its Chairman to examine all

aspects relating to the structuie, orgamsdtlon 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 1ts 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 ﬁnanci.al institutions;

To make recommendatrons for improving and modernising the orgamsatlonal systems
and procedures as well as managena] pollcres

. To make recommendations'for infusing greater cdmpetitiise vitality into the system so as

to enable the banks and financial institutions fo respond more effectlvely to- the
emerging credit needs of the economy;

. To examine the cost, composition and adequacy of caplta] of the various ﬁna.nmal

institutions and to make suitable recommendatrons in this regard

. To review the relative roles of different types of financial institutions in the financial

systern and to make recommendations for their balanced growth;

. To review the existing supervisory arrangements relating fo the various entities in the

financial sector, in particular the commercial banks and the term lending institutions and ‘
to make recommendations for ensurmg appropriate and effective superwsron

. To review the existing legislative 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 specrﬁcaily
referred to the Cemmrttee by the Government of India.

The Committee submitted its report in November, 1991. - | :




124 MAJOR RECOMMENDATIONS OF NARASIMHAM -
COMMITTEE .. i

‘The Narasimham Committee was primarily interested in improving the financial (health of
pub[ic'sector batiks and development financial institutions, so as to make them vjable'and ..
efficient and meet fully the émerging needs of the economy. The basic assumption and
approach of the Committee is that greater market orientation would strengthei the| financial

“system_and thus improve its efficiency. In this connection the Committe?c stated "The
solvency, health and efficiency of the institutions should be central to effective financial
reform”. The ‘major recommendations of the Narsimham Comrnittee centred round the.

banking system, the development financial institutions, the money and capital market.

Recommendations Relating to Banking System

The Narasimham Committee's recommendations are based' on the fandamental agsumption
that the resources of the banks come from the general public and held by the banks in trust
and that they have to be deployed for maximum benefit of their owners, _v'iz.,!the depositors. -

The assumption automatically implies that even the . Government has o business to

|
endanger the solvency, health and efficiency of the nationalised banks unde:r the pretext of
resources for economic planning, social banking, poverty eradication, et¢. At the same
" time, the Government has no right to get hold the funds of the banks at Jow rates pf interest
and use them for financing its consumption expenditures - paying the salary of the
employees, for example - and thus, defraud the depositors. The Narsimham (ommittee
recommendations aim at : ' : o o |

(i) ensuring a deg-i‘ée of operational flexibility -~ B
(i) internal autonomy for the public sector banks in their decision rr*ak-ing process;
and - I _ . | "

~(iii) greater degice of professionalism in banking operations.

"The specific recomménd_a_ti'oﬁs relating to the banking system are as follows

- 1. Directed Invesiments L . I
In this area-the Committes made two recommendations aimed at enhancing|the competitive -
vitality of the banking industry : o o
a) ‘Statutory Liquidity Ratio (SLR) : According to the Com_miﬁee the Statutory 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.. ' o

- by Cash Reserve Ratio (CRR)‘: Every comt_ﬁercial bark tn India has to kt;ie_p with the RBI
15 per cent as minimum cash reserves against demand and time deposits.” The

. Committee: proposed to the RBI to consider progressively reduciﬁg t}:ae Cash Reserve ™ ¢

Ratio {rom its present high level. The Committee also opined that the interest rate paid.
", {0 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. ' E
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3. Prudential Norms

Prudential norms have been laid down by RBI as part of the reformative process. The
purpose of prudential ‘systéem 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 praetlces These will help in more effective supervision of banks :

Now, prudentlal norms require banks to make, 100 per cent pl’DVlSlOﬂ 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 eent in 1993-94.
4, Capltal Adequacy Norms |

“The RBI in April, 1992 fixed capital adequacy norms for banks The banks have to eomp[y
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 scheduléd commercial banks. Foreign banks operating in India and Indian
banks with international presence were, however requn‘ed to attain 8 per cent by March,
1993 and 1994 respectively. :

The prudential guidelines and the new capital adequacy norms expect scheduled

commercial banks to make large provisions amounting to over Rs.14,000 crore for bad and °

doubtful advances in their portfolio. The viability and the financial health of the banking
system was sought to be protected by a capital contribution of Rs.5,700 crore by the Central
Government in the budget for 1994-95. :

A new capital framework has been introduced for Indian scheduled commercial banks

based on the Basu Commlttee recommendations presentlng two tiers of capital for the
banks. ' : :

The Government of India has amended the Banking Companies Act to enable the

nationalised banks to access the market for capital funds through public issues, subject to
the provision that the holding of the Central Government will not fall below 51 per cent of
the paid-up capital. :

5. Freedom of O'perati_on'

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 perniitted to close non-viable branches other than ‘in -

rural areas. Bank lending norms have been liberalised and banks have been given freedom
to decide tevels of holdmg of mdwndual ltems of lnventones and receivables.

6. Permission for New Banks _

Government of India and RBI have 'acee-pted 12 proposals to set up new private sector
banks’and six banks have already started functioning. These banks have been allowed to




' R651dent Indians up to 40 per cent.

: -_7.-Supemsmn over Commercmi Banks B ' - |

- ‘Supervision was also established in RBI in December 1993 for assisting the Board|.

" 8. Recovery of Debts -

‘The DF ls have taken steps to widen thelr resources base and mobilise funds

raise capital contribution from foreign institutional investors upto 20 per cent nd Non-‘

" A Board of Financial Supervision has been sét up with an Advisory Couneilﬂ to strengthen

the supervisory system of banks and financial Institutions. A separate Department . of

| "Recoverv 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, Ahmedabad and Bangalore | and an Appe]late
Trlbunal has been set up at Bombay. _ o ‘

9. OtherMeasures ST S

The Government of India took the followmg other measures also to reform and strengt}aen'
the ﬁnancnal sector-in India :

a) Banklng Regulation Aet 1949 was amended to enable a banking company|to hcwe anon-
‘executive Chairman and upto three Directors from among the Directors of promoting
institutions, and to raise the ceiling for the exercise of voting rights foj a sharcholder
upto li)_per cent, and to raise the penalties for contravention of the Act. | :

-b) Agreement was reached with employees /Trade Unions in- Octoher 199'3 and it paved

way for faster computerusatron in banks.

c) Bank lending norms have been liberalised and bzmk'a were given freedom t deelde-leveis'
of holding of individual items of inventories-and receivables. '

‘d)- Scope of mandatory consortium _arrangement was narrowed 0 76 large borrowal

- accounts in plaee of 934 accounts. ' : o - ‘

e} QGuidelines were issued 1o banks 1o ensure qualitative improvement in banks’ |customer

service as a follow-up on the recommendations of the comrmttee on customer service in

banks

10. Reforms.'Relat'ing'to-DFI'-s ; - o S \

in domestic as
well as. 1memat10nal markets. -~ _ : ‘

Prudentiul Norms

The DFIs have recognised the importance of'prudential norms 4s a means to| maintain

-~ financial’ health and ‘have ‘also been following norms for credit conceptration, asset,

classification, income recognition and prov;s:on for had debts. Tn March, 1994, RBI Issued
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guidelines on prudentlal norms to be followed by DFls in India. These norins are elmliar to.
the norms issued to the commercial banks.

Biversification of Operations

In tune with the changing envirenment, the Df‘ls have bzen diversifying their operations
and reorienting their husiness strategies.

Rationzlisation 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 obllgatory for assistance sanctioned by term lending
institutions.

Other Maasures
The other measures inchude

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 premiwm). -

b) Floating inicrest rate on financial assistance {linked to interest rate on 364 day treasury
bills) introduced by some all India development barﬂ(q

¢} Financial institutions” access to SLR funds chbccd and they are encouraged to approach
capital market for funds.

Activity D o . BN
Assuming that you are a Manager of a Bank, state whether the medsures taken by the
Government and RB{ for reforming the financial sector are appropriate. What suggestions
would you like to give for further reforming the financial sector in India?

1.6 SUMMARY

The financial sector reforms in India are an integral part of the overall programme of
economic reforms aimed at improving productivity and efficiency of financial institutions.
In fact, the efficiency of the reforms in the economy would have got blunted without
conﬁsponding reforms in the financial system and hence Governiment was requited o take
them simuitaneously. The Goverament of India and the RBI already started reforming the
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‘banking sector, DFIs, money and capital markets even thou gh 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 piecenieal, and
having accepted change, the Government and the institutioris have to work with conviction
and commitment. ' '

12,7 ¥FURTHER RE'ADINGS
1. Economic Survey, 1994-95, Government of India Publication. -
2. Report of the Narasimha_fn Commiitee, Nabhi Publication, New Delhi, 1993. o

3. C.Rangarajan, The Reform of the Financial Sector :_'Choiccs and Lessons, RBI Monthly
Builetin, December, 1994 ' '

12.8 SELF-ASSESSMENT TEST

Critically evaluate the reforms undertaken in India for reforming the financial sector.




BLOCK A& PLANNING POLICIES AND
PRO(JRAMMES

The Govemment of Indl.a is encouraging the process of industrial development and
economic: growth by fixing targets in the 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 undcrwent pronounced transformanon in
the last four years. -

In this co ontext, this bioc]\ mainly provides you mformatlon on planmng pohues and -
programmes implemented by our Government. This block is divided in two units,
unit-13 discussed fully -about various Five Year Plans and unit-14 about the etfect of

hberahsation on our planning.
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UNIT-13 : PLANNING IN INDIA

Objectives -

- After reading this unit, you will be able to ;-

© - explain the meaning of and the need for plasning both at micro as well as macro

“(business unit and national) levels
- trace the origin and evolution of national planning in India

- describe the socio-economic objectives of Indian 5-Vear Plans

- analyse resource mobilisation and allocation pattern of plan outfays of public

~ sector; and

- comment on the relative success record of the planned development.and the

reasons thereof
-Structure
13,1 Introducti.on

13.2  Factors Contributing 10 Adoption of Planned Development

13.3  Meaning and Need for Plan : Planning and Evolation of Plaming in India

13.4 Sacio-Economic Objectives of Indian Five-Year Plans

13.5  Priarities of Varions Five Year Plan-g |

13.6  Total Gutlay - Private and Public Sectors

13.7 Mpi)i!isati@n of ResQurcas of Finaﬁcing til@ Five-Year Plans
13.8  Aliocation of Resaurc;es or Patiern di"lnvestmcnt

13.9  Planning in india - A Critique

1314 Summary

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
inchuding international milieu impose constrainis 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 indusirial, Exim {(Export-import), banking and monetary
policies and their impiications and impact on private business. In fact, ali these policies and

institutional set up, created and strengthened over time, in & way constitute part of macro-

economic planning. Then what is Planning? 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 fogether. For better understanding and comparison, certain

aspects of Unit-13 are covered in Unii-14. -

132 FACTORS CONTRIBUTING TO THE ADOPTION OF
PLANNED DEVELGPMENT

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 systgmatlcfscientlﬁc principles. Thus, planning
is not a novely and it is as old as human beings themselves. What is novel is its application
to national/global or macro levels. In this sense, planning is an innovation of the 20th
century. How did the present century contribute to the popularity of planning?

Six important historical events ushered in planned development. They are : the two World
Wars (1914-18, 1939-45), Bolshevik (Communist) Revolution of 1917, followed by the
unprecedented success record of planutug in the former USSR in a relatively short period of
abeut three decades; the bitier lesson of market failure evidenced by the Great Depression
of the 1930s (1929-33) which intervened the twe Wars, the Keynesian Revolution of the
1940s which convineingly supperted the state intervention for economic development and
the birth of about 100 third world - countries as a political fallout 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 planning as a
means to achieve rapid growth with social justice. India too foliowed the same path after
becommg a sovereign democratic nation.

Activity-A .

1. Review your understanding of the reasons for popuianty 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.

N

g

" 13.3 MEANING AND NEED FOR PLAN :
PLANNING AND EVOLUTION OF PLANMNG 1N

¥

I.NDIAJ\ .

; Meaning and Iinportance'

.Although in common parlance the terms "Plan" and "Plannmg are used syn

they are not the same. A plan is simply a sketch, blueprmt mode! ¢r a docume

is a broader term and is defined variously. Here it is enough 16 note the wj

on ymously, :
nt. Planning
idely shared:

meaning or definition. It may be defined as a deliberate and systematic thinking and effort

"in estimating, pooling and allocatmg availabie and potentlal rescurces w1tl

ach1evmg pre- determmed objectives. It thus implies

a) Dehberate ratlonal and scnennﬁe thmkmg and effort in e:tunatmg preSE

and potentlal resources (human and non- human)

b)Pooling or mobilising t_he_resourees F

a v1ew 10

et

c) A-llocating the fnobilised"resourceé for realisin g the pre-determined o.bjecli\}fe_s.

'Today the. old issue of plan or no- plan is no rnore debated. What is debated
areas and to what extent and through which i means planning is to be adopted.
planning has become a routine affair not only at nationat level but at the micro
- firms, especially in large corporatlons Analogous to'an econommy, every. com
business unit desires survival, expansion and maxirtum profits. | All these nee
and well conceived: efforts and strategles :

As noted earlier, plannmg is warranted both for reconstructior of already deg

war-torn ¢conomies 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

India. The rationale for planmng stemms from market failutes, 1mperfect mat
- developed institutions, and initial' skewed distribution of resources. Historig
~_observed that uncontrolled market economies were often subjected fo economig

-~ periodical decline in’economic activity, severe price fluctuations, unstable
investment, etc. These problems are more severe with’ regard to'the les
countries (LDCs) where market forces of demand and supply in factor, goods
markets are not tuned to provide useful signals. They suffer from supply n
insensitivity in demand. Structurally, they are backward and unorganised. All
necessitate planning to set nght things and provide congenial environment for
the growth process and proper distribution of the produced output: In brief, f;
o Great Depressnon of the 1930s (which was charactensed by throwmg out of

188

is in which’
Worl_d over,
unit level of
pany or any
d systematic

veloped- but
employment
ret capitalist
nomies like
kets, poorly

c stagnation,
smployment,
s developed .-
s and money

these factors
accelerating
ollowing the
employment

cally, it was -

igidities and =~




millions of emp.oyed people and very low level of output), plannmg has become almost a
crazy umversal affair for ach:evmg rapid growth with justice and stablhty

Evolutinn‘ of Planning in India

After adopting the first Industrial Policy Resolution 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 thein are : i}
Sir M. Vishveshwaraiah's hook "Planned Economy for India" in 1934, 2) Setting up of
“National Planning Committee" under the chairmanship of lawaharlal Nehru by the Ail
India Congress Committe€ -in 1938, .3) Bombﬁy 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 implementation All
the same, they had the salutary effect of preparing a background and pavmg the way for
planned development after political mdependence

The Planning Commission of India was established in 1950 and the National Development
Council (the apex bedy of planning in India) in 1952 through executive orders. Both are
non-statutory bodies and hence their allocations and recommendations are non-mandatory.
This is why the plans prepared by the Planning Commission and approved by the National
Development Couicil must be. presented to the Parliament, and after its acceptance the
plans are executed. The Chairman of both the Planning Commission and National
Development Courncil is the Prime Minister of Iridia. Apart from the Chairman, the
Planning Commission consists of a Deputy Chairman and a few members (at present 8)
- both official and non-official. As to the National Development Council, it comprises ail
the members of the members of the Planning Commission and all the Chief Ministers. -

~ The Calendar of Five-Year Plans in India is that of fiscal calendar beginning from 1st April
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+1+2 Annual Plans and the
first 3 years of the on-going Eighth Five-Year Plan. We are now (1995-96) in the 4th year
of the 8th Plan. li is usefu] to note the periods of each plan implemented so far.

15t 5-Yr Plan : 1951-52 to 1955-56 or in brief 1951-56.

2nd 5-Yr Plan : 1956-57 to 1960-61 or 1956-61

3rd 5-Yr Plan: 1961-62 to 1965-66 or 1961-66

3 Annual Plans : 1966-69 (1966-67, 1.967-68, 1968-69)

4th 5-Yr Plan i 1969-70 to 1973-74 or 1969-74

Sth 5-Yr Plan: 1974-75 to 1978-79 or 1974-79

189




(The eriginal 5th Plan could not run its full course due to the replacemeﬁ't 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 J)Wﬂ plan
called Rolling Plan. Officially it was cailed "Draft Five Year Plan 1978-83). - '
_ Annual Plan . 1979-80
6th 5-Yr Plan  1980-81 to 1984-85 or 1980-85
7th 5-Yr Plan  1985-86 to 1989-90 or 1985-90
- 2 Annual Plans 1990-92 (1990-91, 1991-92)
8th' 5-YrPlan 1992-93 to 1996-97 or 1992-97
In. the Sﬁcceeding Unit-14, Perspective Plan, Annual Plans, Relling Plan of the Janata
Government and Indicative Planning, introduced in the 8th Plan, as well as planning under

liberalisation policies will be explained. Deferring them, you are now ; explamed the .
objectlves ofIndlan Plans. . - :

Activity B

1. Understand the terms _ _
' Plan . ' ’ _< ' E Planning

2. Explain the need for Plarning under different econornic situations such as free enterprise
market-based econom;es Industrially Advanced Countrles (IACs) and Mixed
economies. :

3. Was there any effort and thinking about planning in India before Independence?




4. Read other 6'00ks and analyse the reasons for break in Five Year 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 o
“achieve defined objectives. Then what are the objectives of Indian Plans? Though each
Five-Year Plan, depending on the time and circumstances/neéds, aimed at many objectives,
there arc 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 objéctiv_es_ of all the Five-Year Plans put together (ie; 1st to ..
§th Plan), and later the specific objectives and important targets of the current 8th Plan will
be explained. Before doing so, a salient feature of Indian. Five-Year Plai_1_é‘ calls for
~ attention. From the beginning, Indian. Plans simultaneously aimed at both economic and
_ social goals which is otherwise known as growth wise equity. Put simply, the basic goal is.
- growth with stability and justice. This single broad goal is speit out below under five
objectives. EE ' . o o

1) Growth or accelerating the Growth Process : It means raising the i;aﬁonal' income to
improve living standards. . - =~ B )

2) Modernisation : It moans application of science and modern technology in the

production of various goods and services. This goal is a complement to the fifst goal. -
- Through modernisation production, especial ly productivity, will be stepped up. '

'3) Self-reliance : It may .be understood as freedom from dependence on foreigh 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 dom_estica[ly’prqduced goods).: R TP

" 4) Balanced Regional Deﬁélopment ¢ It tells that not only India as a whole should groW_' .
but parts 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.. '
3) Social Justice : This is a very bfoad goal embraéiﬁg many things: Its-'sim.plest_ meaning
is caring for the weaker sections defined as the poor, unemployed and asset_lgss. !t_ 'a!so o
‘means reduction in inequalities (consumption, _income.andzcwealth)- such’ that egahtanan o

society is established eventually. -
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Havmg spelt out the common obJectlves of all.the Five-Year Plans, you are| now take_n'to- .
the specific objectwes of the 8th Plan. '

Main Objectlves and Targets of the 8th 5-Yr Plan (1992-97)

1. Tmproving the Lmng Standards of the People This smgle pr1me ob_||ect1V° imp’liés |
the followmg '

a) Health for all ang safe- drmkmg water by the end of the' plan

b) Abohtlon of r!llteraoy among the youth in the age- bracket of 15 35
' _. c)_Prowsron of Prlmary. Education fao111ty to all the people of Indra..
g d) Containing population Igro'wth .at-l .8%.' |

Ve) Abolition of scavengmg services (by means of convertmg wet latrmes into
~ flush-out system-through drainage or septic tanks)

f) Full employment by the turn of the century It envnsages work opportun tles to all
by creating 8 to 9 million JObS per annum. Employment growth 18 ta.rget<=d at
2. 6% :

3. The Second Major Goal is adequote provision or strengthening of infrastructure
famlmes such as power 1rr1gat1on transport and commumcatlon '

Some of" its targets ‘are GDP (Gross Domestlc Product = National Ineome) srowth of
. 5.6%, Import and Export growth rates of 8.4% and 13 6% respectwely, raising of Food
production from 177 to 220 million tonnes; incremental Capital - Output Ratio ¢f 4.1 (i.e.
for one unit of additional output, 4.1 units of investment is needed); rate of inv 2stment at
.23.2% of the GDP, of which 21.6% points from ClOlTleStIC resources and:; the ‘est is net
inflow of capital from abroad. - -

\

13.5 PRIORITIES OF VARIOUS PLANS

In the precedlng pages you learnt that quite a few objectlves weré set out in the Five Year
Plans. However, in each plan all the objectives were not accorded equal importance. Some
receive the highest importance or preference over others in each plan. Gene; rally Eealisation
of one or two objectives were gwen priority. They are : o

Ist Plan : Agricultural development recewed top most importance by receiving 37% of
: the total public sector outlay. Notice that except in the 1st Plan, agriculture
never secured so much share of the total outlay In all other plans, ll)‘ts' share is

around one-fourth. ' : o

2nd Plan : In this, IndustriaIiSation was accorded priority. Base'd on the Mahalanobis '
model, capltal goods production / heavy industries base was gwen top prior_ity..
It was allocated 34% of the total outlay : - l




drd Plan : Self-reliance goal was prioritised. it was implemented through import
: substitution,

4th Plan :  Equitable development of the regions or Balanced Reg:o'lal Development got
priority.

SthPlan:  Minimum Needs' Programines, comprising nine components, of which eight
’ are for rural areas (such as Rural Housing, Roads, Education. Health,

Electrification, Nutrition / Sanitation, Water Supp!y / Trrigation, etc.). These.
aim at raising social consumption as a means o reduce p.werly

6th Plan . Direct attack on poverty and unemploymenz or 1;adicaao'1 of Poverty and
: Unemployment. :

7th Plan .  Energy received highest priority with an allocation of about 31%. Energy
along with Poverty and Unemployment reduciion were the main goals.

8th Plan: HRD or Development of Human Resources is the prime goal.
Activity C

1. Give examples of :
Economic Objectives : Social Objectives

2. Understand the relation between Growth and Modernisation goals, and eludicate it in
your own words. '

3. Social justice stands for
a)
b)
<) | | | _ |
0 - I : S T e e L
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i4.-lrr'1pr0ving Living Standards and HRD are one and the same. How?

5. Give examples of'infrastructu_re fora 'manufacturing unit.

6. Link between Minimum Needs Programme and Poverty Eradication.

7. Induétrialisation hinges on heavy industries, How? Give examples-of.;basicfheavy _
industries. ' ' :

- ) L | . . -" 1L
8. Self-Reliance, Self-Sufficicncy; Import Substitution, Minimising Forzign Aid
- Comment on these concepts and their intcr-relationships.




136 TOTAL OUTLAY - PUBLIC AND PRIVATE SECTORS

As India is a mixed economy, both public and private sectors. contribute to the total
development outlay fixed for each plan. 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 shifi in policy  favouring higher space in economic
development to the private sector, the Is'hare of the private sector has been stepped to more
than 50%. Table-13.1 sums up the relative shares of the two sectors in the total outlays.

"TABLE -13.1 "

" PUBLIC AND PRIVATE SECTORS - RELATIVE SHARES (ACTUAL) _
- R %)
Plan |- Public - | . Private |  Total
L 1 R
IstS-YrPlan(1951-56) | . 52 | 48 |- 100
o gesn@ L sy @ (3760) @
2nd5-YrPlan (1956-61) | o sa | 4. | 100
3rd5-YrPlan (1961-66) | - 50 | 41 100
. 4th S:Yr Plan (1969-74) | - - 51 a0 100
5thS5:VrPlan(1974.79) | 43 | 7 100
 6th 5-Yr Plan (1980-85) a8 | 52 | 100
TthS-YrPlan(198590) |~ 46 | - s4a | 100
8t SYrPlan (1992:97) | ds2 548 100 -
(Target) L (3,61,000) 4,37,000) | (7.98,000)

Source : Five Year Plans of India. =~ _ o IR
- Note : Figures in brackets are Rs. in.crores. '

@ If net investment s éonsidered, the relative shares work cut to 46.4% and 53.6%. If the
targeted mvestments 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 crare. 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 of
assets or new (additional) facilities, the purpose of current outiay is-to maintain the existing

assets. While discussing resource mobilisation and allocation, public sector outlay is to be™ - -

understood in gross terms. - - -




Growth in Investment During the Plan .Period ’ _ ‘ .
|

It is useful to understand the sugmﬁcance of the stepplng up of investment effort durmg 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 crores 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 meney -

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 eight 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 investmeng effort during a

.given period is to express investment as % of GDP (Gross Domestic PrOdlLCt i.e. National -

Income). This expression is technically termed as Rate of Investment (ROI) Whlle in‘the
First Plan period rate of investment was 7.3% in the 8th Plan it is 23.2% of GDP. 1t means -
that Tndia's investment effort increased by about 3 times. Rate of investment| of 23.2%
implies the Indians out of their income of Rs. 160, consume now about 3/4ths and invest

" about 1f4lh for tomorrow Le. future development. - - : S

Having understood the total outlay and within it the public sector outlay, Jhe next issue is
how does the public sector mobilise the needed outlay? This is known as ﬁljxancmg the Five

YearPlans : ' . . i

13.7 NIOBILISATION OF RESOEJRCES OR FIL NANCIN(F THE

PLAN

" Detailed data is available only with regard to the public sector resource mbbilicatio_n. You

have nioted that the targeted public sector's total outlay is Rs. 4,34;100 crore (gro ss). Out of
this, the centre's share is 57.1% and the rest is from the states and union territories (41.5%
+ 1.4%). Within the central sector cutlay (Rs. 2,47,665 crore), budget support is 42% and-
IEBR (Internal and Extra Budgetary Resources) is 58.2%. It means that in the central plan,

~nearly 60% of the resources are contributed by the public enterprises either out of their

surpluses or their market borrowings. One misunderstanding about the erm "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 1s

not the total central plan outlay for 1995-96 (the "total” is actually Rs. 78,849 crores). Tt

h sunpl} stands for the "Budgetary S upport" of the union govemment for the cemral + states

e T

pla.ua

You may now focus attention on how the tota! (Centre + States + Union Territories) public
sector outlay is pooied or tinanced. There are two main sources viz. domestic and external.

'In all the Five-Year Plans, domestic sources contrlbuted t6 the extent of about 80% to 90%. -
_ e, Indian Plans are financed substantially by Indians' savings. For example in| the current
. 8th Plan, the total cutlay as % of GDP is 23.2%, of which the share of domestic savings is

21:6% points and just 1. 6% points (0F 6.9%) is- net inflow of foreign; capital (foreign
resources). An analysis of domestic resources of the pubic sector outlay is shown in
Tab]c 13.2, along Wlth forelgn resources for the Sth Plan,
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- ~ TABLE-13
FINANCING PATTERN OF 8TH PLAN PUBLIC SECTOR OUTLAY

(¥
Source _ . Share
A. Domestic/internal Resources _ 93.4
COMPprising .
15 Balance from Cuorrent Revenus 8.1
2) Coniribution of Public Sector Enterprises 344
3} internal Borrowings 46.6
4) Deficit Financing 4.6
B. Externai Resources _
(Met Inflow of Capital from Abrosd) _ 6.6
C. Total Public Sector (A + B) ' : 100.0

{Rs. 4,34,100 crove)

Source : 8th Five-Ycar Pian.

From Table-13.2 it is evident that the two major sources are public euterprises contribution
and domestic borrowings. While one third of the total outiay comes from public enterprises,
a Hittle iess than one-half is financed by domestic borrowings, other than ad hoc borrowing
from the RBI. Deficit financing, representing credit given by the RBI to the government
against -ad hoc treasury bills, is targeted at about 3%. This is deceptive both from the
carrent experience and historical trend. In the 7th Plap, its contribution was 15% aud in the
Five-Year Plans its share was about 10%. What is termed in the table as Balance {rom
Current Revenue may be crudely undersiood as Tax-financing. To sum up, India's Five-
Year Plans are financed by Tax {and pon-tax) financing, public enterprises - financing, debt
(internal} -financing, deficit -financing and external {debt) financing.

Eunpact of Different Sources of Financing

i is well known that for faster growth, voluine of invesiment is o be raised both in
absolute terms and as perceniage of GDP. indian Plans attempted both and succeeded to
some extent, However, the aspect of patiern of financing is given lnkewarm ireatment, The
impact of pattern of financing is oiten olossed over which led (o adverse consequeCes. A
poar couniry, with low level of equitibrium suffering from vicious circles, shouid
necessarily envisage bold-ambitious outlays and should tap all the available resources
judiciously. International finuncing, whether through borrowing or direct foreigs
investment as well as portfolio invesiment, have their own limitations. External source of
financing is desirable ounly upto a limit, Part of the resources should be pooled from tax-
finsicing, preferably from direct faxes. Due 0 severe poverty, the top segments of the
people can not be taxed severely. Due to politico-economic factors, governments in India
heavily depend on indirect-tax-financing (its share in the total tax revenue is about 3/4ths).
Duc to his, tax revenue coniributing io public sector outiay also has led to inflationary
pressures. Internal-debt financing, when obtained from the rich, has the disadvantage of
on and supports rentier class. As to deficii-financing,

resulting in skewed income distribuii
hensions. If properly used, it 1s the

as a source of developrent outlay, there are appre
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cheapest and most beneficial source of financin g But the problem is that the\at.th prities are
misutilising the source for unproductive and populist purposes. Theoretically, deficit -
financing is non-mﬂatnonary and has the power of activating the idle abundant fesources.
But this powerful weapon is wrongly employed. That is wiy many suggesl a limit on the
use of this source of financing. The scope of this unit does not permit us to give a detailed
analysis of the relative merits of the four sources of financing. Finally, a moot igsuie is to
- what extent the public enterpnses should be asked to contribute to the development outlay. .
Should they be asked to operate purely on commercial principles? If not, how! can they
coniribute a big share, as envisaged by the Eighth Plan (34% of the total public sector

outlay)? These issues are not properly discussed and it appears that the tadrgets are fixed
rather arbltrartiy '

7. Ac&nvaty D |

o : :
1. Name lhe Sector&;f’ConstltuentS of Pubhc and anate Sectors in the context of pianmng
" at national level MR

2. First plan outlay was about Rs. 4 thousand crore and that of 8th Plan Rs. 800 thousand
crore. Does it mean really India raised investment by 200 times? How do you compare?

3. Explain )
- a) Tax-financing
~ b) Deficit - financing
c) Net Inflow of Foreign Capital . -

.4, Explain the impact of heavy depeﬁdence on iﬁdiréét téx~ﬁnancing and dcb't financing.




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, another major issue in planaing is allocation of resources
among various sectors, industries, regions or purposes. Much harm is caused if the given -
resources are allocated improperty. It is imporiant {0 ensure that discouraging or reducing
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 8ti: Plan. Actually in the Plan document, these

| are split into as many as 80 sub-sectors.

1 TABLE - 13.3 _
\ ALLOCATION PATTERN OF PUBLIC SECTOR OUTLAY - 8TH FLAN
' (%) .
Sector or | ~ Aljocation

|

|

} .

f Head of Developinent.
i :
|

R Agricultﬁre, Allied Activities 72.2

and Rural Development
} 2. - 'Energy. _ S 26.6
3. Industry and Minerals | 10.7
4.~ Transport and Comﬁmni\caticns 18.7
'. 5. Social Services - 182
6. Others _ ' 3.6
Totial Public Sector Outlay {Gross) | 100.0

(Rs. 4,34,100 crore)

Source : Eighth Five-Year Plan.

A cursory look at table reveals the broad allocative patfern. aithough the 8th Plan prioritised
human resource development as the prime objective, the allocative pattern does not reveal
the same. The pattern of resousce allocation is more of less similar to the 7th Plan,_with a
few marginal changes. Agricuiture, including irrigation and rural development, received a
little more than one fifih of the tetal outlay. The allocation to energy is targeted at 27% and
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' |
that of mdustry and minerals at 1196, Transport and communications as also social services

secured a little than one fifih.each. The Planning Commission did not publish K{ﬂt" relating
to the atlocative pattern of the private sector. From the limited data and

available, it is difficult to say whether the fargeted goals will be achieved. The mid-term
appraisal of the §th Plan scheduled to have taken place in July 1995, has been‘i postpened

for unknown reasons. it is gathered that the mid-terms appraisal document prepared by the

Plannine Commission sketched a grim picture of the development scenario. Poverty and -
g !

unemployment eradication, the prime goal, appears not (o have been realised. The growth
rafe targeted at 5.6%, realised so far is about 4% and the target 1s unlikely to je achieved.
On the food front, the target is fairly achicved bui the industrial sector is just picking up.

. 1 I

information

13.9 ?LANNING IN INDIA - A CRETEQUE - |

In the pﬁacedm[3 pages, you were expimned various aspects and issues of lnd'a's Five-Year

Plans, with focus on the engoing 8th Five-Year Plan. It is now pertinent to ask the guestion
of what has been the record of progress or success of 4% decades of planned déveiopmcntf
To assess its performance, one needs norms or criferia. Logic and justice. demand that the
norm should be its well set out objectives of socio-gconomic developruent. You may recall
- here the five broad objectives stated in 13.3 sub-unit and or the iwo prmmplc goals stated
there. Focusing on the overall growth of the econdmy, it is observed that the growth record
is faudable relatively. You should remember heré that during the British Rule, Indian
cconomy was looted, made stagpant and dependent with a very weak industrial and
agricultural bases. During the iast half-century rule of the Britishers (:90{;147), Indian
economny grew just at 1.2%, composed of about 0.3% of agriculinral gowfh and 2-3%,
industrial growth. The average growth rate of Indian economy in the past 45 y{,axs was a
littte more than 4%. Upio the seventies, lndian ceconomy grew at about "’a‘fn% which laig
Raj Krishna called "Hindu Kate of Growth and in the recent three Five- Year Blans (V, VI
and VID) the growth rate hovered around 5% {vide Tubte-13.4} and in tnc recent 5 year
plans at about 4%. This is not a mean achievendent. ‘

TABLE - 13.4 C
PLAN-WISE GROWTIH RATES - TARGETS AND ACHIEVE EMjENTS
: %)
|
Plan Target Achievement
! - : 2 ]
1st plan 2.1 36 !
2nd plan 4.5 ' 4.0 |
3rd plan 5.6 _ 22 ‘
4th plan S5 _ 3.3
5th plan ) 4.4 52 ' !
otl plan 5.2 52 '
7th plan 540 ' 58 - ‘
%th plan 5.6

Souree : Five-Year Plans ‘

Note : Growth Rates refer to NNP/NDF upto 4th Plan and GDP from 5th P!an qGw ards, -
I




- 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 commerciaiising
agricuiture, and industrialising the economy. Regarding Self-reliance objective, the
achievement is quite praise-woithy. Among some 120 third-world countries, India is the
only country-4g Rave'achieved it. Today Indians have capabilities to design, assemble and
operatc various types of inachines from pin to supersonic jet. In sem, India did not fail in
growih, modernisation and seif-reliance fronts. its main failure is in distributing the fruits
of growth. Development is {0 be judged from boliom percentage of the people. Both the
goals of social justice and balanced regional development still remaim in the books of plans.
In terms of Human Development Fndex, India hag the dubious distinetion of getting 136th
rank among 173 countries. Whether in agriculiural or industrial developmeht, half-a-dozen
states out of 25 states claim a lion's share of over 50% - to 60%. One main reason for this
dismal performance is that both the pattern of financing and the allocation of investment
were not properly tuned. For a long fime, planners believed in trickle-down effect to benefit
the poor and unemployed. In the selection of the product-mix i.e. characier of growth, India
erred. Land reforms and other institutional changes were not effectively implemented. With
more centralised planning upto the early 1990s social inequalitiss and regional disparities
were allowed to grow, while under the present market-orientad planning one can only guess
whai would happen to the goals of seif-reliance, balanced regional development and social
Justice. Tiis aspect will be touched upon o the sicceeding Unit, '

Activity E
. Name the components of

a. Agriculture, its aliied Activities and Rural Development.

b. Energy

¢. Social Services.




1I. Explain trickle-down effect and give reasons for high rates of poveny and
unemployment despﬁe fairly high growth and laudable record of industrialisatioh.

13.190 SUMMARY

From the preceding explanation, you should have got = fair view of Indian; ch year Plans.
The lesson began with meaning and rationale of planning followed by a potc on the origin,
evolution and structure of national planning in India. Four main aspacts of wdzan Five-
Year Plans were discussed at some length viz. objectives, public-private Decte ¢ shares in
the outlay, resonrce mobilisaiion and aflocation. In the concluding sub- unit, an appraisal of
4% decades of planning was attempted. Out of the five main obiectlves three| goais were
realised (fairly adequately). The main failure of India was not in g,rowth frout but in
dlstributlrg the growth over space and classes of people.

13.11 FURTHER READINGS-

1. Government of India, Eighth Five Year ‘E"ién, Vol 1, Plapning Commission, Dethi, 1992,
_ a2 g _ :

2. Govemmcm oflndia Eeonomic Sjrvey, 1864-95, M:ms‘ry of Finance, Delhil 1993,

3. Recent issues of Economic and Political Weekly. |

4. PR. Brahmananda & V.R. Panchamukhi (Eds), The Development Process of Indian
Economy, Himalaya, Bombay, 1990, ' ‘

“5. R.M. Sundaram, Growth & Income Distribution in Indiz, Sage, Delhi, 986,

13.12 SELF-ASSESSMENT TEST

Take the five major aspects of Indian Five Year Plans and treai theni as guestions to
answer. :
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UNIT - 14: LIBERALISATION AND PLANNING IN
INDIA |

Objectives
Afier reading this vnit, vou will be in a position to:
- explain the need for and implicat_iﬂns of tiberalisation
- comprehend and visualise ﬂl(-: i'ole.of plenning under liberalisation anitien

- give an aceount of Indicative Planning tied to liberalisation and changes in the
objectives of planning

- ¢ritically appraise the growth performance and changed roles of public and
nrivate sectors

-Sti_'!icture

14.1  Introduction

42  Liberalisation - Meaning anﬂ Aspects

143 Indicative Planning

144 Review and Critical Appraisal of Planning under t.iberalisation
14.5 Fm.s;rc:: Pros§GC'ts and Suminary

14,6  Further Readings

14.7  Self-Assessment Test

141 INTRODUCTION

In the foregoing 13 lessons (Units), various facets of business environment in India had
been explained o you. Also the wnits should have enabled you to comprehend the winds of
liberalisation which began to blow from ihe 1980s and in particular from 1991 The
Narasimha Rao governmont, which assumed office at the cenire n June 1991, was
compelled to effect sweeping changes covering almost all ¢he econotic-commercial
activities in the indian sconomy. The reasons for implamenting various ragical reforms are
wel known and aboat which copious literature with diverse critigues is available. This unit
desists from sntering into the ~ details of the issue. Sterting with trade {imernational)
tiberalisation, it was extended to other sectors and areas. It is @0 wonder that dus 10
{iberalistion policies of the government, the whole gamut of planning, incinding the
philosophy of planning. underwent pronounced sransformation in the lost four years. The
ongoing Fighth Five Year Plan drafted under the changed circumstancss and policies
obviously reflects, to some extent, the present philesophy of the governmet at the cenire.
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The 8th Plan, unlike its predevessors, is officially termed “Indicative Planning”. Before
explaining the latter which incorporates the liberalisation pOﬁCiﬁ‘i it is useful to begin with
the meaning, impiications and facets of ilberallq'mg 1 as well as different types of planaing,

142 LIBERALISATION - MEANW‘; AND ASPECTS

The meaning of liberalisation. is rather electric and fuzzy. ¥ means different mmm. 0
different people. Surely, it is not an identical term with laissez faire (the lavor lz,xeam et
- alone”, do not interfers at ail). However, liberalisation policies eveniually may lead to
laissez faire situation. L;bualssmm may be interpreied to meas the least interference of -
the government, or govermnents function with minimum number of controls and
regulations, People o e given adequdtc freedom 1o chocse economie activities best suited to
iheir abilities and aspirations. Admiftedly, liberalica wion policy s prémised oft' the well
knswa virtues of the “Invisible Hand’, propagated bv Adamn Sniith as far back as 1776.
The need for or relevance of a;berahsatmr- polictas stems from the failwe of controlled
economies of former socialist bloc and from the perception that governmeniy are bad
businessmen. Liberalisation view gets strength from the belief thar individuals are the bes
Judges of themselves and their behaviour -"ful:- d- by self-interest withouwt others’
obstructions leads to welfare of ali tE‘e penpi '

In one sense, liberalisation as practiced i India and in mady other countries is a via mediz
of the two extremes of highly centratised command econoniies and unfetiered decentralised
and market-guided capitalist economies. Liberahisation impiies inviting competition Both
within (the nation) and abroad. The latier type of competition is part of gf_cmhs*tmn
process. Delicensing, deregulalion, decontrs L, »nd denationalization or pnvatlsdtz 1 arg the
means for tnplementing liberalisation policies. Under i, the scope of gnwmflwm ang
public enterprises is severely restricted to the fiald of basic facilities, faw and ordey , and the
production and supply of social and publis goods. Soon you will learn other ingredients of
Liberalisation and details of assigned areas of planning and functions of sublici sector

143 INDICATIVE PLANNING R

As noted earlier, the cn gomg 8th plan may be called indicative Planning lor tD be sure
W‘cwmg lowards Indicative Planning from a highly centralised planning system” . [te ister

expression is the terminciogy of the Dighth Plan decurnent (8th Plan, Yol | pii) !_‘e is based
on the belief that in many areas of a Aivity, devalopment can bost be ac chieved by freeing
them from unpecessary conirols and regniations, and withdrawing state intesvention. But.at
the same tims, ;mlds that development and growth of the country can not be 12 eatirely
(o the market mechanism. You should note that the Prirne Minister and the Chairman of the
Planning Commission, i his foreward to the 2th Plan says that “market can be expectad to
bring about an equilibrium between demand backed by purchasing power and supply, bui it
~wili not be able to ensure a balance between need and supply”. Therefore, planning is
necessary io overcome certain mhuem Hmitations of inarke! machanism. All the ,'th,, it i=

not a choice between the market mechanism and planning. What is attempled in india is to
cffectively dovetail the two 1o serve as cormmplementaries o cach other. You arg surely
interested to know the features of Indicative Pianning as conceived in Pndsa and how it is
different from earlier plantiing. This iz taken up in ihe qua.c,erﬂdm;. pages, i
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- Features as spelt oui in the 8¢ Plan

Under Indicative Planning, the role of Planning Commission of Tndia is redefined. It is-

expected to play Integrative, Mediatory and Facilitating roles. It sets out or give 2 long term
strategic vision of the future with priorities. For the public sector; it goes deeply by
. examining the aliernatives and identifies specific projects. However, for the rest of the
(private) economy, it works out sectoral targets and aitempts to provide promotional
stimulus {o the economy o prow in the deyred direction. It is cssentiaily a more flexible
plan with scope for change, innovation and participation of the people by strengthening
peoples’ institutions. Instead of playing the major role of allocation, the Planping -
Commission will henceforth coucentrate on optimal resource utilisation and resource
mobilisation. Iis job is to prepare 2 blue prist anticipating Tulure frends and setting out or

indicale the-direction in which the sconomy should move, keeping in view the long term
objectives. ‘ ‘ '

it has also to play the role of a change ageut. Through a proper mix of policy instruments
~ {fiscal, monetary, etc.), it should encourage, pezsuade and request fhe private sector o
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
governmenis and public enterprises hag been severely restricted. Apart from slashing dows
ife number of industries reserved for the public sector from 17 to 6, it was decided te close
unviable public enterprises. Public sector is to withdraw from areas where rio basic public
purpase 15 served. It has fo concentrate on investment in infrastructure and in sectors where
private nvestment is not likely to come adeguately, Its areas are . transport,
communications, eneryy and irrigation. it should also augment basic resources like land,
forestry, water, ecology, science and techinology. {t has the responsibility of meeting special
needs, population contol, health and education.
Under the liberalised planning, “protection”, "impost-substitution” and “monopoly of
public sector” became obsciste termns, The liberalisation policies envisage that public
ector should compete with private sector. The “caged tiger” (thé Indian economy including
the pubiic sector in the pre-liberalised set-up} is 2t last set free to compete in the jungles of
global market economy, It is believed that the increased competition resulting from
liberalisation will spur the Indian industry to move from chronic infancy to maturity. The,
issue, whether competition - necessarily leads to competitiveness or it should be
complemented by something else, is deferred. Suffice to note here that putting the entire
hlame of inefficiency on proiectionism is uncharitable. However, protectionism, controls
and regulations put together can be blamed fov the neflficiency of the Indian economy,

Strategy nnder Liheralised Planening

You have noted that henceforth public sector soncenirates o selective aciivitics and one
such area is infrasiructure, boih ph; sical and social, It focuses on strategic, hi-tech and
essentis! infrastructure. Fven in the infrastructure, private sector is given greater role to
invest in power, oi} and coal, communication, fertilisers and chemicals, heavy capital goods
industries and organised commercial activities. The hasic strategy under liberalisation with
the indicative planning is that growth and development can be achieved by concentrating
on essential social and physical infrastructurs. The governmest and planners believe that if
adequate power, trans oort and uolnmlmwaum facilities are provided the eCOnOMY can grow
fast. Its strategy comprises © a) Dwem syment of core sector through allocat:on of funds,
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b) Ensuring growth of economy via a policy package, and ¢) Social sec or development
through assigning greate:_" responsibility to the states. In large parts c']f public sector
_ operations, the principle of market economy is accepted. 1
In concluding about Indicative Planning, it is useful to note its historical o¢rigin. The
‘episodes-of Francé and Japan are often cited. It was in 1946 that the then French Planning
. Minister drew a.pian in consultation with the businessmen. Since then it was a great
~ success: In France, burcaucracy in collaboration. with- the private sector ushers in the
development of the nation. In- Indicative Planning, information collection and iis
dissemination play important rofe. It is built on the assumption that mere information to the
" economie agents will smoothen sectoral imbalances. The French indicative planners chose
" demand targets and used various kinds of incentives and disincentives through monetary
and fiscal tools to channelise investment flows to meet the targeted den:nand‘. I Japan,
indicative: planning concentrates more on supply management and-market coordination.
The agencies involved in the Japanese indicative planaing are : Ministry of 1 ternational
Trade and Industry, Ministry of Finance and Economic Planning Agency Indicative
" Planning is what Arthur Lewis called “Planning by Tnducement”. Much depends on how
" ‘the market guided investors -and individuals behave. Its essential features in brief are .
Resource ailocation both through the state and market. decision-making is horizontal- -
vertical and partially centralised; dual market-clearing (implying state collaboration with-
business) and incentives, cooperative competition among c’:conomic-ag_entsJ o

" Activity A+ -

Review your understanding of the following terms

1. Liberaiisaifion_

2. Gighalisation

3. Privatisation/Denationalisation.




4. Deregulation/Delicensing

5. Public Secior-Composition.

‘Explain Planning by [nducement and Indicative Planuing,

x

Jid REVIEW AND CRITICAL APPRAISAL OF PLANNING
UNDER LIBERALISATION

in the pre-liberalised planned development of India, vou noted five Major SOCio-econcnic
objectives viz. growth, wodermnisation, self-reliance, balanced regional developnicnt and
social justice. Under the indicative planning of 8th Plan, aithough the planners endorse all
of them, in practice two of them sre givena go-bye viz. seli-reiiance and regional balanced
devejopment. Even social justice poal geis blurred, In essence, the present 8ih Plas
emphasiscs raising of growth rate and modernisation fhrough competition and infegrating
Tndia with the rest of the world, known as Globalisation. It underlines adequate nrovision of
infrastructure facilities {power, tansport and communication) both threugh the public
tn pardeipaie including the MNCs (or truly

sector and by inviting the private sector 1o
speaking the INCs = International Corporations). Competition dees 0ot necessarily lead to

much else is needed. Fven undar liberalisation, there is need for

competitiveness tor,
national economic strategies. Building up national industrial capability through  policy
intervention is of ufmost importance as {ndia globalises. 1t is fallacions to think that mere
unshackling of market forees is ait that is needed or to think ihat pational identify of firms
is irrelevant in the plobalissd seiting. R and D effort and establishing an adsquate
technology base are crucial. This is the secret of South Korea's miracle. Indian policy
makers ard planners hre not serious about erupowering the pampered domestic industry in

the global perspective.




MRTP? Act of 1970 |

MRTP Act of 1970 was diluted and consequently one of the two prime objectives viz.
reducing concentration of economic power cannot be realised. Note that social justice
embraces reducing highly skewed distribution of assets concentrated in the hands of large
indusirial houses. As to the goal of regional balanced development, available data indicates .
that even under Licensing Systemn, more than one-half of the total industrial production got
consentrated in just four states (Maharashira, Gujarat, Tamil Nadu and West Bengal). The
sumber of ticenses issued to the backward regions as proportion of total licenses declined
10 about 43% by 1990, The issue is whether the liberalised industrial policy can retiify the
imbalance created by the Licensing System, when the interesis of backward states were
ovsr!ooked The answer is anvbody's guess, ' : i

it is true that antii 1990, public sector was assigned the role of “contro! over comipanding
heights of the economy”. It is gratifying o recorid that the Indian economy and the indian
industry performed fairly well until the mid sixties, vouching comumendable role of the
public sector. Deceleration started from the mid-sixties and continued until the close of
198, Even now not all public sector units are inefficient or joss-making. The trouble lics in
their non-accountability, mainly due o politicisation of the enterprises and pro-labour
policies of the government. These are not given due importance while blaming the
inefficiency ot the public sector. By 1990, itz contribution to GIIP was abput a fourth,
composed of a third of Administrative Departments and fwo-thirds the e'"tterprmes
(departmental and non- depaﬁmemai) its contribution to Gross Domestic Formation was
about 47% and to that of Gross Domestic Savings ahout 10%. These are ndt mean
achievements, It should be conceded that & frank appraisal of public sector indicates that by
and large it has been inefficient for whatever reasens one may point out. Low ilisation of
installed capacities under-utitisation of the personnel and generation of meager aurplluses or
undergoing losses are conspicuous.

Disinvestment of Public Enterprises Share Capital

In the last four vears, the government of India could obtain 2 sum of R3.7,541 crore (1991-
92 = Rs.3,338 crore, 1992-93 = Rs.1,912 crove, 1993-94 = Rs.2,281 crore} by way of off-
loading the shares of public enterprises. The 1995.-96 Budget envisaged another dose of
Rs.7,000 crore of disinvestiment. The aim of disinvestment is to introduce comipetition and
to obtain funds for other purpcses. The disiivestment is also expecied to reduce the fiscal
deficit which stood at 6.7% of the GDP in 1994-95, Unfortunatsly, data is not available to
judge the tmpaat of disinve stmtmt ot improvmﬂ the cfficiency of public ent»rprises

You may 6ow turn o examine the pC""lOlﬂldnbe of industry and Indian soonomy in 1 the post-
liberalisation period.

Structore and Growth of Industries

To visualise the impact of fiberalisation under the present type of planning, bn indusiries
and economy, consider Tables 14.1 and 14.72. ' '
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TABLE - i4.1
STRUCTURE AND GROWTH OF INDIAN INDUSTRIES
(USE-BASED CLASSINICATION)

industry Weights Annual Average Growth Rates
' 1960 | 1970 1980 | 1991-62 | 1992-93 | 1993.94 | 1994-95
(Apr-
, : Feb)
H 2 -3 4 3 S 7
I Basic Goods 251 3231 354 X 5.5 3.8
2. Capital Goods 1.8 152 16.5 (-) 86 (-)0.1 3531 (5225
3. Intermediate _ ) -
Goods . 2538 21.0 206.5 (-)22 5.4 1.4 4.1
4. Consumer
Goods 373 315 236 1.5 i.8 3.1 8.0
comprising
a) Consumer :
Durables 5.7 34 26 (3167 {-3 0.7 152 16.7
b) Consumer ' :
Non-Durabtzs 316 28] 21.0 4.7 2.4 0.5 7.4
All Indusiries 100 100 160 0.6 2.3 4.1 8.1

Seurze : Econontic Survey 1994-95 and CSO Press Releases.

TABLE - 14.2

STRUCTURE AND GROWTH OF INDIAN INDUSTRIES - AN

ALTERNATE CLASSIFICATION
(SECTOR-WISE)

- (%) .
Weights 1991-92  1992-93 ° 199394  1994.95
{Industrial (Apr-
Preduction} Feb)
{1980-81=100)
' § 2 3 4 5

i. Mining & Quarrying 11.3 0.6 - 0.6 2.5 6.6
2. Manufacturing 771 {-y0.8 . 3.6 8.2
3. Electricity 114 £.5 5.0 7.4 7
Average of all the
Seciors 1560 S (B 23 4.1 2.1
Average Growth of _ _ @
Agriculture (-} L.8 4.8 3.4 2.4
Average Growth of the @
Econbmy 69 43 43 53

Sources : Economic Survey 1994-95 and CS0.
Note : @ The figures are advance forecast of CSO. -
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The two tables should enable us to draw a few interesting inferences as to the pcrfcir)rmance
of industry, agriculture and the economy as a whole in the post-liberalisation period.
Admittedly, the short period of four years may not exhibit true trends. All the same, it -
permits to sketch an approximate scenario. Basic goods industries foliowed by capital
goods industries improved their shares during 1960-1930s (cols 1 to 3, "I"ab!:e—lél.l). Note
that for rapid industrialisation the basic goods industries {composed of chemicats,, steel,
eleciricity, coal, cement, mining, basic metals, petroleum efc.) and capital goods in dustries
(comprising machine producing industries including ship building and motor vebicles}
should bave a solid foundation. As their combined share improved to about 2/3rds from a
little over 1/3rd, it is an indication of strengthening of domestic industeial effort. There
appears io be a deceleration ia the basic and more so in the capital goods industries in the
past thrac years upto 1993-94. In 1694-95, while the growth rate of basic goods slowed
down from 5.9% to 3.8%, capital goods recorded the highest growth rate of 22.5% from iis
negative growth of 5.3% in the previous year. Another disquicting feature-of the past four
vears, industrial growth i that consumer durables (most of them are luxuiies for elitist
‘consumption) after suffering severely in the initial two-year period with ncgativ% growth,
picked up very fast and recorded two digit growth rates (15.2%, 10.7%). Ignoring! the sub-
sectors, looking at aggregate growth of industrial production, the following obSErv_ations
: deserve attention. For this purpose, three pre-reform years performarice s c’omprrred with
three post-reform years. In the pre-reforms three-year period (1988-89, 1989:90, 1990-91),
 the average growth was 8.5% and in the post-reform 2 years (1991-92, 1992-93, 1993-94) it
was 2.1%. [f 2.1% is compared with §.5% (pre-reform), ihe.inference is that the {ndustrial
srowth slowed down. However, if 2 4% is compared with the recent 159495 yse‘Lr growth
rate (of 8.1%), it is comfortable. It appears that the industries have just begunio recover.

{ . | _
Turaing to Table-14.2, you can discern a similay picture. Relatively, the perfoﬁnance of
Flectricity sub-sector is better. With regard 1o agriculture and the whole ¢conomy, they
suffered severely in the first nost-reform year but picked up later. The overall growth of the
economy on an average in the recent four years is about 4% and that of agriculture about
3%. : ' -

Foreign Direct lovestment - - - ‘

One of the purpeses of liberalisation pelicy is fo aitract foreign capital for p}roductive _
investment, especially in the infrastructure field. Upto 1994, over 2800 proposals involving
about Rs.22.260 crore, FDI were approved. But ihe FDI realised se far is less than a fourth-
equal to about Rs.4,000 crore. The government expected that due to its open policies a sum
of US $ 5.t0 7 billion FUI will be realised. The sxpectations were belied as ‘dndiaj got just 2

litthe over US § 1Y billion. Lack of break up data does not permit to say whether the
. . - . ) . . - ! . - .
investment was channelised to the desired sectors of high priority or attracted by elite
consumption goods sector. ' - ' !

RBi study of Companies . , ‘

The liberalisation policies encompassing deregulation and deficensing appear {0 have.a
favourable impact on the registired companiss. This is vouched by the recent RB? study on
the financia} performance of 1,030 companies for the year 1994-95. This is the first full
 year afier the industrial boom set in. it is heartening to note that while sais:as increased by

30% and profits before tax by 40%, after tax profits soared o 73%. This is in q;m due to

210




reduction in.the Corporation Tax from 45% to 40% effected in the 1994-95 Budget. The
real growth of the 1,030 comparies work out to 20% (after adjusting for inflation).
Contrary to this lauda"ble_ performance, the official use-based Industrial Production Tndex

“indicates a lower growth (see Table-14.1). The reason is that the Use-Based Official index
is based on the weighting system of 198C. 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 capiial),
recession in the previous year, etc. {n any case, the Indian industry appears to be recovering
due to liberalisation policies of the government.

Aectivity C

- 1. Comment on composition of Indian industries and growth performance in the pre- and
post-reform periods. '

2. Distinguish competition and competitiveness. Does exposure to internal and external
competition make an industry competitive?

3. Measures needed to make liberalisation-indicative planning successtul. List out them.

145 FUTURE PROSPECTS AND SUMMARY

You should note that on the one hand the public enterprises are assigned various social
responsibilities where profitability is low and on the other hand their budgetary support is
severely curtailed, They are also asked to compele with global enterprises. Surely some of
the enterprises cannot compete. [n the latter case, is it wise to close them? If ves, what are
the social costs and what is its impact on self-reliance? The Indian industry, both public and
private, is notorious with regaid to R & D effort. South Korea, whose success story und_er
liberalisation is often quoted, could withstand global competition mainly due to its
concerted effost in improving its technological base. To be sure, Korea trebled R & D
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expenditure as percentage of GDP between 1980 and 1990, share of private sadtor R & D
outlay rose from 48% to 84% and research efforts quadnspled. This isanissing in india.
Indian industry is fond of foreign collaborations and foreign designs. They do 1 fnljt emulate;
and are lethargic in adaptation of foreign technology. It is conceded that some degree of
alobal sourcing is essentldi but in some areas product development shoutd not be neglected,
Beginning from the 1980s, while technology tlowad into India move freely, the overall
effect of it has been highly negative. The share of private sector in fotal R & 1D fell, The |
lowered entry barriers (dilution of FERA, drastically slashed import duties from over 15%
to 50% ete.) succeeded in creating relatively small fraginented firms. The Indian consumers
temporarity benefited due to access to a wide range of sophisticated imoported products
asserubled domestically. Nonetheless, this is harmiul to the Indian consumer agd indusiry
in the long ran. - '
!

The foregoing review and critique were aimed at understanding the overall impaet of
liberalisation on the busiuess communily in general. Naitonal goals and industriul health as
a whole were kept in view in the medium-long term perspective. As 1o the public
enterprises; their goals have to be clearly defined with proper resource base and autenomy.
To make indicative planning a seccess and to have beneficial impact from literalisation
policies. the policy instruments are 10 be tailored properly. Buslding technological base and
raising employment growth are to be tied to the absiract growth goal. Social seclrity/social
Justice is to be prioritised eves at the cost of growih. The targeted employment growth rate

of 2.6% (equal to 8 to 9 million i \bs per atmum) is not likely to be achieved for, [the overall
- GDP growth rate target of 5.6% is mlungj short by 1% point (i.e. actual growth rate in the
first three years of Bth 1jld]1 i3 abﬂ[ Y03 88 sector which cmﬂr:bureé nearly 2/3vds to
total industrial employment (and 40% L} indusirial cutput, 35% to total exporis), continues
to receive meager alioeations of 2% to 3% of the toial public sector outlay.: Both in the §51
and mediom-major industries, K & D effori is too weak fo innovate productive Tabour-

intensive techniques,

"!
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14 7 SELF-ASSESSMENT T EST

Take Liberalisation and Indicative Planning as one aspect and critique of post-reform
peried as another aspect. Consider them as questions and answer.










