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I Editorial I

Moving With The Changing Times
A welcome change has taken place in the world scenario
in recent 'years. The spectre of cold war has suddenly
vanished and with it has gone the haunting fear of nuclear
holocaust. Equally welcome is the trend that economic
matters are gradually gaining precedence over the political
issues. Technological advancement has shrunk the world
to such an extent that there is now increasing awareness that
all problems particularly economic ones be tackled
collectively for the mutual benefit. Due to increasing
interaction today's world has more open economy.

Rightly responding to the needs of the changing times,
we too realised that it would be in our interest to join the
process of globalisation taking place the world over as it is
unwise to live in .isolation. There were other reasons too.
Lack of competitive edge had crept in our industry giving
rise to inefficiency due to continued protection given to it.
The BoP position was causing concern. The foreign
exchange reserves were precariously low. External debt
burden was mounting. The overall economic scenariq was
bleak. In economic growth, we were lagging even behind
our .South Asian neighbours what to talk of developed
countries. With a view to giving a boost to our economy, a
phased programme of economic reforms was launched by
the Government about three years ago. Strengthening of
the financial system through structural reforms was one of
the major goals so that sustainable economic growth could
be ensured. Equally important were changes effected in the
EXIM policy to give'a big push to exports.

Unfortunately, the process of liberalisation had its
detractors too within the country, though not many. The
skeptics had their own apprehensions or perhaps they were
too rigid in their approach to appreciate the urgent need for
moving and adapting with the changing times. Serious
doubts were raised about the possible adverse impactofthe
patenting privileges of the Trade 'Related Intellectual
Property Rights (TRIPS) on theIndian economy particularly.
on the Indian agriculture and pharmaceutical industry.
Similar doubts were raised when India signed the historic
Uruguay Round of multilateral trade negotiations, popularly
known as the GATT agreement along with more than over
a hundred countries at Marrakesh, Morocco in mid-April,
whiCh paved the way, inter alia, for setting up the World
Trade Organisation from January next year. Among other
things, the critics were fearing thatGATT agreement will
ruin the indigenous small scale industry, drug prices would

shoot up, farmers would be hit hard, common man would
suffer because of discontinuance of the Public Distribution
System etc. May be some doubts still linger, but thesefears
were by and large allayed by the Government making it
amply clear that GATT is a vehicle of free, non-
discriminatory and equitable trade. It may be worthwhile
to point out that the GATT agreement concerned only trade
related matters, while the reforms encompass the entire
Indian economy.

.~

If the scenario on domestic front was somewhat blurred
due to these misgivings, the mood abroad was certainly
receptive and cheerful. India's new economic agenda was
received with great understanding and appreciation at the
international level. The new economic ethos impressed
even such hardened multilateral agencies as the IMF and
World Bank. As a result, the international business
community started evincing interest in what is happening
in economic and business fields in India.

Though the reform process is certainly to continue for
some more time, its beneficial effects are already visible .. ,
The trade deficit has reduced, while exports have touched
an all time high, registering a growth of over 21 per cent.
The economy is expected to register a growth of about 3.8
per cent in real Gross Domestic Product. The rupee is as
good as convertible on current account and there is a steady
flow of foreign capital, a clear indication of investors'
confidence in our economy. There has been an estimated
inflow of $ 5 billion till the May-end. At the same time,
social sector has not at ~II been ignored as increased
budgetary allocations were made for poverty-aUeviation
programmes, rural development and also for education and
health. This proves that the emphasis is on all-round
development. In a nutshell, itcan be safely claimed that ou
economy, which was on the brink of disaster not long ago
has been put on the rails during the last three years.

However, there is no room for complacency. Much has
still to be done. Fiscal deficit has to be substantially
reduced, inflation to be further checked, production cost to
be lowered through efficient management and more
attention to be paid to such vital infrastructural areas as
power, irrigation and communication, if we are to compete
with the best. No doubt, it is a daunting task but not
insurmountable particularly with the cooperation of alI .
concerned. 0
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Over the years, SALCO has been a partner in the nation's
march to self-sufficiency

Its Korba and Sidhanbag Plants produce Aluminium of .
International Standards ..

Se it ingots, rolled products, extrusions, wire rods including
alloy rods, foils and AM Conductors. '

. Rolled products are used for a Widevariety of purposes ,including
wall facia, decoration panelling, etc.

Extrusions are used for door & window panellings, lighting
'frames,etc.

While the auto industry makes use of cast products.

So, Whichever way you see, SALCO's products add value to life.

And in the processima~es ittruly valuable .

.;
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i;I;;a11iii'"
Bharat Aluminium
.Company Limited
(A Govt of India Enterprise) .
Aluminium Sadan, Core-6 SCOPE .Office Complex,
Lodi Road, New Delhi - 110 003.
Phone ;4360091, 4360;28, 4360138, 4360176: 4360129, 4361207,
Telex; 031-63350, Fax: 091-11.4360018 Gram: RATNAKORBA
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Ensuring A Prosperous Future
Montek Singh Ahluwalia

THREE years ago, we were faced
with acrisis of unprecedented severity.
To deal with this crisis, we initiated an
emergency programme of economic
stabilization. Simultaneously we also
embarked on a programme of far
reaching structural reform aimed at
strengthening our longer term growth
potl?ntial to take the economy on to a
path of sustainable growth at 6 to 7 per
cent. per year. In this process, we
introduced far reaching changes in
industrial policy, the external trade
and payments system, the tax system,
and the financial system.

Upswing
The task of Stabilising the economy

was substantially accomplished by the
end of 1992-93. A year ago, the
economic situation had improved
enormously, inflation had been
. reduced to single digit )evel and foreign
exchange reserves had been rebuiit
fromthelowof$1 billion in June 1991
to around $ 7 billion. However, there
were.uncertainties ahead. We felt the

8

. situation remained fragile and there
was a perception that fast disbursing
assistance may be needed in the course
of the year. At this time last year we
anticipated a continuing need for IMF
assistance and had planned on
accessing EFF (Extended Fund
Facility) or ESAF(Extended Structural
Adjustment Facility) resources later
in the year.

.As events unfolded, however, the
Balance of Payments position proved
to be much stronger. Exports
performed exceptionally well, growing
at over 20 per cent. Imports remained
restrained despite extensive
liberalisation. Foreign investment
flows weremuch larger than expected.
For all those reasons we ended the
year with foreign exchange reserves.
of $ 15 billion. There was clearly no
need for exceptional balance of
payments assistance. In recognition of
this development India decided not to
approach the Fund for an EFF. In fact,.
we were able to advance repayment

due to the Fund in order to reduce the
burden of interest charges on this
account. These.. favourable
developments on the external front
have continued in the first quarter .of
1994-95. Our foreign exchange
reserves have continued torise; despite
the advance payment to the Fund and
foreign exchange reserves today
exceed $ 16 billion.
The pace of economic growth is

also beginning to accelerate. Industrial
growth was slow during most of 1993-
94 but picked up to 7 percent in the last,
few months. Investment was also
sluggish duringthe first three quarters
of 199'3-94, but there are clear
indications of an upturn in the last
quarter. These developments hold out
the prospect that the economy will
grow at about 5 per cent in 1994-95.

Fiscal Consolidation
This is not to say that there have

..been no problems. Fiscal consolidation ~
has been an important objective in our ,
programme. and the Central

YOJANA, AUGUST 15,1994



companies with foreign equity have
been eliminated by amendment of
Foreign Exchange Regu lation Act and
all companies incorporated in India
are now treated alike irrespective of
the level of foreign equity. India has
joined the Multilateral Investment
Guarantee Agency and earlierthis year
we concluded, a bilateral Investment
Protection Agreement with UK ..

Similar bilateral agreements are being
negotiated with other major investing
countries. Actual inflows of foreign
capital including portfolio investments
have been of the prder of $ 5 billion
during 1993-94 as compared to $ 150
million only a couple of years ago.,.
Trade Policy

In the area of trade policy and
external payments regime, the
sweeping reforms undertaken overthe
past three years are well known and
described in the Bank's Country
Economic Memorandum. Capital and
intermediate goods imports are almost
wholly free of quantitative restrictions.
Imports of consumer goods remain
subject to restrictions hut here too, the
objective of policy is to gradually
remOvethese restrictions and shift to a
tariff based system ofptotection. As a
step.in this direction, the Export and
ImportPolicy announced iIiApril 1994
expanded the scope of the special
import licences under which import of
consumer goods are permitted and
widened the range of consumer goods
which can be imported against these
licences. The removal of quantitative
restrictions on' imports have been
accompanied by massive reductions
in customs tariffs. Most recently, the

Industrial deregulation has been
accompanied by a radical restructuring
bf the policy towards foreign
investment. Since July 1991, direct
foreign investment prosposals
approved have risen steadily and
cumulated to nearly $ 5billion byMay .
1994. Restrictions on the operation of

Structural Reforms
Let me now say a few words about

our programme for structural reforms
which is aimed atmaking the economy
internationally competitive, open to
trade and foreign investment,
encouraging the development of the
private sector and refocussing
. government activities on the
development of the country's
infrastructure and human resource and
on the alleviation of poverty. In the
short period of three yearS, .we have
achieved substantial progress in each
area of reform, though the task is not
yet complete. This assessmentis also
shared by theWorld Bank which inthe
Country Economic Memorandum
states that "the skillwithwhich reforms
have been introduced thus far has few
parallels elsewhere and enhances the
credibility of the reform process."

go~ernment fiscal deficit was brought collections and expenditures. Thusfar
down from 8.4 per cent of GDP in the government's need to borrow from
1990-91 to 5.7 per cent in 1992793 .. the R~serve Bank has stayed well
There was, however, a slippage last below the self-imposed cap in the first
year when'the fiscal deficit increased' quarter of 1994-95 and far below
to 7.3 per cent ofGDP (against the borrowing levels oflast year.
targeted 4.7 per cent). To some extent,
the deterioration occurred because of
the sharp .reduction in import duties
and the factthat imports did not rise as
much as was expected. There was also
an overshooting of expenditure,
reflecting pent up pressures which had
built up over two years of fiscal
consolidation and some' delay in
making price adjustments to keep
subsidies under control.

The government recognises the
dangers of any premature easing of
fiscal control. The rise in the rate of
inflation which occurred inthe second
half of 1993-94 reminds us Of the
dangers inherent in this process. We
are therefore committed -to reversing'
the fiscal deterioration which occurred
in 1993-94.We have stipulated a target
for the fiscal deficit in 1994-95 of 6%
of the GDP. This is a ,significant
improvement over the actual .
performance last year andwill mark a ". The mos.t radical changes
return to a process of fiscal .. Implemented III the reform package

have been In the areas of industrial
policy, the foreign trade ~ndpayments
regime, the financial and capital
markets and the tax' system. Entry
barriers in the industrial sector have
been eliminated andmany c{)resectors
havebeen opened up forpri vate sector
participation. These include power,
hydrocarbons, ai r transport and
telecommunications in which private
promoters, both domestic and foreign
have shown active interest.

consolidation which we recognise has
some way to go in future. I must also
add that an important new initiative
annoUllced in the 1994-95 Budget is
the fixing of a cap on the monetisation
of the Central government deficit.
Henceforth government borrowings
from the Reserve Bank of India above
this self-imposed cap will not be
possible. We have also undertaken
strong rneasures to revamp revenue

YOJANA, AUGUST 15,1994 . 9



Capital Markets
Reform of the capital markets has

b~en an important objective. Capital
issues were decontrolled subject to
supervision by an independent
regulatory authority. Firms are now
free to issue capit;ll and price new
issues according to market conditions
subject only to guidelines aimed at
effective disclosure of .information
necessary for investor protection,
ensuring transparency of trading
practiCes and speedy Settlement. A
National Clearing and Settlement
System is 'also envisaged. with the
setting up ofa National Stock
Exchange and a Central Depository.
An important initiative taken as parlof
the reform is the opening up of capital

commercial banks to raise' resources
from the capital market. The State
B<:lnkof India has already had a very
successful public issue which allowed
it to raise fresh equity of niore than
Rs. 1000 crore. Appropriate legislation
has been enacted and Debt Recovery
Tribunals have been established to
facilitate recovery from defaulting
borrowers. Bank supervision has been
strengthened by establishing a. new
Department of Bank Supervision in
the RBI. New pri vate sector. banks

•• 'lil__•
have been licensed and several ofthem
have already commenced operation
this year. While substantial progress
has been achieved, the task of restoring
full health to the financial sector will,
inevitably, take some years. Our
approach will be' to ensure steady
liberalisation and consolidation of the
"financial sector while at the same time
protecting interests of depositors.

Financial Sector
Reforms of the financial sector have

made substantial progress in the last
three years. The government's pre-
emptive draft on bank resources
through the mechanism of reserve
requirements has been reduced.
Government b<:mowings are now very
largely on l1)arket determined rates .
There is now an active market in
government securities for 91-day and
364-day biJIs and longer maturity
securities are also sold by auction.
These trends will be further accelerated
by Reserve Bank ofII1dia' s decision to
establish a system of primary dealers
in.government securities as announced.
in the credit policy in May 1994. Th~
interest rate structure has been greatly

. simplified and liberalised.

All commercial banks have now
adopted the prudential and income
recognition norms advised by the RBI .
'in April 1992. Whiie this has revealed
the relatively low profitabi lity ofsome
banks in die p~st two years, it is a
ilecessarystep in the process of
fi.nancial sector reform. To strengthen
capital base of public sector banks, the
government has again allocated a:large
sum, Rs. 5,600 crore, from the budget
. towards strengthening of the capital
base of public sector commercial
banks. Access to this capital is on the
basis of agreeing to a detailed
Memorandum of Understanding on
performance criteria with the Reserve
Bank ofIildia. Recently, the Banking
Nationalisation Act has also been
amended to permit public sector

made from specific to ad valorem
duties to ensure built-in revenue
elasticity. A beginning has been made
in extending indirect taxation to a few
services and the system of credit for

, taxes paid on inputs called MODV AT,
was extended to cover petroleum and.
capital goods. We are now pursuing
the objectiveofmoving to afull fledged
Value Added Tax.

direct taxes' and brought sweeping
reform of indirect taxation which
continues to account for over 80 per'
cent of tax revenues in India. In regard
to both excise and customs, hundreds
of special exemption notifications have
been eliminated, the number of rat~
categories has been sharply reduced,
the structure of rates has been brought
down and a massive shift has been

1994-95 Budget has brought down the
maximum tariff rate to. 65 per cent,
compared to rates of 300per cent and
higherprevailingin 1991. The rates on
capital goods imports have been
reduced to a range of 20 to 40 per <:en,t
compared to 100 percent in 199LWe
intend to ftirther rationalise and lower

. . .
the tariffs over the next fe:v years to
bring them to levels comparable with
other developing countries.

A unified floating exchange rate of
the rupee was introduced in March
1993. With further liberalisation of
payment restrictions announced in the
1994-95 Budget, near fuJI current
account convertibility has now been
established. Thus at the end of three
years. of reform, the exchange rate
.system has been totally transformed
and we are now moving towards
formally accepting Article VII status
in theIMF.

.. Reform of the tax system has been'
an important element of bur
programme. The strategy has aimed at
moving towardssinipler systems of
ta.xation with moderate rates, few
exemptions and a broad tax base.
Earlier bl.!dgets had implemented these
principles indirect taxes. The 1994-95
Budget has continued th'ese trends. in

10 YOJANA, AUGUST 15,1994



markets for portfolio investments.
.Indian companies have been allowed
to'access international capital markets
by issuing equity abroad through the
mechanism of global Depository
Receipts and. foreign institutional
investors have been allowed to invest
directly in the Indian capital markets.
Favourable tax treatment has been
granted to such investments. The initial
results have been remarkable. It is
estimated. that inflows from.
international equity issues by Indian
companies in 1993-94 amounted to
about $ 2.5 billion while foreign
institutional investors have invested
about $ 1.5 billionin domestic capital
markets.

The Malhotra Committee has
recommended extensive reform in the
insurance s~ctor. The government has
announced that it will draw. up a
programme of reform in this sector
after consultations with all parties
concerned. The consultative .process
is far advanced and we hope to come
up with specific proposals for reform
in the course of the year.

Public Sector
Another important area of reform

relates to the public sector. Unlike the
case in many other countries where
public sector reform has involved
outright privatisation combined with
closure of unviable units,our approach
has been more measured. We have
begun by disinvestingupto49 percent
of equity of these enterprises with the
twin purpose of providing non-'

YOJANA, AUGUST 15,1994

inflationary resources for the Budget
and to impart greater accountability
through .wider public participation.
Public sector companies are
increasingly financing their investment
through internal cash generation or by
raising resources from the capital
markets. A number of them have
successfully done -so. For the loss
making public sector units, the
government has been scaling back.
, budgetary support, and they are being
encouraged to. seek restructuring;
where~er it js possible to make them
economically viable, through the
mechanism of the Board for Industrial
and Financial Reconstruction and
where it is not, to close them down
with adequate compensation for
labour.

Social Safety
A programme of structural

adjustment inevitably creates
transitional difficulties and the
government is deeply conscious of the
need to ensure that the burden of
. transition does not faJl
disproportionately on the poor who
are least capable of bearing it. With
this objective, we had finalised aSocial
SafetyNet Programme with the support
of the Worf<;\Bank and some bilateral
donors which isunder implementation.
The programme focusses on the needs
of the most vulnerable section of ,our
society particularly the workers
affected by indgstrial restructuring,
poor women and children and landless
labourers. The critical elements of the
programme cover primary education,
primary health including endemic
disease control programme, and the
integrated child development scheme.
The National Renewal Fund
component of the. programme
encompasses voluntary retirement
scheme and costs of retraining' and
redeployment of affected workers.

Agricultural Sector
.Agriculture is still the dominant

sector of our economy. A number of
measures have been taken in the.past
three years which have directly
benefitted this sector. Reduction in
protection levels for domestic industry
has improved the relative protection
and profitability for agriculture. The
market-determined, unified exchange
rate system has revealed agriculture's
true comparative advantage. Many

restrictions on domestic and external
trade in agriculture have been removed.
As a result, agricultural and agro-
processed exports have boomed in
-1993-94. We expect a stronger inflow
of investible resources in this sector
and rapid expansion in the exports pf
agricultural, agro~processed,
horticultural and marine products in
the coming years. This. will impart a
new dynamism to the rural economy
and greatly expand employment
opportunities. .

Infrastructural Support
The success .of our economic

reforms will depend crucially upon
the availability of infrastructure
support for economic development.
This focusses attention on sectors such
as power generation, roads, ports and
telecommunications. Thiswill call for
massive investment in all these sectors ..
While we are opening up these sectors
toprivate sect<5rparticipation,and there
is substantial scope for attracting such
investment in some of these sectors
even in the short term, the bulk of the
investment in these sectors \Vill have
to come from .the public sector.
Improved performance, including
financial performance, of the public
sector entities in these sectors is

11



The author is financ~ Secretary,
GoV[. 'of India.

improve aid utilisatian; through careful
manitoring and discussians with the
Planning Cammissian, we have tried
to ensure that adequate pravi sions are
made in the .outlays far all externally
aided projects. Steps ~ave also been
taken to address weaknesses in project
management, procurement procedures
and strengthening .of the institutianal
arrangements ta imprave aid
absorptian. The decision taken last
year an gavernment disi ntermediatian

.far lending ta Centraf"public sectlir
undertaki ngs has warked well and after
a cansensus is arri ved at based an
discussians with danars, we shauld
extend, this ta state public sectar'
undertakings alsa. The
recammendatians of the Task -Force
~et up by the Ministry .ofFinance ta go
inta the issues of streamlining .of

. pracuremerit praceduresarc being
implemented and some of the standard
bidding documents finalised by the
Task Force in consultation with the
World Bank have been mandated for
usein all World Bank aided projects in
thecauntry. The remaining standard
bidding dacuments will be finalised
with the World Bank later this year. A
similar exercisefar the ADB project is
also in progress. Far the third year in
successian, an exercise ta ratianalise
the partfolia of World Bank projects
was, undertaken and the .overhang of
unutilised aid was reduced by anather
$ 800 million. All these actions have
resulted in an improved disbl~rsement
ratio in real termS.

We have also taken severai steps ta

Hawever, as painted aut ta the Bank,
Official Development Assistance will
cantinue, ta be cridcal far sustaining
investment levels in key infrastructu~'al
sectors such as power, water supply,
telecammunications and surface
transpart. These sec tars are prime .
candidates for langterm develapment . The transition that is underway in
assistance which cauld be effective in . India is momentous and the success
attracting private capital inta these, that we have achieved in the firsuhree
sectors. Sacial sectors alsa have large years has strengthened our
resource needs and long term commitment to persevere with the task
develapmentassistancetasupparttheir~ that we have embarked upon to assure
investnient programme is essential far a more prosperous future for our
the success of our refarm programme peaple. 0
and ta put the economy on a higher
growth path and alleviate poverty.

\

wide Value Added Tax in consultation
with the states. In key infrastructure
sectors'like power, hydrocarbons,
telecammunicatians, roads and parts,
we will press ahead with d~veloping
appropriate institutional and pal icy
frameworks ta facilitate the entry .of
much-needed private capital, to
enhance competition and thus ensure
effective ,provisian of key
infrastructure servi"ces which are
essential far the growth .of .output and
exparts.

Unfinished Agenda
We also have ta address' the

unfinished agenda .of refarms which .
include some' of the more difficult
measures. In the area .of trade
liberalisatian, refarms will cover
further laweringaftariffs and phased
rem~)Val of remaining quantitative
restrictions bath an imparts and
exports.The process offi nancial sectar
refOl~ms which has begun in earnest
has ta be completed. Gavernment's
pre-emptian .of Bank's resources will
be progressi vely reduced to permit
greater autonamy and profitability far
the cammercial banks. The remaining
restrictian on interest rates will be
phased aut as fiscal cantral is
effectively established. Tax reforms
will encompass further rationalisation
.of the structure, widening .of the base,
eliminatian of exemptions and
emphasis an strengthening tax
administratian ta reap the benefits of
these measures. Over time we shall
alsa attempt to introduce a natian-

The commitment .ofthe gavernment
ta halding the fiscal deficit in 1994-95
tathetargetof6% is already mentianed
abave. We recagnise that cantinued
progress in fiscal cansalidatian aver . Nawitwauldbepertinenttaturnta
the years ahead will be cnicial far the balance .ofpayments praspects far
ensuring price stability and far the 1994-95 and its implicatians farIndia;s
success of allr ecanomic refarms. The external financing needs. In view .of
tax refarms we have introduced will" the substantial impravements in .our
help ta generate the necessary external accaunt, the current accaunt
buayancy in revenues in future which, deficit in 1994-95 is estimated ta be
tagetherwith expenditure restraint and . less than .one per cent .of GDP. This
betterpcrfarmanceby the public sectar, level is manageable with narmal capital
will help ta reduce the fiscal defici,t tlaws and there is na need far fast-
over time. disbursi \lg. Ta that extent .our need for

external assistance in 1994-95 is
definitely lawer. We wauld alsa like
ta limit recaurse ta high cast financing
as part .of .our effart ta cantain exte'rnal
debt and also in -recagnitian .of the
large inflaws .of portfalia investment
that have taken place and are expected
ta cantinue.

therefore crudal. Official
DeveJopment Assistance could be
effective in attracting additional private
capital resource~ into these sectors
through innovative co-financing
mechanisms and through counter-
guarantees which would lowertherisk
perception of the investqrs for long,
term investments in these sectors.
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Liberalisation And Agriculture
Prof. C.H. Hanumantha Rao

ACHIEVING foad security has so.
far been the averriding gaal' 0.1'
agricultural palicy in India. As such.
the inputs and technalagy tended to.be
cancentrated in irrigated areas where
the results were quick, substantial and
assured. One can naw discern the
beginnings af a'signiticant shift in the
perspective far agriculture in India.
Cansalidatingthe faadsecltrity already
achieved and movin'g much further to.
avai I af the appartunities ape ned up
by irade is emerging as the guiding
principle af agricultural pal icy in the
periad ahead.

The growth af faad grain autput
has so far been limited by d9mestic
demand. Papulatian grawth and the
rise in per capita incame will no.daubt
-necessitate a significant rise in the
autput 0.1' faad grain. Hawever, it is
necessary to. bear in mind the
signi ticant dawn ward shift taking place
in the demand far faad grain. This is

16

an account 0.1' the change in the
cansumer tastes with the availability
af a wide variety 0.1' gaads and services
even in rural areas. It is naw estimated
that the demand far faad grain may
increase auhe rate 0.1' around 2.6 per
cent per annum upta 20 I0 A.D., even '
after taki ng into.account the sec~mdary
demand far cereals as animal feed.
This demand grawth is lower than the
autput growth a£.4 per cent pe'r annum
projected by the Planning Cammissian
far the Eighth Plan peri ad.

, If agricultural growth is nat to. be
canstrained by the dames tic demand
but shauld indeed cantribute to.raisi ng
the avera II ecanamic growth, then '
agricultural autput needs to.be stepped
up far exparts by diversifying into.
areas such as dai ryi ng and ather animal
products, harticulture, f1ariculture, etc.,
the demand far which is less inelastic
or less unfavourable than far faad
gr~in. Trade in these areas will

cantribute to.madernizing these ~ectors
in the sphere 0.1' production as well as
processing and m'arketing. Agricultural
research and technology in the post-
green revalutian era has been focussed'
mainly an faad grain in the irrigated
areas. The emphasi s has now to.shi ft to
the new activities with favourable
export demand. The rain fed or dry
land areas in the cauntry have a
camparative advantage in animal
husbandry, harticulture, lloriculture
etc. The develapment 0.1' new
technolagies for these activities can
thus benefit the agriculturally
backward areas where paverty is
widespread: • .

The employment generatian perunit
0.1' additional autput has gane dawn
steeply and has even became negative
in the irrigated green revolution belt.
The praspects' (or employment
generatian do. nat appear to. be bright;
at least in the short run. in the nan-
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'agricultural, sector in the wake of
liberalisation. There could even be a
decline in employment in some of the

. rural industries, adding to thepoo) of
unemployed if) the rur.al areas. A
number 01' special employment and
rehabilitation programmes are being
envisaged as 'safety nets' to cope with
the con seq uences of structural
adjustment. However, agriculture can
serve as the biggest safety net in the
process of adjustment not only by
softening the rigour of inflation but
also by providing new avenues of
p,;oductive employment. The new
activities which have a favourable

.export demand are also ~mployment-
intensive. But the experience shows
that th~ substitution of capital for labour
in h~h-wage areas has been basically
responsible for the decline in the
employment per unit of output. This
has happened despite the in-migration
oflabourfrom the less developed areas.
This experience suggests that new
technologies suited to low-wage areas
such as rainfed or dry land areas offer
better prospects for labour absorption ..

This underlines the need for location-
specific research and extension, for
maximizing the employment

. opportunities.

Raising the productivity. of
resources used in agricult~re through
their better allocation between different
crops and regions and by. adopting

YOJANA, AUGUST 15,1994

improved technologies is a major
objective of liberalisation. Export-
'orientation will provide incentives for
the regional speci_alization in crops
according to their c()mparative

, advantage as well as for the adoption
of new technologies in production,
processing and marketing. It may be
noted, however, that unlike in the
command economies where allocative

. decisions were made by the collectives
and the.communes, the institution of
peasant proprietorship in Indiahasbeen
conducive to decision-making by the.

. individual farmers in their millions, so.
that the allocation of resources at the
farm level has, on the whole, been
efficient. Also, we have, by and large,
a free movement. of agricultural
commodities acro~s different regions
in the country which has been

. conducive to regional specialization
in the production of crops. The success
of green revolution in India would
have been unthinkable without a large
national market for food grain.
However, productivity of resources
can be enhanced further by extending
infrastructure to the less developed
areas and by introducing new
technologies. Removal of input
subsidies where they have outlived

. their utility would also promote their
efficient allocation as well as give
impetus to the evolution of cost-
reducing innovations.

In the early 'years of green
revolution, when the attaimnentof food
security was the overriding objective,
ecological concerns were not in the
forefront of agricultural policy. In
course of time, however, population
growth as well as the growing demand
from the af1luent sections have been
exerting 'p;essu)'e on environment.

. Further, the unregulated exploitation
of natural resources caused, among
other things, by the underpricing of
inputs such as irrigation water and
electricity for pumping ground water
have contri~utedto the degradation of

environment. Although, as yet,
chemicalization of agriculture as such
is not a serious problem, the evolution.
'of new biotechnologies to save on
chemical inputs has to be accorded a
high priority in agricultural research.
Besides', the efforts for'conservation
of soil and water resources in dry land
areas i1eed to be stepped up with a
view to creating the necessary
conditions for the. profitable
application of yield-increasing
technology.

........' '<~.""

Ill~1

Contribution Of Productivity
The area under. food grain has

declined somewhatduring the eighties.
The entire increase in food grain output
during this period is, therefore. -the
result of the rise in productivity per
acre on account of the increase in
yield-raising inputs. However, the
efficiency of resource-use consequent
upon the application of new technology
is measured by the total factur
producti vi ty (TFP) or the producti vi ty
of all the inputs combined. This is
obtained by the difference in the growth
rates of output and the index of inputs.
The total factor productivity so
measured is estimated to account for
one~third' of output growth during
1957-85. The contribution of total
factor pl:oductivity rose to over 50 per.
cent of output growth in the post-green
revolution period. Puhlic research and
extension and private research have
been the major sources of increase in
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to the adequate development and
diffusion of new cost-reducing
technologies in agriculture. This has
happened on account of favourable
'terms of trade for agriculture,
inducement to improve quality and
reduce costs for becoming
internationally competitive, prices'
reflecting truly' the scarcities of
resources so that research is directed
to save on the scarce factors and the
adequate allocation of resources-public
as well as private-for research and
extension.

Economic analysis, following John
. Hicks's contributions, has been
focusing on the significance of relative
prices of factors of production in
inducing cost-reducing innovatio_ns
directed towards saving on the scarce
factors through the .greater use of the
abundant factors. For example, heavy
subsidies. on inputs like fertilizers,
surface irrigation, electricity for
pumping water and on farm credit,
apart from causing macroeconomic'
imbalances and shortage of resources
for public investment inresearchand

favourable institutional framework and
the resulting incenti~es fo; the
absorption of new technology are the
three basic prerequisites for the proper
development and diffusion of new
technology. These are best ensured
when the demarcation of the relative
roles of the the state and markets orthe'
public andprivate sectors in agriculture
is rational. A number of studies have
shown that favourable macro-.
economic environment including
openness in trade havebeen conduci ve

.JI
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DevelopmentAnd Diffusion
Of New Technology

Adequate funding for public
research, appropriate economic signals
for setting right priorities in research,
whether public or p~ivate, and

Similarly, .in the case of rice, a
change in NPK mix results in an
increase in output to the extent of 1.2
million tonnes. Di"versionoffertilizers
away from the Northern to Eastern
r~gions would yield 9 million tonnes
with 1.2 million tonnes of additional
fertilizers. Optimal levels of fertilizer
distribution with the best NPK mix.
(2: 1:1)leads to an additionai output of
15million tonnes or about 20 per cent
increase with 1.5 million tonnes of
additional consumption of fertilizers.

in respect of crops and regions where
the level of fertilizer use is far below
the optimum levels. Such apotential is
found to be quite high in Uttar Pradesh,
Eastern and Central regions. The
second major source is the balanced
application of nitrogenous, phosphatic
and potassic fertilizers in all the
~egions.

These high rat~s of return on
investment in research and extension
indicate that there is considerable scope
for improving producti vity through the
extensive application of known
technology as well as by evolving new
technologies. The studies conducted
by the International Food Policy
Research Institute in collaboration with
the Indian CounCil of Agricultural
Research. show that the potential for
productivity increase by extending the
known technology to new regions and
crops by redeploying the existing
resources is significant. These potential
gains are in the main attributable to
two sources. First, by bridging the gap
between the actual. and the potential
productivity from the use offertilizers

total factor productivity. Public The level of fertilizer use in the
research and extension accounted for" country has become very uneven over
over two-thirds of increase in total aperiod of time. For example, as much
factor productivity after 1975. This as 50 'per cent of total fertilizers
indicates that' the rate of return to consumed in the country is accounted
investment in public research and . by the top 20 per cent ofthe districts.
extension has been quite high. It has Owing to the diminishing returns to
indeed been found to be as high as ove-r fertilizer use at higher levels, the
60 per cent in respect of public research aggregate response of output from the
.and over ~O per cent in respect of use of fertilizers has declined. If the
extension. These high rates. of return decline in 'productivity due to the
on investments in research and unbalanced use is also accouirted for,
extension are attributable; in no small the output response has gone down
measure, to the spread of new from 1:10 to 1:6. It has been estimated
technology to the new regions and in a joint study by the International
crops in the last decade. Food Policy Researr::hInstitute (IFPRI)

and the Indian Council of Agricultural
Research (ICAR) that, for wheat, an
optimal distribution' of fertilizers as
between different regions would
increase output by 1.6 million tonnes.
A change towards balanced use of'
NPK, by raising both.P and K per unit.
ofN, would raise output by:4 million
tonnes. Both the adjustments together,
i.e optimal regional distribution aswell

.as best NPK mix would increase wheat
. output by 6 million tonnes or 12%
with a marginal increase of half a
million tonnes in fertilizer
consumption.
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works and lack of coordination among
various departments concerned with
these programmes. A high priori.ty has,
therefore, to be given to the soil and
moisture conservation in the dry land
areas by revamping the prcscnt strategy
to creatc the necessary conditions for
the adoption of improved agricllltur~lI
practices. - 0

The author isformer Memher.
Planning Commission.

certain forms of infrastructure - practices by itself has proved to be
including human capital is essential to - insufficient for such areas. Theexisting
raise the profitabilityofinvestment in programmes for soil and moisture
research. Development of irrigation, conservation have failed to mtlke an
roads and processing and marketing impact on account of inadequate
network wou Id faci litate the planning of works on watershed basis,
widespread adoption of new failure to involve the beneJiciaries in
. technology by raising the yields. the planning and implementation of
reducing their variability and by
ensuring remunerative and assured
prices for the products. Improvement
in the literacy levels of the fanners and
in the system for the dissemination of
information is essential parlkularly
'when the new practices arc
sophisticated' and the rate (If
technological advance is rapid. The
importance of' - infrastructure
development for lndinn agriculture is
underlined by the fact that both in
respect of irrigation and literacy, only _
abOlit 50 per cent of the potential has
been realized so far.

Even after the full potential for
irrigation is achieved, nearly half the
cultivated area would still be dependent
on rainfall. The nlinfed or dry land
areas in" the country are getting_
degraded due to the depletion of soil
fertility and moisture. Experience has
shown that a critical minimum of soil
fertility and moisture levels are
essential fo'r the profitable adoption of
new technology. Research in the
evolution of new seeds and improved

other .infrastructure,' discourage
research in biotechnology which saves 4

on chemical inputs and is environment-
friendly; discourage the conservation _
of water and energy, and -in
general, encourage capital-intensive
techniques. Private research and
extension is becoming increasingly
important on account of scientilic break
throughs such as. the emergence of
biotechnology with low investment
requirements in applied research and
the greater responsiveness of private

research to the user-requirements
which vary c'onsiderably across agro-
c1imati~ regions. In a situation like
this. adequate intellectual property
protection becomes necessary to
provide incentives for private
investment ind effort in research.

Apart from the ineenti ve framework
conducive to technological change
mentioned above, the development of

YOJANA, AUGUST 15, 1994
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and manufacturing sectors include:
power generation and distribution
including construction of hydro,
thermal and atomic power stations,

. dams, bridges, ports, airports. ('oads,
highways, water treatment and
environmental pollution control,
housing, hospitals and industrial
'projects connected with fertilisers, oil
refini~g, petrochemicals, sugar,
textiles, cement, steel etc.

Prof. S.Z. Qasim & P.M.Sarma

N~w Econ,omicPolicy
And

Technology Exports

495
560
1115
1417
1543
792

Rs, in CI'OI'C

Table-1

Year

The Table- I shows that there has
been an increasing trend in this type of
exportsunlil 1992-93 and lhat there is

.1988-89
1989-90
1990-91
.1991-92
1992-93
1993-94

Project Exports
Projects exported from India have

been classified as turnkey projects by
the prime contractors or as sub-
contractors of the prime c6ntnu.:tors
from other countries for lhcpurposeof
executing only Ilpai't of the new
projects 01' for the CXpiIl1Si()nsof the
existing plant facilities. In certain cases,
when the prime contractors are not
manufacturers and they have bought
plants im~requipmentJrom the Indian
manufacturers,and performed only the
engineering functions, they CO(~le
under the category of sub-contractors.
These exports fall intothreecategories
broadly: civil engineeri ng construction
projects, industrial turnkey projects
and the associated sub-contracting
services. The total values lif th~
contracts secured in respect of the.
export of projects are given in
Table-l for each year from 1978-79 to
1992-93.

Earnings In Project
. Exports F.'om 1988-89 To 1993-94

in three ways-projects, consultancy
including services and joint ventures.
Let us take each type of technology
export separatel yin the Indian context.

Exports from India involve both
low and high technology. The term
low technology is used far the projects
connected with power distribution,
simple products, structllres and
processes. High technology, on the
other hand, is applied for power
generation, machine tools, chemical
projects and others .involving
spphisticated designs and advanced
R&D capabilities.

Some of the prestigious projects
. successfully exported and executed
abroad both in the Ilon-manufacturi ng

TECHNOLOGY can be defi'ned as
the knowledge of science to be used
for production, commercialisation and .
distribution of goods and services. It is
a combination of two components- .
hardware and software. The former
includes equipment, machinery, tools
and physical facilities aild the laHer
embraces knowhow in the fl)rm of
processes, techniques, methOds, ski lis
etc. Possession of technology is a well
guarded 'secret by its owner and it is
this secrecy that gives its oWf)ercertain
terms and conditions whiCh he sets for
transferring his technology to others
(within India or abroad). When the
transfer takes place from one country
tothe other, we may call the transfer as
. export of technology .This takes place
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Table-2

Consultancy Export Earnings
. }'rom 1978"79 To 1992-93

increasing trend in this type of export
and that this increase is significantly.
larger from 1989-90 onwards as
. compared to the earlier years. In fact in
1991-92; the exports are ~ore than
double that of the period 199.0-91. To
have a furthcr insight into the various
types 'of consultancy exports, the
specialisations in which India has
markedly improved its consultancy'
export capabi Iilies can begroupedi nlo
five broad categories; namely,
infrastructure, management, process
knowhow, engineering and agro-based
industries. An analysis of the data for
a ten-year period (1978-87) in these
five types of consultancy capabilities
indicates that, whi Ie the total export of
all the consultancy capabilities has
shownarematkable growth, there has
been ati appreciable shift from the
exports of other categories of
consultancy to management
consultancy.The increase in the export
earnings in this sector alone injust two
. years (1985-87) is more than 3 'Iinics
of the carlier year.Nearly half of the
export earnings in the management
sector have been from the export of

incr~ase, an obvious corollary that
emerges from the analysis is that the
consultancy exports in the engincring
and agro-basedindustries sectors have
recorded a sharp decline.

Impact Of New Policy
In context of the new .Industrial

Policy announced in .July, 1991. the
preparedness towards int~rnationally
competitive technqlogical capabi lities
for providing appropriate technical
input to theenterprises has emerged as
anew task before thc lndia.l
entrepreneurs. Naturally then, the
choice and acquisition of new
technologies to produce competitive
products and services to suit the
internatkll1al 'environment become
important issues in contextofindustrial
development of the country. Since the
expansion of exports is, the key word
in the new environment. the service
sector is expected to play an
increasingly dominant role in the
industrial and economic development
in the future. The consultants and
consultancy services would. therefore,
assume greater significance in the

:~:(r~)/{:;:::;:>:>::::';,;,:""""".
:.:.:.:.: :.:.:......••.......•...•.........•....... ' :-:-:;: .

computer software by 80 consullancy
organisations in India during the year
1987-88, Predominant sectors, other
than management, during the period
of 1985-87, are ilifrasturcture and
process industries. This analysis also
brings to light that the Indian

. consultants in these threeseetoi's have
geared themselves to the needs of
emerging technology largely for the
developing countries. With this

95.61
226.55
226.56
312.50
475.76.
585.01
578.30
734.07
939'()4
1003040
1260.00
2200.00
3120.00
7200.00
8310.00

Rs. in millionYeal'

1978-79
1979-80
1980-81
1981-82
1982-83
1983-84
1984-85
1985-86
1986-87
1987-88
1988-89 .
.1989-90
1990-91
1991-92
1992-93

a decline during the period 1993-94.
Nevertheless, the successful execution
and maintenance of the p'rojects
overseas have proved the Indian
capabilities in the export of technology
in terms of their merit.

Consultancy Export
The. second category of the

technology exports is in the area of
consultmlcy, which plays a major role
in technology transfer and in promoting
theexp'oitofequipmentand materials.
In view of the. multiplier effec~ of the
consultancy services, this sector has
bcenidenti fied as one among the thrust
sectors t'or' export promotion by the
Government of India. In recent years,
the Indian consultants have played an.
important role by offering services in
several di versified fields such as:
engineering supervision; project
management and its implementation;
ci vi I, structural and <lrchitectural
designs; technical management;
operation and maintenance of plants;
design of equipment and pla'nts;textile
mills; software application packages;
system software; computer-aided
engineering; operation and execution
of the projects on turnkey basis etc.
Today, there are about 20,000 highly
specialised professionals and

technocrats working inmore than 700
consultancy organisations or are
independently offering services in a
wide. range of disciplines. The
Table-2 givcs the consultancy earnings
year-wise from 1978-79 to 1992-93.

It niay be observed from the
Table-2 that thcre has been an
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process of technological, industrial and
economic development.

In the case'of small scale sector in
particular, the new Policy of 1991
stresses on the need for more efficient
technical services and technological
inputs leading to a better performance.
This calls for an encouragement in the
R&D specific to the small scale sector,
associated with a provision o,f
necessary testing facilities imd
advisory services. The consultants
would, therefore, play an increasingly
important role in the development of
the small industries sector as well.
Since the small scale sector is not very
much exposed to consultancy services,
there is a need to create awareness
(imongst the small scale industrial units
about the available consultancy
facilities in the country.

The benefits that would accrue by
creating a strong consultancy base are:
increased exports of not only projects
and services but also of goods,
reduction in imports and
commercialisation of indigenous
technologies developed in the R&D
institutions etc. Some of the
organisations which have specialised'
in the field o,fconsul tancy developmen,t
in the country are: Consultancy

••.1{.
.....................................•.•.•... :.: ".:;:;:.:.:::::.::::::::::::::::::::::::::::::::::;:::.::::::::::::::~::::::::::::::::::::.:.:.: •.... , ..

Development Centre (CDC), National
Productivity Council (NPC), The
Association of Consulting Engineers
(India)-':-'ACE(I), Federation oflndian
Export Organisations (FIEO), Institute
of ManagementConsultants of India
(IMCl) etc. Thesewould playa greater
role .in bringing the consultancy
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organisations to the level of meeting
the needs not only of our country but
of other countries as well.

Joint Ventures
The third area in which technology

exports take placeis the joint ventures.
A joint venture is an enterprise in the
manufacturing, trading or services
sectors in which the entrepreneurs in
the host country , where the joint
venture is located, collaborate .with
the entrepreneurs from one or more'
foreign countries in the manufacturing
and/or management and/or financial
operations of the joint venture. It is
essentially a commercial enterprise
with a profit motive. The objective of
the joint ventures is to promote
industrial growth and trade across the
borders. It results in a new form of
Foreign Direct Investment (FDI) whiCh
involves technical-cum-financial
collaboration' between the firms
forming the joint venture. The
formation and operation of the joint
ventures are governed by the laws and
regulations. of the host countries in
which these are conducted. Joint
ventures have been described as
engines of growth or the bridge across
which the technology flows between
the countries, both developed .as well
as developing.

In this area also, India has played an
active role by setting up joint ventures
abroad both in the developed and
developing countries including the
least developed countries.

According to the latest data
available as on 31 st December, 1992
from the India Investment Centre, there
were about 324 joint ventures in
operation or under implementation in
. the areas of automotive ancillaries,
transport equipments, food processing
industry, paper and pulp industry,
textiles, sugar factory, steel furniture,
metal flexible tubes, railway network,
newsprint project, pi:l1moil refining,
machine tool complex, industrial

estates and light engineering goods
such as switch gears, stainless steel
ware etc.

The major benefit of this activity
has been thatIndia's image is projected
as an exporter of capital goods and
technology. Other consequent benefits
have been the realisation of dividends,
royalties etc. and the strengthening of
economic relations and cOQperation
with the other developing countries. A
remarkable feature of this activity
undertaken by the Indian entrepreneurs

~iI11~!I!~~II~,il~~i~ll~
intusea~iji~fJf~Qntia~nc~h!~~e
{~~~~~lli~~~~~~~~~~ti~~~~~;~I~I~~~;~~~~I~~{~~~~'

. has been that the economic aspirations.
of the developing countries were kept
in view while entering into the joint
venture agreements and special care
was also taken to infuse a kind of
confidence in the foreign partners that
these venturs are for the mutual
development of the participating
countries and are not really mea~t for
their exploitation. The benefits and
good features of the joint ventures
notwithstanding, the government had
to revise its policies from time to time
depending on the performance of the
joint ventures. The. changes in the
government policies on this issue are
indicated in brief.

Guidelines
The policy of the government on

the joint ventures during the sixties,
when it was in its formulative phase,
was reasonably open and flexible.
Approvals were granted liberally. As
a result of this, many joint ventures
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converted into a product in the market.
During the last one decade or so, it has
successfully exported a number of
indigenous technologies to. various
countries 'such as Burma, Nepal;
Senegal, Malaysia, the Philippines,
USA etc. The technologies exported
included: the products such as gamma
irradiator and nasal filters; chemicals
like bentonite andphenor
}ormaldehyde and processes like
electrochemical metallurgy and high
draught kiln etc. Some of the
technologies like the bottling of
coconut water, handmade paper, paper
slate etc., are specifically meant to be
handled by women. :The NRDC has
also entered into the area of joint
ventures and anumber of technologies
for a variety of products and processes
for export to Nigeria, Indonesia,
Madagascar, Vietnam etc.

In the w'a:keof the new industrial
and EXIM policies which seek to
establish a framework of global isation
ofIndia's foreign trade witha view to
promoting productivity ,modernisation
and competitiveness of the Indian
industry, a dominent role lies ahead
.for the S&T institutions especially for
promoting the exportable technologies.

During the period 1993-94, the
NRDC launched a new scheme for
small and medium industrialists with
the objective of encouraging them in
the process of converting their ideas
into commercially viable technologies.
. In short, the NRDC has geared itself to
meeting the challenges of the new
economic reforms. .

In the case of CSIR system, the
recent technology exports are valued
at about US $3 million. The clients for
the CSIR technologieslservices are in
the USA, UK, Brazil, Finland,
Switzerland etc~Broad areas of these
exports include: drugs and chemicals,
catalysis, software for .the use at
aerodromes, transmission tower testing
etc.

. some of the prospective joint ventures
suffered a setback.

were .established overseas without
adequate home work and without an
indepth study of the prospects of such.
ventures in the host country. As a
result, the Indian entrepreneurs had to
face many difficulties and.
consequently several joint ventures had
to be abandoned. However, to regulate
such ventures, the government
announced several guidelines in the
year 1970: Depending on the
circumstances, and based on the
practical experience and feedback,.
these guidelines were again revised in
1976 and subsequently in 1986. The
revisions facilitated the removal of
some constraints and difficulties
experienced by the joint ventures and
these helped the Indian enterprises to
achieve a greater degree of success.

Realisation
These deficiencies have. been

rectified to a large extent under the
new regime of economic reforms.
Furthermore,there is alsoa realisation
that, by investing in the joint ventures,
the consequent creation of an Indian
base abroad, directly or indirectly;
would help in boosting the exports of
goods and services in addition to
enhancing the level of export and
augmenting the' foreign exchange
earnings. Besides this, the joint
ventures would also serVeas an assured
source of imported raw material at a
lower cost which the country or a
company would have otherwise to
separately import from the other

Nevertheless, the guidelines, as overseas manufactUrers. Added to
formulated till 1986 were considered these beneficial consequences, the new
by the trade and industry as regulatory policy has some encouraging features
rather than promotional in their such as: formulation of automatic/
conceptualisation. The two main quick appro~al process; creation of a
considerations underlying the special cell tomonitorthejoint venture
regulatory character of the guidelines operations; 100per Genttax exemption.
were: (a) the Indian partners in the for repatriated earnings; permission
joint ventures were to operate within a for equity participation in more than
tight. regime of the foreign exchange . one joint venture; export of the Indian
control andtheiroperations in the joint secondhand and reconditioned
ventures could not circumvent these machinery towards equity contribution
regulations and(b) a greater degee of of joint ventures etc.
selecti vity and rigidity was introduced Depite these faci lities and benefits,
owing to many casualties among the since the Indian exporters have to
joint ventures caused by the successi ve operate themselves in a competitive
increases in the oil price during the environment created 'by the new
seventies and the eighties. Apart from Industrial Policy, the experience of
the regulatory character of the some bf the organisations like the
guidelines, it was felt that these laid a NRDC, CSIR, DRDO etc. in the field
greater emphasis on the transfer and of export of technologies can be a
trade of the technology in use (import guideline for the new entrants or even
of Indian machinery and equipment) . to those whowere unsuccessful earlier.
in which India's technological skill. The NRDC, for example, has been
wasnotas high as required. Moreover, licensing, commercialising and
due to bureaucratic formalities and exporting the indigenous technologies.
procedures, despite the fact the Its basic charter involves technical,
Ministry of Commerce served as a commercial, and financial measures
nodal point ~nd provided a single needed for closing the gaps in the
window clearance for taking decision innovation chain through which an
on all aspects of the joint ventures, . idea, an invention or a process is

L
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A further elaboration of this fact is
attempted here.

Competitive Environment
The liberalised industrial Policy

(1991) would create more and more
competitiveness among the various
goods and services in order to have a
better share ofIndia in the world trade.
The appl.ication of advanced know-
how plays a dominant part in this game;
For.this, a close linkage between the
national research laboratories undthe
.end-users, i.e., industries and markets,
is of much signil1cance.To quote the
Eighth Plan document, "quality
.improvement in Out: products and
related efforts. wouJdincrease the
demand .for theS&T ~ot onlv in the
concepts and desfgn hut right lhroilgh
the productiorf,testing, packaging,
transportation of goods and post .•sale
activities". This applies to both low
and high technology sectors. The low
technologies which arc. mostly
applicable to rural sector and arc
generally in the areas of agro-
horficulturc, post-harvest operations
and food preservation; fabrication of
low cost building materials etc., and
the high technologies are related to
coal. petroleum, petrochemicals,
druffs, aviation needs, communication,
machine tools, power, irrigation etc.
These are to be enhanced further. In
the \ high-tech sector, however,the
development of globaly competitive
technologies should be ihe main
objective in view ot'the factthat these
would largely be dominated citherhy
foreign technologies, licence
agreements and technical
collaborations or by the muiti national
companies (MNCs) which are likely
to set up plants and other complex
infrastructure in India in their sectors.

Judicious Mix
To achieve the goals on the lines

stated above, while certaill imports
form essential elements of the export
strategy. a judicious mix of the
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indigenous and imported technologies
would be necessaryin the'long run at
least in the high-tech areas. For
example,theimport,of capital goods
(of which machines and transport
equipment foi'm the major
components) serves dual purpose.
Firstly, it satisfies t~e immediate need
to augmenting the indigenous
capabi Iity to produce consumer goods
'Nhich may otherwise face a shortfall
(either in the export term or in the in-
house consumption). Secondly, itleads
to progressive technological
upgradation in the' long run. This,
however,can~akeplaceonly when the
industry workiilg on the imported
milchinery . learns the detailed
engineering associated with itand starts
improving uponthe innovations to suit
the local needs as well as those required
by the countries to which our
technologies are being exported.

Admittedly, oneofthe rolesofS&T/
. R&D infrastructure in the country
should be to help the industry to choose
appropriate technology and partiCipate
in its innovation for achieving a cost-
effecti ve sol ution. The program mes of
. the CSIR laboratories and the industrial
in-house R&D units should be oriented
i.n such a way that it meets the
immediate and direct needs of the
industry sector. The Technology
Information Forecasting and
Assessment Council (TIFAC), under
the DST, has been etablished to carry
out detailed exercises on the current
and future industrial technology
scenario, vis-a-vis, on the role of the
Indian Scientilie. and Technological
system in the process of acquiring
technologies for innovation and
bringing the technological levels of
our industry to fill in the necessary
~aps in the technologies by conducting
lI1-house researches. This organisation
should play an important role in the
process of economic reforms.

It would not be outot' place to
mention in the end that there is one

area for which the policy of the Indian
government/industry needs re-
e.xamination, or in fact some
modification. Despite the factthat we
have a strong base in the manufacture
of critical equipment and detailed
execution of engineering projects in
the oil and power sectors, India is still
giving to foreign agencies a lot of
turnkey contracts incilldinu '"consultancy lll1der the restricti ve
clauses in the operational sector.
Perhaps, it is time to take stock of the
capital goods sector and also the
consumer industries sector in which
only process techn(l\ogy through
process licences from the parties would
be enough to make the dojnestic
industry sector com peti ti ve or to make
itatparwith the international standards.
Perhaps by, placing the entire project
in the hands of a foreign giant may turn
.out to be counter prodllcti ve. Therefore,
a close linkage between the industry
and the national laboratories seems an
importantneed of the hour to work out
an MOU amongst them instead of
giving an outright contract of the
projects to a foreign firm on a turnkey
basis .

In the present context of
encouraging>i'oreign investment in
India, it is really necessary to study the
extent to which the foreign enterprises,
which 'could come either by way of
equity participation or as independent
. ventures, would usc their own R&D
activity to substitute the Indian
innovations.It is, in fact. a malleI' to be
watched carefully. In any case. the olie
which goes on upgrading its
technology, an Indian or a foreicTn. e
firm, would surely win the race. .a

The authors are Me;nber and
Deptlty Ad,!i.~er. Planning
Commission respectively.
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Our products speak for themselves ...
and for us. Pioneers and'ieaders In
professional electronics In India. Meeting
the critical needs of Defence and other
core sectors; for nearly four decades now.
Through our equipment, systems and
components.

With an Infrastructural strength of
9 factories, advanced production and
quality aSsurance facilities, skilled
workforce of 20,000 people and over
2000 engineers including 650 engineers
In Research /!1{ Development,
Bharat Electronics manufactures a
broad spectrum of hi-tech products.

Product range
_' Defence commUnication

equipment In HF, UHf",
VHFmicrowave bands

, Telecommunication
networks, radio,
multiplexing and
switching equipment
and antennae '

'Broadcast and
TV transmltters,and
studio equipment

, Satcom terminals for Communication
and TV Networking . '

, , Radars for Defence arid Meteor~logy
, OptiCal and opto-electronlc equipment
, Simulators and software
, Semiconductors, ICs, crystals, LeDs and
electron tubes '- microwave, transmitting
tubes, X-ray, TV /!1{ monitor tubes'

for more details. write to:
Bharat Electronics Umlted
(A Government of India Enterprise)
Regd. Office:, 'Trade centre'
116/2, Race Course Road, Bangalore-560 ooL
Phone: (812) 267322. Telex: (~5) 8650 81:: IN
Fax: (812) 268410
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~ANY FORMS, ONE PURPOSE.

" I

Your service. We make products that
have become;m integral part of your daily
life. The gas in your kitchen, the fuel for
your vehi<:le, the tar for yourroads.,The
dyes for your clothes, the'lubricants for
your industry, and for the industries that
provide you with your basic needs from
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food to clothing.
You are the one who makes it all

worthwhile.

o
BharatPetroleum

Improving- the 'W"orld 'W"elive in.
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Foreign Investment And
Liberalisation.

Dr. Malcolm S. Adiseshiah

LIBERALISATION is the term currently Rs. 2,500~3,000 crore per
being used to cover a wide variety of '. annum are being raised: and yet the
reforms aimed at opening up. the industrial recession persists:
economy. This involves removal of
various fornis of control such as A turn around is reported for the
licences and permits as well as other last quarter. Aquick estimate prepared
barriers to inve.stment represented by l:>ythe Industry Ministry covers 24
MRTP and FERA. One of the selected industries which account for

50 p'er cent of the group which CSO
objectives of this reform programme uses for its detailed Index ofIndustrial
is to invite and enlarge investment,
b h

•. .d'~ . . . Production (lIP). Among the industrial
ot .domestic an 'Iorel~n. . groups so covered, the automotive
Domes'tic Investment sector has recorded thehjghest output

This opening up of the industrial at around 23 percent. The unorganised
sector has led to large scaleintlow oi' .decentralised textile industry has also
domestic funds. One sign 0,1' this isa . shownanimportantimprovementwith
report of the Industry Ministry of a growth of 22 per cent, while the mill
15,000 enqui ries received last year for output has fallen by about 6.5 per cent.
establishing industrial units. The other . The manufacturing sector which has
Indicator is that.is against the average the highest welg~tage in liP remains
ofRs. 200 to Rs. :300'cri)reper annum subdued for most of 1993-94 but is
being raised in the stock market, reported as picking up from December
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1993.During much of February 1994
forwhich quick estimates areavailable,
the sector grew by 7.4 per cent, so that
the growth during April/Fehruary, was l~
2.9 per. cent, as compared to the
.previous year's 2.4 percent. As per the
use based" c1assitication of UP, the
Febrmiry growth was all round except
for consumernon-durables, The
cpnsumer durables record~da high
23.7 per cent a's compared to the
previous February, followed hy
intermediate goods 18.6 percent,
capitalgoods 5.1 per cent, basic goods
5.6 per cent, and consumer goods 2.5
per cent. The consumer non-dlll'ablcs
recorded a ncgativegrowthof-l.4per
cent. For the period April/Fehi'uary
the growth was moder~te at 0,7 per
cent.

Foreign Investment
The opening up of the economy has

also invited 'foreign investment as
against the annual $200 to 300 million
flowing in from abroad, currently
$2,000 to 3,000 millioniscon1ing in.
The government reports that, in
contrast to its earl"icrindications, net
investment by Foreign Institutional
Investors (FIls) in the primary and
secondary markets have shown a
recovery in May 1994. Net aggregate
investment by them crossed the $2
billion mark in June this year. This
should be taken along with the
clearance by the Cabinet Committee
on Foreign Investments at the end of
June fbI' 5 proposals involving
Rs. 3,157.25 crore. These projects
include settingupa refinery at
Pondicherry, a joint vent'urehy
Modiforril enterprise with Italian
collaboration, along with Ashok'
Leyland to augment its foreign equity,
joint venture between DCM Toyota
and the Korean Daewo.Howeveritis
. important that the coniributit)n of
MNCs and direct foreign investment
should not be exaggerated, as being
themeans of pulling industry Ol;tcifits
recession. In fact, the credit for pul-ling
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The other positive feature is that
foreign investment also relieves the
Balance of Payment problem of the
country, because there is flO problem
of repayment thatborrowing fr()l)l the
international money marketor bilateral
donors involve. . .

Positive Features
The positive aspects of fQreign

investment are mainly connected'with
the'technology and modernity tbat
accompanies it. Indian industry is not
only lagging in this area ofinod~rn
technology, out i~ also notgen~rating
or ~dapting the fast "growing

. technologies in the non-energy~
intensive, non-material~intensive
areas, for which we are still dependent
on foreign technology.

A further advantage of foreign
investment hopefully is that it wilL
accelerate the developmentof industry,'
and help overcome .recessionary
tendencies. In this cOnilection,lshou.ld
.mention that one of the paradoxes of
the Indian economy is that the rate of
savings which is relatively high at
over 23 per cent to 24 per cent of GDP
oyer a two and a half decade period,
has not however, produced
commensurate industrial growth rates.
This contradiction has been reviewed
in my Mid-year Review of the
Economy, year after year, .without
being able to identify. the causes Jor
this lack .of correlation between the
high savings rate and the low or
medium growth ratei'n industries. In
regard to the primary industry;
agriculture and allied activities which
have close links with manufacturers,

-. /

the country outof the mess it was in by the 'government and business
1991 goes to theNRIs who count in community in the country and anumber .
millions, thelndian exporters who have of vistis of business teams from Japan,
explored new markets across the globe, Japan has been almost a non-starter,

~\ and the Indian cOlnpanies who have wiih investmentproposalsofRs, 52.71
tapped over $2.5 billion from the Euro crore in 1991 rising to Rs. 610.23
market. Further over a third of the crore in 1992 and declining to
foreign capital intlow is beingheld in . Rs. 257.43 crore in 1993 and further to
short term securities which is a a meagre Rs. 18.90 crore in the first
characteri stic of hot money. The half of 1994. In the case of the other
Industry Ministry reports that the small contributors like South Korea,
enquiries from foreign investors and Russia, there is the same trend.
number 2.500 as against the 15,000 The countries which have steadily~::::::;:::~:~(::::;.:::~::~~~~~:~!~;~:7:~~f~~~;::a.&.i
~H~i.~~~:~f~~;n~J£t~~~~~;~~;;~~~~:.~;;.__ .!.:..•..~:.~.••.:.k.:.•~.W!.. '.t.;.;.1

~ up to Rs. 1,043.31 ct'ore but are also ~~':I;":F::
investment in 1993. w.hich is over half reported on recording adeclineatRs.
the total foreign investment. since the 80.63crore in the first half of 1994. It
new policy was announced (during the is to be hoped that the recent meeting
period 1991- I994), amounting to Rs. of the India Development Forum in
14,470 crore. The disturbing trend is Paris which is the new mime given to
that during the first six months of 1994 the Aid. India Consortium headed by
foreign investment proposals have . the World Bank, with its strong
amounted to only Rs. 1,312 crore. endorsement of the liberalisation

In this, the US which accounted programme will help to reverse this
during the three years of the - declining trend of foreign investment
liberalisation period, for alm6st one reported by thelndustry Ministry. The
third of the total foreign investment at ..' Pai'is meeting of the Forum had 150

I"'.: •.•""••••••• ~•••• :.:"".~"" ••• ~~ ••••• ~""••••••• ""••••••• ""~!""p"".•~""'••~~••~.""i""'I""•••••••""•••:~~~p",,:.:••••""••:••••-""p""f~•••••••""••••~~,""•.•~=•••••~..~~~s~e~~~~;/~~:t:di~i~:~t~~:tO;r~:t~~

~~~H~~~t~i~~~S~g~!i~'~~~gm~~~attention needs to be naidto removing

1£1'111~~~~:~~:[Jd~~~:~~j~f~~
Rs. 5,452.62 crore~ records a negative. market, v.;erealso identified .. In the
trend ingrowth in thefirsthalfof 1994 follow up, meetings to this. being
at Rs. 573.3gerore compared to plannedbythegovernmentandprivate
RS.185.85 crore in 1991, RS.I ,231.50 sector in India, the suggestions made
croreiill992 of Rs. 3,461.88 crore in should be filt,ered in relation to our
1993, This reported decline ofFDI programme of liberalisation and
fron; the US if not reversed during the prioritisationandquickly implemented
second half or the year would be a ,to .reverse the- declining investment
serious dent ill ourFDl prospects and trend noted aboVe, during the first half
scenario. Again despite sever~1 efforts of the year. -
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there has been in the last five years [{
disturbing decline in capital formation
and il1Vestment in that area. This ha~
attracted the attention of the World
Bank which notes the decline in the
growth of private investment in it over
the years, from 2.8 percent per year in
the 70s to 1.9 per cent in the 90s. The
Bank has identified the following four
cqnstraints to account for this serious
development:

I. The decline in' public investment
in agriculture.

2. Implicit taxation of agriculture
~hich lowers its profitability.

3. The current policy regime which
discourages domestic agricultural
trade and private investment.

4. A nUinber of acts and orders on
agriculture such as (a) universal
licensing requirement for whole-
sale trade, storage and process~
ing, (b) movement restrictions re'-
quiring'official permits to move,
for instance, paddy out of Tamil
Nadu and Andh,'a Pradesh, (c)cold
storage restrictions, (d) ban on
futures and forward trading of ag-
ricultural commodities and (e)

public procurement through lev-
'ies on rice and sugar. With the
opening up ofthe private sector to'
include sericulture, aquaculture
and floriculture, areas in which

.the foreign ii1Vestment can be and
is being deployed because they

.are attractive to the fOI:eign inves-
tor in terms of returns, there could
be a turn around also in the rate of
agricultural investment.

Problems
Foreign investments also present

problems.One problem with foreign
inve'stment is that it has been attracteo
through offering various incentives and
concessions which an~not available to
the Indian investor. The most glaring
example of this is in the power sector,
where government has guaranteed a
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16 percent retufnto foreign investors.
The development of whatis called the
Bombay Club and its main plea for a
level playing field arises from this
unevenness in the returns to investment ..
to the foreigner as compared to the
Indian.

A. second danger to be guarded
against is that the foreign investor is
being mainly motivated to invest in.
areas where the highest prOfits can be
obtained, not paying much attention to
the country's priorities. For instance,
'the consumption goods industries, like
Coca Cola, Pepsi Cola, Mcdonnald,
and other fast foods enterprises are
rapidly developing with their
investment and technologies, to the

, ne"lect of investment in durable
b

consumer goods and most importantly
in the capital goods sector. On this,
even for the fi'ame work' of a free
market eC0110my which liberalisation
represents, the examples of Japan and
Kurea could be followed where
governments help in directing foreign
investment in the priority areas of the
country.

A further problem with foreign
investment which is already being
experienced is that in certain new areas
like aquaculture as well as in traditional
areas like thermal' power, serious
environmental problems are bei ng
created in viewofIndia's fairly open
system .in regard to various forms of
pollution. Industries, including parts

. of them as in some pharmaceuticals
which are not permitted in the
industrialised countries of the West,
are brought to India and endanger Iives
and create serrious problems of
polliJtion of the'area; of water, air etc.
This points to the urgency of the
government in undertaking
antipollution legislation and other
directi ves to safeguard the
environment.

Some Concluding Thoughts
The economy needs more

investmept, both domestic and foreign.

While dome~tic investment is
responding to these needs, foreign
investment also is beginning to
increase.

Everything can and should bedone
to encourage this trend, while
undertaking the necessary safeguai'ds
against their ill effects and misuse, as
has been done by the East Asian
economies including China which are

. attracting large amounts of foreign
investment but under condition in
which the governments overview and
the country's safeguards are ensured.
In this matter, for instance the
restructuring of the. National
Environmental Tribunal Bill 1992
recomrnended by the Standing
Parliamentary Committee should be '
followed whithout modification. This
relates particularly to pollution caused'
by any factor and not only when
hazardous substance arc involved. his
good that the original Bill's restrictions
of not covering government ilgelicics
causin" accidents is removed. on the

b

basis of the recommendations of the
Parliamentary Committee.This means
that Central and state govel'nments
and their agencies will not be granted
exemption from theBiJl's purview.

Foreign investment can also be used
for reilovation and modernisation or
existing entcrprises and not only for
new projects. Frcsh investment for
g;'een~field projects which are -also
needed require a ges~ation period of
four to five years. Investment for
renovation of the existing projects wi II
require less investmcnt and a shorter
term than green-field projects. This
applies particularly to the somewhat
0utdated power plants in which the
state governments aIld theState
Electricity Boards arc heavily
involved. 0

'The author is Chairman, Madms
Institute oj Developmellf Studies,
. Madras.
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TOWARDS
21stCENTURY

.A multi-crore project has been
launched foroptimising~<\ir Traffic-Control Services,.

Air Space,Management and Passenger Terminal Facilities.

i
I .•I ..

I

Highlights

• .Modernisation of.Air Traffic -
. ServiCes at Delhi aIid Bombav. .
Airports with fulla~tomation ..

..Development of 12 important .
.Domestic ,AITports'as Model
Airports in terms of Air Traffic
Control Operations, Modem
Corrununication and

. Navigational Services, efficient
G!oundSafety Services and
excellent .Passenger Termmal
Facilities ..

• Coverage of the entire Indian'
Air Space and Land ,Mass by
23 powerful modern Radars for
improved flight safety .

• InstaJlation of Surface Control
Radars, Voice Communication
Control and Self Briefing
System for efficient and more

J

effective Air TrafficControL

• Use of Satellite Technology for'
improved Air. Traffic Services,
High Speed Data Communication,' '.
Navigation and Search and .
Rescue Operations.~.,..•...... .

~.ta"'Jilqnil'~
NATlONAl AIRPORTS AUTHOR/T.Y

.The 11ains~a)TofCivilAviation

.'
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KNOW
'OUR
PROGRAMMES.

,

Expansion of area under coconut by providing new planting subsidy
* Establishment of Demonstnition-cuin-Seed Production Farms for
coconut * Setting up of coconut nurseries attached to the Demonstra-
tion~c.um-Seed 'Produ~tionFarms :~ Integrated farming jncoconut

. small holdings for productivcity improvement * Integrated control of
leaf e~lting caterpillar in Karnataka, Griss.a, AndhraPradesh, Tal'nil
Nadu and Kerala * Training of unemployed youths in harvesting and
plant protection of coconut * Aid to research institutions to develop
new technologies * Financial assistance to coconut industries for
adoptingetlicient technologies * Financial assistance to desiccated
coconut units for introducing Agmark Standards * Financial aid to
artisans engaged in the. manufacture of coconut based handicrafts *
Financial assistance)n the form of loans for the revivial of rotary and
expeller units *, Financial aid tococonut farmers for the introdliction.
of improved copra dryers for processing of coconuts into copra *
Grant~in- aid to registered co~operative societies and registered farm-
ers' associations for the construction of drying yard, kiln, storage shed,
etc. * Undertaking extension activities including publication of
periodicals and adhoc publications in different languages.

To know more •.ibout these schemes, write to:

Chairman
Coconut Development Board
Government of India' .
Ministry" of Agriculture
Kochi - 682 016, Kerala

, .1 YOJANA, AUGUST 15, ]994.



Prof ..S.R. Hashiin

.
Market And Planning

(
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Preventing Dualism
Most of the underdeve'loped

countries had inearly stages thisfeature
in common: miserable existence for a
large majority of the people and
affluence of a t'e'w.Due to the vast gap
between asset holdings, knowledge
and experience between the poor and
the rich, and between the rural areas in
general and a few urban centres,
whenever and wherever attempts were
made to initiate developmental

under a planned framework. of
development. .

Primacy was' gi ven to State's
initiative mainly ,in view of the initial
conditions which were characterised
by undeveloped markets, undeveloped'
institlltions, absence of basic
infrastructure and' lack of
entrepreneurship, etc. The process of
development just could not get started
on its own under these circumstances,
and hence the State had to playa major
role in bridging these gaps. This was
the beginning of the justification of
State intervention in natural working
of the market.

effectively the potential. resources
available to the community and it was
this. which involved economic
planning. Planning was to be viewed
as an integral part of a wider process
aiming.not merely at the developme~t
of resources in a technical sense but at
the development of the human
faculties.

36

IT was during the decades of forties,
and fifties when 'most of the Third
World countries, having achieved
independence from the colonial rule,
found themselves in a position to give
some concretespape to theputsuit of .
their aspiration for development. The
underdeveloped countries at that time
had, behind them, the experience of
economic decline spread over ~long
period of time, mostly under colonial
exploitation and economic stagnation
before that. These countries also had
seen the advantages of technological
advancement and industrial revolution
which really gave' military and
ecohOlnic strength to the colonial
powers.

It was natural to expect that"given
the freedom. of managing their own
affairs these countries could also
achieve industrial and technological
advancement. The Soviet revolution
was another experience to look at.
While a complete revolution of that
type was not always weicome, the
strong role that "Planning" 'could play
in turning. the tides of economic
fortunes was seen from the Soviet
example~In keeping with these trends, .
thinking in economics was also
undergoing a change. Economics Models
which was earlierconcemed with Avariety of models of development
'equilibriumpr~cesses,tradecyclesand were thought out, which collectively
natural growth processes, started formed a rich body of literature 6n
paying attention to problems of economics of development. The
development. Development was emphasis at the core of these models
rigntly conceived as different from was "accumulation;' (i.e., savings and
naturalgrowth~ It was defined mostly tapital 'formation) . and
as human and social development "modernisation" (technological
conditioned by economic prosperity; upgradation and industrialisation). It
The First Five YearPlanoflndiaclearly was also perceived implicitly or
stated that the central objective of sometimes stated more clearly that in
planning in India at that stage was to order to give a push to the process of
initiateaprocessofdev~lopmentwhich accumulation and modernisation and
wo~ld raiseHving standards and open" in order to shorten the time period
outto the people new opportunities for involved in the complete
richer and more varied life. The First-transformation of the economy; the
Plan recognised that the problem of State hadto take initiative and playa
development of an under-developed major role Tn the process. States'
economy was one of utilising mor~ initiative and rolecouJdonly take shape



intervention in the marketecollomy.
One is the share of public sector in
capital formation, and the other is the
share of public sector, in domestic
product. Neither of the two is an exact
indicator of the extent of planning
intervention. A large part of capital
formation in the public sector is for
laying down the infrastructure like
roads, irrigation and communication
systems, etc., benefits of which aCcrue'
to private producers without paying a
cost commen~urate to the benefits.
This type of infrastructure in, fact
expands the scope of the market and
facilitates its working-and hence itcan
hardly be called intervention. Share of
public sector investmer}ts in transport,
communication and energy sectors is
very high. (Table-I). On the other hand
the State (or the Planning authority)
also intervenes with the working ofthe
market through fiscal policies, price'
controls, licensing of economic
activities, etc., which does not get
reflected inthe public sector's share i 1
production. Subject to these
limitations, share of public sector in
production and investment can be taken

It was in this background that'
Planning in India adopted a mixed
strategy of working through themarket
intervention. However, marke!
intervention took many forms. Some
of these forms resulted into
inefficiencies and waste of resources.
While some others' su:cceeded
reasonably well in achieving the
objectives.

Planning Interventions
Two broad indicators are generally

used to indicate the extent of planning

work out a "minimum levelofliving".
Quantitative implications of achieving
this target were alsOworked out. But
in the wake of severe economic
dislocations during 1965 and 1966 it
was fprgotten.

Socialist Pattern
A re~enforcement of the

distributional objective had been
attempted'in the Second Five Year
Plan Document when "socialist pattern
of society" was defined for the first
time. The document stated that
essentially the phrase "socialist pattern
of so~iety" meant "that the basic
criterion for determining the line of
advance must not be private ptofitbut
social gain, and the pattern of
development and the structureof socio-
economic relation should be soplanned
that they result not onlyin appreciable
. increase 'in nationa'l income and
employment but alsoin greaterequality
in incomes andwealth." This statement
might not have substantive impact on
income distribution as such, but it
continued to have an impact on the
approach towards the evaluation of
need and performance of public sector
investments. In fact, much of the early
discussion on public sector pricing
policy was based on the idea that the
. public sectoroughtnottomake profits.

activities or create new economic
opportunities, only those who had
trainingin deriving benetits from such
opportunities i.e., the affluent class,
took the advantage and the benefits
were confined within narrow circles. '
Th~screated dual structures in society.
In order to prevent the perpetuation of Pover~yAlleviation
dualism, it was thought, attention had During the late sixties and early
tobe paid to income distribution. Land seventies, a number Of studies came
reforms, and reforms of tenancy system out with quantification of the incidence
were the first major thrusts., Later on, of poverty. Poverty alleviation targets
more stringent measures of imposing andprogrammes were given increasing
ceilingonrurallandandurbanproperty importance in the subsequent plans.
were also legislated. Prevention of The programmes were mainly of two
concentration of income and wealth types: employment generation through
became another goal to be pursued rural works and enabling the pOOl'to
through public policy. ' 'acquireprocluctiveassetsthroughloans,

and subsidies. These programmes have
To start with public sector was' acquiredhighpoliticalimportanceclue

pe,rceived as one which could make up ,
to the,irmllss-reach and their visibility.

forthe missing ingredients in growth, This role of the State and planning has
i.e., infrastructure, capital-intensive come to acquire a more popular
production of capital goods, financial , acceptance.and other institutions~ research, and
technology etc. Later on, income
distribution (prevention of
concentration of economic power and
we;alth) became an 'important
justificationfor the public sector. This
led to a spate of nationalisation
measures. ,Nationalisation 'of the
scheduled commercial banks in 1969
was a land mark in this process.

Income distribution as an obje<;tive
in the plans had always remained
vague. There was no clearly laid out
strategy either to reduce the gaps
between the low and the high levels of
income,ortoensurea "minimum level"
of liv'ing. This inadequacy was
perceived during the early years of the
Third Plan, and a working group was
set up by the Planning Commission to

YOJANA, AUGUST 15, 1994 ,-
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Table-2

Source: Government of India, Planning CO!TIrnission, EigJuIi Five Year Plan (1992-97). Vol. I, p. 55

Source: National Accounts Statistics, Central Statistical Organisation, India.

GDCF=Gross Domestic Capital Formation'

GDPfc=.Gross Domestic Product at faCtor cost.

as a broad indicator of extent of
planning intervention.

Table.2 shows that share of public'
sector in total investment in the Sixth, .

Plan was the highest (nearly 55%),
otherwise it has generally remained at
less than 42 per cent except duringthe
Second and the Third PlanS. The-Sixth
Plan did invest more ininfrastructure,
particularl y energy and. transport, and
this is' one important reason for
generating higher GDP growth during
the eighties. Contribution of public
sector to GDP has been growing~
from a little over 12% in the.third Plan
to over 27 per cent i~ the Seventh
Plan. Thus, nearly three-fourth of the
production does take place in the
private seCtor. However, the
production activities in the economy
has been widelygovemed by tariff
rates, administered prices of essential
inputs like power, petroleum, steel,
etc., and industrial licensing and other
controls.

Forms Of Interventions
Planni~g for development implies

taking ",n overall view of social
compulsions and needs, resources,
constraintS and possibilities, and
chalking out a path of production and
huniandevelopment for the country as
a whole. Indian Plans have always
done this. However, when it comes to
adopting instruments for achieving
thoSe goals, there are many
possibilities. Instru:ments, in fatt, are
planping interventions, arid'these can
take varioUS forms. The Indian
planning process is a mixture' of,
broadly, the following forms:

. (a) Direct State participation in
productionacti vity.

(b) Directing the economy through
regulatory mechanism-
licensing, controls, regulation of
financial institutions, fiscal
. policies and other regulatory
policies. .

27.13

12.28

12.63

14.07

18.70

19.73
23.57

Share of Public Sector in Gross Domestic Capital Formation and GroSs Domestic Product
at Factor Cost .

(At current prices)

% of Public
Sector to

TotalGDPfc

At the End of .% of Public
Sector to

TotalGDCF

I. First Plan (1955-56) . 33.97

2. Second Plan ( 1960-61) 45.20

3. Third Plan (1965-66) 45.09

4. Annual Plans (1968~69) .41.97

5. Fourth Plan.(l973-74) 4020

6. Fi fth Plan (1978-79) 40.79

7. Annual Plan (1919-8'0) 46.82

8. Sixth Plan (1984-85) 54.87

9. . Seventh Plan (1989-90) 41.51

Table-!

Sectoral Investment during the Eighth Plan (1992-93 to 1996-97)

(Rs. ctoreat 1991~92 .prices)

Sl. Sector Public Private' . Total Share of Sectoral

No. Public Distribution
Sector
in Total

Investment
by sectors.

(%)

I. 2; 3. 4. 5; 6. 7. 8. 9.

I. .Agriculture 52000 96800 148800 34.95. 15.24 11.23 18.65

2. Mining &
Quarrying 28500 11100 39600 71.97 . 6.06 6;70 4.96

3. Manufacturing 47100 141300 188400 25.00 23.60 26.00 23 ..61

4. Electricity, Gas
& Water 92000 10120 102120 90.09 12.07 13.65 12.80

5. Construction 3300 17240 20540 16.07 2.73 1.86 2.57

6. Transport 49200 38710 87910 55.97 9.42 9.93 11.02

7. Communication 25000 1000 26000 96.15 1.50 2.03 3.26

8. o Services 63900 120730 184630 34.61 29.38 28.60 23.13

Total 361000 437000 798000 45.24 100.00 100.00 100.00

Note: Sixth & Seventh Plan figures are calculated at 1980.81 prices.
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(c) Giving direction to the economy.
. indirectly through creation of
facilitating environment and~
incentives. -

(d) Investment in human resource and
minimum needs. -

(e) Investment activity, expenditure
or allocation of funds aimed at
protecting the relatively weaker
sections or weaker regions,

development has been questioned.
Many of the successful cases
(countries) are those which started with
assembling.and final processing arid
slowly moved towards basic
processing which requires much high~r

. technological input. Constantly
updating the technology apart from
the availability of technology requires
fast rate of obsolescencewhi ch a capi tal
shbrt ecbnomy can ill afford. We
lagged behind' in technology. in all
those industries which required high
technological inputs.

Even more important reason for
failure of the public _sector in
production sphere may be its inability

39

for self~evaluation, in respect of cost
and efficiency .The administered prices
for inputs and outputs, in course of

. time, distort the evaluation of costs
and profits. This tendency is further
strengthened ina monopolistic
environment and underhigh degree of
protection from foreign trade.

Public sector enterprises have also
been stiffled for lack of autonomy in
their operations and accommodations
that they had to make towards political
and bureaucratic demands. The idea
that "the public sector ought not to
make profits" re-inforced the
dominance of objectives other than.
purely commercial objectives. A few
enterprises in the public sector which
performed well, like HMT, happened
to have more competitive environment
and also a higher degree of autonomy
in their working.

The regulatory mechanism also
expanded over the years.The principal
instruments of pol icy were an elaborate
industrial licensing framework under
the Industries Dev~lopment and
Regulation Act of 1951, a protective
foreign trade regime, the Monopoly
and RestricJive Trade Practices
(MRTP) Act which became effective
in 1970, the Foreign Exchange
Regulation Act of 1973, etc. There
was also a separate policy of
reservation for certain lines of
production in small scale sector. This
policy regime resulted into barriers to
entry, protection from foreign
competition, restrictive hurdles, and
generation of rental income for some.
Thus the regulatory regime came in
the way of achieving the growth
potential of the eco~'oJ!lY. The
industrial sector was supposed to be at
the base of modernisation and
transformation of the economy. Its
growth remained very low. However,
public sector participation in industrial
activity did help to create a diversified
indUstrial base, gave opportunity for
learning by experience, served as great

18.2

1989-90.1979-80

-noo.

share in total gross vallie added from
the manufacturing sector .

FaUure In Production'
It isgenerally agreed now that the

. public sector has not donewell in the
production sphere. Barring a few
exceptions, public sector failed to
generate its own resources, maintain a
reasonable growth rate, pro<;luctivity
and reasonable degree of efficiency.
Inefficiency of public sector in this
sphere had implications for the
inefficiency of the economy as a whole.
Reasons for inefficient performance
could be many, The basic strategy of
going in for heavy industries and basic
processing at the initial stages of

~11
-;=;:::::::::::::;:::.;::::::::::;:::.:::::::::::::::::;:;:;:;::::::::::::::::::;;::::::;.;.:-: ••.•.•.• , •••

8.49

1969-7.0

2.49

1960-61
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Share of Public
Sector in
Manufacturing'
Gross Value
Added

. (Percen tage >.

Production And Regulatory-
Mech'anism

The Second Five Year Plan was
• more explicit, both on the development

strategies for the nation and the
instrumentality of achieving it. What
was perceived then dominated the
working Of Indian economy for the
next two and a half decades. The
Second Plan acc~orded hign priority to
industrialisation and especially to the
development or' basic and heavy
industries. A large expansion of public
enterprises in the sphere of industrial
and mineral development was
envisaged: Heavy industry, oil
exploration, coal. and atomic energy
were.given priority. The main
responsibility for these programmes
was gi ven to the Central Government. .
A new Industrial Policy Resolution
was adopted in -1956. In accordance
with this policy, the public sector
entered into direct prod~ction activity
in a broad range of industries~steel
machinery, defence equipment,
chemicals, petroleum products,
shipping and aviatioQ and road
transport operation and even the
production of consumer goods. The
'increasing share of public sector in .
production sphere can be seen from
the following-figures of public sector



incentives (tax' concessions etc).
During the eighties the government
performance in savings had been
particularly bad. Government savings
had turned negative. As a result, for
sometime during ~he eighties the
savings had plateaued around 20 per
cent but there has been a rise again
during the recent years. Household
sector, continues to improve its
perf<?rmancein savings .

Food Production
Indian agriculture, particularly the

'food production and food management,
hasbeen another success storyoflndian
planning. Agriculture as a sector had
been emphasised from the very
beginning of planning in India simply
because of food requirements and large
masses of people directly subsisting
on agrieulture. However, food supplies
were being supplemented by imports,
quite abitofwhich was on concessional
terms. In therneanwhile, population

, was also growing at a higher rate than
expected. Due to the severe droughts
of 1965 and' 1966 and the prevalent
conditions of famine with difficulties
in the availability of imported food,
the country was jolted out of its

sector was saving 7:7 percentofGDP.
By 1988-89, the rate of domestic
savings was nearly 21per cent and the
household sector was saving. 17.5per
cent ofGDP .

This was achieved in earlier years
by constraining the supplies of

. consumption durables. and through
expansion of financial institutions,
financial innovations and extension of

Achieving the targets by indirectly
leading theeccinomy along a desirable .
path through creation of'facilitating
conditions has been more successful,
wherever practised with a clarity -of
goal and objectives. Two good
examples of success in this line are:

Similarly, public sector has been
responsible for evolution,
'strengthening and expansion of
financial institutions. After
nationalisation of banks in 1969large-
scale expansion of bank branches took
place in rural areas. A number of
specialised financial 'institutions' for
industry. and agriculture were
instituted. Special 'arrangements for
easing the supply of essential inputs
were made fromtime to time. Particular
attention, after mid-sixties, was paid
to agriculture sector inrespect of supply
of seeds, fertilizer and power.
Government sponsored research or
research by government sponsored
institutions (like agricultural
universities) took a leading role in
adopting the high yielding varieties of

. seeds to local conditions and in
disseminating the results of such
researches.

The physical infrastructure,
particularly in the areas of energy"
transport, communication and
irrigation has llirgely been a creation
of public sector. Nothing has helped
development as much perhaps as the
provision of physical infrastructure.

..,.,.,.,.",."""""',','""".:",'""""",,.,,',,',"",.,.,',...,.,....,.,.,............ (a) Success in achieving good rates

.institutions to disseminate of domestic savings.
information and technology, etc. (b) Success in achieving relative self- '.

(c) Special . arrangements for sufficiency i~ food production.
production, supply and DomestiF Savings
distribution of crucial inputs- As stated earlier, accumulation and
essential raw materials, essential modernisation constituted the basic'
minerals and metals, power and paradigm of development from the
petroleum, seeds and fertiliser; etc. very beginning in India. And hence

h I
domestic savings were emphasized

(d) Research and tec no ogy f h . b . , h
and

'. rom t every eglOmng, even w en
development Its he I I' f . .. t average eve s 0 IOcomes were
dissemination. very low. It is not just incidental that'

. India today has a rate of domestiC
savings at more than 21 per cent of
GDP, whereas most of the developing
countries in similar incom~ brackets
have half that rate or less. In 1950-51
rate of domestic savings in India was
10.4 per cent, of which the household

inducement to the development ora
large size of technical' and skilled
manpower.

Facilitating Environme~t
• A very important role that the

.process of planning and the public
sector have performed affecting large
segments of the economy is ,giving
direction to the economy indirectly.
through creation of facilitating
envjronment and incentives. This has
broadly include~ the following:

(a) Creil.tion of infrastr.ucture to
facilitate production and trade-
mainly transport, energy,
communication and irrigation.

(b) Creation of institutions to facilitate
production and trade-special
financial in:stitutions,
cooperatives, regu1ated markets,
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_.The procurement at declaredprices
and buffer stocking has helped in
stabilising production of major food
grains on the one hand and avoiding
food scarcity and food stress in years
of monsoon failure on the other. A
very severe drought of 1987-88 could
be faced without severe shortages of
food and without dislocating the
economy in general.

While population in India has been
growing at the rate of 2. I per cent over
the last 40 y~ars, growthin food grain
production has been maintained
between 2.75 to 3.0 per cent. The rate
of growth has improved during the
later years.

Agriculture is an excellent example
of achieving goals through creation of
facilitating environment rather than
direct control and fiat. Millions of
peasants make their own investment
and production decisions, but their
behaviour is guided by infrastructural
facilities, type of seeds and inputs
available and the prices they expect'

Human Development Goals
In a certain sense, human

}development is the ultimatr goal of
society. The Eighth Plan gives top
priority to this objective. The main
elements of this objective are:
employment generation, population
control, literacy, education, health,
drinking water and provision of
adequate food and basic infrastructure
for congenial Jiving~ PJanninghas,
through public sector investment and
expenditure, performed a crucial role
in this area in the sense'thatwhatever
levels of health, literacy, education

research was reorganised~ A multi-
disciplinary and coordinated approach
to agricultural research was adopted.

Special attention was paid to
multiplicption and distribution of
improved seeds. S,upply and
distribution of fertiliser formed a .
special component of the Plan.
Similarly, attention was paid to
agricultural credit and agriculture
marketing .

. Theroleofminimumsupportprices
in facilitating agricultural production
was recognised. The following
principles of pricing were endorsed:

(i) The announcement of prices
should be made well before the
sowing season.

(ii) Inorder that guaranteed minimum
support prices may help in creat-
ing'a favourable climate for long-
term investment, the prices should
be fairly stable over a long period.

(iii) Government should provide wide
publicity to the minimum support
prices and to the effect that it will
be prepared to purchase all the
quantities offered to it at those
prices.

(iv) Adequate arrangements would be
made. at important markets for
making purchases at the support
prices whenever the needs arise.

These principles are. still being'
followed.

EI~mentsof agricultural planning
have been strengthened over the years.
During the course of the Seventh Plan
a Special Area Action Plan (aftenhe
drought of 1987-88) was launched,
and another extensive programme of
Agro-climatic Zonal Planning was
launched, which is going into elaborate
evaluation of problems and potentials
of agricultural development of each of
the agro-c1imatic regions of the
country.

(6) Improvement in agricultural mar-
keting system in the interest of the
producer along with assurance of
minimum prices for major agri-
cultural commodities.

Agricultural research was accorded
an important place in the plan. The
Indian Council of Agricultural
Research, which was an apex
organisation for sponsoring
coordinating and directing agricultural

YOJANA, AUGUST 15,1994



etc., have been achieved at the given
low levels of income would not have
been possible without public
intervention, Example ofKenila within
the country and Sri Lanka in the
neighbourhood of India shows
that with careful planning and public
intervention, excellent results can be
obtained in this sphere even with
moderate levels of income,. which
would perhaps not be achieved in an
unplanned environment even with
higher levels of income . '

As mentioned earlier, there are large
sizes of plan programmes for poverty
alleviation and' ge'neration of
employment. While, there is much to
be desired in their implementation,
independent evaluations do show that

these programmes have benefited the
poor to a large extent.

Conclusion
The failures of planning

interventions have been more glaring
where the State participated directly in
production activity .The consequences
for the health. of the economy have
been even worse where the State tried
to achieve its social goals through a
regime of controls and fiats. However,
reasonably good and successful results
have been obtained where the State
has played a facilitating r.ole. The
facilitating role is performed by
creation of conditions and environment
which will guide the private investment
and production decisions along the
socially desirable lines. Functioni.ng

of a free' market is essential for
evaluation of efficiency.

Planning is, however, needed for
creating along-term vision of society
in terms of social and human
development and also for building up
the necessary human, social and
physical infrastructure in order to lead
$ocietytowards that goal. This involves
protection of ecology, regeneration of
environment and management. of
natural resources and technology. It
also invol yes paying a special attention
.to peopleahd regions with relatively
more inadequate levels of
development. 0

The author is Principal Adviser,
Plani1ing .Commission.
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D ExpansionlModernisation/Rehabilitation/Diversification/
Integration Plans.

[] Health Care facilities.
U Hotels/Restaurents."
o Consulting firms of qualified professionals.
D Selling up of industrial estates.

We provide asset based financing under: .
D .Equipment financing scheme.
D lease/Hire purchase finar.cing scheme.
D Scheme for acquiring Di.esal Generating sets.

t .

We also render. services like: . ,
o Project identification and guidance.
D .Market surveys .
o Project appraisal for public issues.

ICONTACT

HEADOFFfCE: Finance House. A.B. Road. Inoore.
Phone 43292' To 432924.536471.536473:534540
Gram FINCORPO. TeleJi 0735.368 Fa~ .0132905

ZONAL OFFICES:
BHOPAL ".0755-55'066:551785:558034/558018
INDORE.0731.493490
INDORE: 01J1.4934!f';oI9J.192
GWALlOR' 07~,1.:14'262-34'010
JABALPUR 0161-23490,320842 I
RAIPUR' 0771-533120-533130
SATNA 0767~':)JJ4

Realize
Your Imaginationwith -
Madhya pradesh

Financial Corporation
BRANCH OFFICES:
AMBIKAPUR ()1774':225.li
BILASPUR 07,"!'t}-!'674
OEWAS 07272 ):305 309.1
GUNA 07~'?~~J~!t
JAGOALPUH UIIIt;?l201JJ
-KUANDWA 0/:1:' ~1!,t}t.
AATlAM - (}741:.'.:.'02U9
REWA 07662.;nM2
SAGAR O.,5t';"-"~I" I

_M_P_F_C_. _A_N_A_M_E_.A_P_R_O__M_I_SE__ UJJ_AIN_o'''''_'5''''_'2 _--'--- .LJ
42 YOJANA, AUGUST 15, 1994

.1



A strong commitment
to the steel sector.

\\
\

NMOC has been in the fore.front of
exploring and developing minerai deposits
In the country since 1958, for.meeting the
demands ''OfIndian Industries.

Today,it ope~tes 4 fully mechanised
open cast IrOnare mines to produce over
10million tonnesannually, for catering to
the needs of domestic steel sector as well a$
foreign commitments. It also produces RUor
made Calibrated Lumps forD.R. Plants in
.lndla and abroad.

To keep pace with the growing domestif
needs, NMDChas set for itself the: target of
producing about 2S mlllion tonnesof iron
are by the turn of the century.

Besides, NMDC is also planning to
produce high grade Dead Burned Magnesite
and limestones for steel industries.

I YOJANA, AUGUST 15,1994

. .

NMDC's thrust on R&D has reSulted in
converting Blue Dust hitherto considered as
a waste product . into value added producrs
like Ferric Oxide, Ferrite and. Iron powder .

NMOC • A name all steel manufacturers ..
remember 'or their basic needs. .

National Mineral. Development
Corporation limited
I~Govt..of indIa Enttrp,sel
1D-).31I1A. Castle Hills. Masab Tank. HycJerabad-SOO 028.
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PORT OF MADRAS

YOUR GLOBAL LINK TO WORLD MARKETS

., A unique Port with 24 alongside berths with facilities for handling aU types of cargo .

., Traffic handled during 1993-94 is 26.54 million tonnes .

., Most modern, dedicated Container Terminal to receive even 4th generation container vessels .

., Dedicated terminals for Dry Bulk and Liquid Bulk .

., Offers Berth Reservation Scheme forcoritainer lines offering guranteed throughput.
. .

"Paves way to mainline container opetators with the relaxation of Cabotage Law .

., Offei's excellent facility for intermodal transfer of containers and communication links with the
Users .

., A Port committed for efficienc~ through innovation and .continuous modernisation .

., Providing safety and security to vessels on arrival.

., This and all other shippers' demands at competitive rates:

• Customer care and Cargo care is the motto.

THE EASTERN GATEWAy IS OPEN IN SOUTH OF INDIA

WALK THROUGH

Telex :0418331
Fax: 044561228
Grams: PORTRUST
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Madras Port Trust
. Rajaji Salai ...
MADRAS-600 001

Phone: (44) 562201
(44) 560151
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Private Sector
A Significant Partner In Progress

Dr. Bansi Dhar

THE economic history of modern
India began with the First Five Year
Plan. Given the political and economic
scenario, it was felt that the best
approach to development would ,be a
socialist pattern of society with the
focus on State led growth. Accordingly,
the commanding heights of the
economy were reserved for the public
sector. As per the industrial policy.
resolution of 1956 industries were
licensed and any' entrepreneur in the
private sector.had to first take a licence
before hecould proceed with business.
Licensing arguably was designed to
ensure that there was no .wastage of
resources as the State was supposed to
be the best judge of demand and supply
conditions. In this scenario the outlet
for growth.in the private sector was
limited. In fact, it goes to the credit of
the entrepreneurs that the pri vate sector
began taking shape, although ona
limi.ted scale, right from the day one.

The public' enterprises were built
up both under central and state
governments. Today, they comprise a
large portion of the industrial 9ase,
technological capa\;Jilities and stock of
human capital. There are about 1,000

public sector units of which roughly
700 are under state governments, the .
rest are in the Central sector. Even as
of now public sector enterprises
contribute the entire output in the case
of petroleum, lignite, copper and over
90 percent of coal. They also contribute
more than 50 per cent of steel and
alcohol and aboutl/3rd offertilizers.

It was, however, realised that the
over dominance of public sector would
be detrimental to rapid
industrialisation. In fac!, in the First
Five Year Plan itself it was felt that
large pri vate in~estment was inhibited
by the uncertainties arising from State

. ownership and management and the
control and regulation in the private
sector. These fears were allayed to an
extent by the Industrial Policy
Resolution, 1956 but the stop-go kind
of situation which prevailed till 1968
and then a more stringent move towards
socialism followingthenationalisation
of banks impeded the dynamism of
private sector.

Slow Growth
Lack of competition, increasing-

bureaucratic style of functioning and

lack of profit motivation led to slow
growth of public sector. The Indian
economy slowly started becoming high
cost and the capital <;>utputratio started
climbing up. The increasing emphasis
on autarchy under the garb of self-
reliance further led to uncompetitive
production. Quality suffered and as a
resultconsumer~ had topay high prices.
Bearing testimony to this theory are
the comparative growth rates and
productivity levels of countries like
South Korea, Taiwan, Japan, Hong
Kong and later on Malaysia,
Philippines and China in Asia itself. In
fact in 1960 South Korea had a per
'capit!1 income lower than that oflndia.
By 1992, while India's per capita
income had inched towards $ 310,
South Koreaenjoys a per capita income
of over $ 6,700. .

This difference came about because
of the different economic policies
followed. South Korea from 1960 itself

. had a market and export oriented
economy. It was able to take advantage
of the growingiriternational trade. The
need for export required international
level of competitiveness and thus
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continuous upgrading of technology.
South Korea addressed itself to these
crucial issues. In a nutshell, instead of
binding its economy through tar.iff
barriers, it let loose the entrepreneurial
skills and spirit of its people through
well directed market oriented pOlicies.
The results tell their own tale and there
is no room for doubt that an open
economy with a vibrant private sector
and with healthy competition internally
and externally cando wonders. .

Statistics reveal that in ] 960 India
was the 12th largest contributor to
.global. industrial production and
contributed 1.1 per cent of the total
production. In] 980, India as a
contributor to global production in
industry slipped to the 22nd position

accounting for only 0.9 of global
production. This phenomenon can be
basically attributed to the declining
performance of the public sector which
was the only producerin the core sector.

The poor performance of the public
sector undertaking in India is also
reflected in the abysmally low return
on investment. Thegrowingmonopoly
of public sector units h~dto the decline
in their efficiency and consequent
increase in the capital output ratio
resulting .in reduction of profits and
capital available for reinvestment. By
] 987-88 the net fixed capital in
factories was around Rs. 48,000 crore
in the public sector and Rs. 23,000
crore in the pri vate sector. The poi nt of
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concern is that additionto gross value
of output was only Rs. 45,000 crore in
the public sector while it was Rs. 92,000
crore in the private sector i.e. more
1Jhan double at half the investment.

. The net value added also was Rs. 9,600
crore in the public sector as against
nearly Rs. ] 6,000 crore in the private
sector. Although, public enterprises
were fulfilling social objectives but
the cost involved was substan~ial as
the return on investment was minimal
andin fact even today it is onlxaround
2.3 per cent.

Review Of Industrial Policy
It made sense to review the earlier

industrial policy and redefine the role
of public sector in India's socio-
economic development. . The
experience of other countries in simi lar
situations helped Indian Government
to re-orient its policy and streamline in
such a manner that private sector has
been given a major role to play. As a
result, investment of public sector
shows a humped curve SIgnifying that
the share of public sector in total
investment has begun to come down
with the private sector increasing its
share. The public sector accounted for
54.6 percentage of total investment
during the Second Plan with the private
sector accounti1?g for the remaining

. 45.4percent. The public sector's share
in~reased to 57.6 per cent in the Fifth
Plan, since then has been declining
and now stands at 45.2 percent during
the Eighth Plan, whi Ie the pri vate sector
share has been gradually increased to
54.8 percent. Thus,we see that between
the Second and EighthFive Year Plans,
the percentage of investment between
the public and private sector has been
reversed.

According to available statistics
major investment proj~cts in Mining,
Manufacturing and Electricity in
respect of which investmentdecisions
have been taken for] 992-93, th~ public
sector accounts for about 44 per cent

of the total investment and private
sector41 percent. The remaining being
in th~ joint sector.

The Indian Government undertook
several measures torelax and liberalise
licensing provisions in the] 980's in
the wake of external oil price shocks
of 1973 and, 79 which drove home the
point for enhancing the productivity
and efficiency of the private sector.
These measures included automatic
grQwth of installed capacity at the rate
of 5 per cent per annum above the
authorised capacity inl5 engineering
industries. But these concessions were
hedged with restrictive provisions.
However, the policy of giving freer
reign to private sector continued
through the] 980s. The Indian private
sector did. respond to these policy
changes.

India's industry grew at an average
annual rate of 8 to 9 per cent with
significant expansion ofpri vate sector.
The economy achieved a growth rate
of 5.2 per cent during the 1980' s as
against an average growth of 3.5 per
cent in the preceding decades.

Thegulfwarin ] 99] brought India's
economy. to a virtual standstill.
Economic growth slowed down to
almost zero. Industrial growth turned
ne$ative: Inflation picked up.
Conseq\lently imports were squeezed
and a restrictive monetary policy
adopted which further enhanced the
recession. The econOmy came to a
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contribution of RS.4570.5 billion (at
current prices) in 1992-93, contributed
as much as 72.8 per cent of GDP.

Over the years India has emerged
as ore of the largest producersofmany
industri alproducts including bicycles,
scooters, chemicals, engineering, &
electronic. goods, cotton nylon, textile
and leather products. The private sector
has been the major producer of these
items and has now entered the services
sector also. Private sector contributed
64.5 per cent of gr~ss industrial output.

The author is President,
Federation of Indian Chamhers of

Commerce and Industry.

growth. It has achieved higher
productivity levels and contributed
proportionately much more to net value
added and incremental gross capital
formation. It has been basically from
the 1980s, which coincides with the
developmen~ of capital mark.et and
increased acCess of private sector to
capital market funds, that growing
investment and output have taken place
in this sector. These also highlight the
fact that the private sector produces a
wide array of. products and has
developed a sound base of indigenous
technology and through joint venture
and foreign collaborations has been
able to import modern technology.
The private sector contribution to
industrial production with the shift in
Government's strategy, GDP and
economic growth will increase at a
faster rate in future. With the expected
privatisation of the public sector, the
Indian economy too would become a
market oriented economy, dominated ~
by private enterprises. 0

The pattern of industrial growth
during the last43 years reveals that the
private sector has been able to
contribute significantly to industrial

The pri vate sector is also a major
source of employment.. It accounted
for 71 per cent of total employment in
the organised manufacturing sector;
as on 31 stMarch 1991. In the organised
agricultural sector, it accounts for 62
per cen.t of total employment.

Investment is a function of saving
and it is in this area wher~ the private
sector excelled. India has be~n able to
sustain gross domestic saving rates of
above 20 per cent of GDP. These are
comparable to the rates of developed
countries. Over 75 per cent of savings
came from household sector income
and reinvestible profits were higherin
the private sector. In fact, the saving
rate of the private corponitesector was
2.8 per cent and that of households is
17.8percentofGDP,outoftotalgross
domestic savings of 22.3 per cent.

in 1992-93. Agriculture of course in
India has been a total private activity.
Production in these areas grew
substantially. It was rightly envisaged
that the private sector would be the
supporting arm of the government for
achieving industrial growth~ Private
sector could have played amuch bigger
role had it not been subjected to the •
restrictive industrial policy.

Th~ pi'ivate sector has also been a
major earner of precious foreign
exchange, India's exports right from
the 1950s basically comprised primary
products, taxtiles, enginering products,
gems and jewellery. Later on items
like leather products, readymade
garments, handicrafts also formed part
,f exports. Exports of most of these
items have been from the private sector
and that too in the medium and small
scale sector. In 1992-93, total exports
froni the private sectorwereRs. 13,514
crore. The private sectQl' contributed
14.6 percent of gross capital formation.
as percentage of GDP, with the
economy having overall rate of 24.5
per cent.

Partner In Progress
The Private sector on its l?art has

played an important role as partner in
India's progress. It has supplemented
the efforts of government to push ahead
the economy. Private enterprises also
contributed significantly to India's
economic development. In fact, its

point when its foreign exchange
reserves were down to equivalent of
. two weeks ofimports~ Its international
credit rating was lowered. It was in
this background that the current phase
of revolutionary economic refonns was
devised and implemented. The public
sector is being pushed back. It has
. been realised that private enterprises
in an environment of a market oriented
economy characterised by healthy
competition is the best motivator of
efficiency and producti vity. The
private sector has now been allowed
entry into all but 6 strategic areas like
nuClear energy etc. and only 15
industries remain under licensing.
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FOR lAS, PCS AND OTHER COMPETITIONS
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Dear Reader,

Wish you a very. bright futu.re and sure success. Here is a list of some new
important publications for you; •

India 93, Econ~n).ic Survey, Eighth Five
Year Plan,
Handbook of Agriculture, Gazetter of India,
Our Constitution, .Our Judiciary, Census
Report,. .
Fertiliser Statistics, Challiah Report,
Sarvekshan,
National Culture ofIndia etc.

Indian History-Aganihotry, Ad. History-Majumdar,.

. .

Indian Adrriinistration-:-Maheshwari, Indian Thinker-
Prasad, Economic Geography Made Simple, .
Pol.Theory-Jain, General Studies.,--Unique,Tata,

. G.K. Refresher, C;urrentAffairs etc. VAIDS,
MATERIAL.

We are authorised distributors of Government of India Publications viz:-
. .

Controller of Publications, ICSSR, ICAR, Publications Division, NBT,
Sahitya Akademi, NCERT, etc. We also provide good material for CIYIL
SERVICES/IFS aric:iother Competitive exams. Attractive terms. for
Booksellers & Special discount for students.,

NATIONAL BOOKSELLERS & PUBLISHERS
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!v1/sCENTRAL BOOK HOUSE
FFS-8, ANSAL CHAMBERS-I,

. 3, BHIKAIJI CAMAPLACE
NEWDELHI-110066

601833
PHONE: 673051
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INDIAN RARE EARTHS -LIMITED
Offers the following produc~s

__ B_E_A_C_H_SA_N_D_,_M_I_N_ER_A_L_S~,__ I I RARE EARTHS,

....

Rare,Earths Chloride (Original and heavies lean)
Rare Earths Fluoride/Oxide/Carbonate
Cerium Oxide (Grade A)
Didymium Carbonate (La, Nd & Fr Concentrate)
Samarium Oxide (Magnetic alloy grade), 7

Samarium/Y ttriunlfGadoliniumlEuropium
(Individual & Mixed Concentrates)
And
Tri-Sodium Phosphate-Dodecahy~rate.

•

And
Synthetic Rutile, (Ti02:92.5%)

Ilmenite (Ti02:60 % and 55 %)
Leucoxene (Brown Ilmenite) 75-80% Ti02

.Zircon Sand
Zircoti Flour (-325 Mesh)
Garnet

Particular attention of the interested buyers/users is drawn to the following products
available at very attractive prices:

Zircon .Sand . Samarium Oxide (96 %) Mixed Rare Earths Concentrates

(Foundry /Refractory grade) TYPE I TYPEIl
Zr02 (+Hf02) 65.00 % Total RED ' 98-99 % Sm 203 50.00 % 42.00 %
Ti02 0.30% Sm203/RED 96.00 % (min.) Gd 203 21.00% 20.00 %
Fe 203 0.13 % [Other 4;00 % (max.) . Nd 203 17.90% 12.00 %
Al 203 1.40% Rare Earths] Ce02 2.00% 2.00%

[Non Rare 1.00 % (max.) Pr 6011 2.02 % 1.10 %
Si~e: -65+200 Mesh Earths impurities] Eu 203 0.30% 0.30 %

[Loss on 1.00% (max.) Y203 0.70% 12.00%
Ignition] [Other

Heavy BALANCE
"I,

Rare Earths]

For further details please contact :
The Chief General Manager (Marketing), INDIAN RARE EARTHS LTD.,
Sherbanoo, 6th Floor, r11 Maharshi Karve Road, Bombay-440020 (INDIA)
Tel: (022) 201636912015787/2030914/2030915, Telex: (011) 83122/83254
Telefax: (022) 2084430 Cable: RAREARTH, Bombay.
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THE LARGEST NATIONAL STORAGE AGENCY FOR'

'FERTILIZERSTORAGE"
-CENTRAL WAREHOUSING CORPORATION,

, It provides:not'only the warehousing facilities to the
" fertilizer manufacturers,marketeers, agents,

d~(]lers and usersbut also provides
following free services ..

IlW Unlimited number of turnover of stocks in a
month.

IlW Clearing, handling and transport facilities on
actual cost plus nominal seNicecharges~

1lW" No working hours - it dove-tails with the
requirement of fertilizer trade. '

IlW No payment of overtime for operations before
orofter normal working hours of the
warehouse.

IlW It acts asagent for sale, distribution of fertilizers
on nominal Commission including collections
& remittances. .

IlW Arrang~s direct delivery at rail head~.

IlW 'Undertakes inter-warehouse carting or stock
clearance from rail-head to the warehouses
on actual cost plus -nominal supervision
charges.

IlW ,Stocks are insured fully against all.risks.

IlW Renders all management information with
, regard to stocks: sales, deposits, movement
etc. asprescribed by !he depositor.

Only you have to make your advance
reservation for these facilities in your
choicest warehouses.

For Further Details Contact:

Central Warehousing.
Corporation
4/1Siri Institutional Area,
Hauz KhdS NewDelhi -110016

THE L'EA 0 I N G N A MEl NTH E BUS I N E5 5
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Economic Cooperation With ASEAN
.Govind Hari Singhania

•

This also includes the assessment.
of trade and investment opportunities'
prevailing in the ASEAN countries of
Malaysia, Singapore and Indonesia as
perceived by the author while leading
the recent ASSOCHAM's business
mission to these countries.

The purpose of this paper is to
highlight the economic significance
of the region and the potential it offers
for initiating economic cooperation
w.ithIndia; The paper has been divided
into two sections. The first section
gives an overview of' the ASEAN
economies ingeneralwhich isfollowed
by analysing. the potential for
promoting Indo-ASEAN economic
ties.

THEchanging global tr~de scenario
entailing the, internationalisation o.f
commerCial transactions on the one
hand and the accent. towards
bilateralism and formation of trading
blocs on theother, has meant,that India

.. would soon get' increasingly
marginalised unless it joins the'
international mainstream as a major
player. Hence, at this juncture, a,
systematic strategy aimed at
global ising the Indian economy which
would be reinforced by conduding
preferential agreements with major
trading blocs,. assumes importance.
One such possibility could be a linkage
with the South~East Asian countries
operating under the aegis of the
Association of South' East Asian
countries (ASEAN). A General Profile
The reasons for seeking to turn The ASEAN-Association of

"Asian" are numerous. In fact the South East Asian Nations-was found
ASEAN region has emerged among on 8th August 1969 with the coming
the most dynamic groupings in the together of Indonesia, Malaysia, the
world having a large resource base and Philippines, Singapore and Thailand.
'abig market. No wonder, the coming This. was later joined by Brunei in
decades would see its emergence as a .' 1984.
major powerhouse in this region. It was under the aegisof theASEAN

52

that the cultural identity of the South
East Asian-countrieswas rediscovered.
As a matter of fact~the recogn ition of
this common cultural and historical
lineageofSouthEast Asia hasprovided
the basis for keener understanding
among the people which has helped to.
promote trade and business in the
region.

The functioning of the ASEAN is
essentially based on two principles
viz. "Mushawara"-,...a Malay word,
meaning decision by concensus
building and "Bayanihan" i.e. each
country contributing according to its
ability for mutual benefit. In fact the
"bayanihan" spirit, morethan any other
force, has helped in maintaining
flexibility and regional cooperation'
among the heterogeneous group of
nations.

ASEAN, with the land area of
approximately 3,069, 581.sq. km. is,
.asmentioned earlier, one of the fastest
growing regions'in the world with a
market size of 374 million people.
This grouping has a combinedGDPof.
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approximately US $ 330 billion.
Despite the recession, during the la~t
few years, the ASEANcountries have
continued to register an annual average
growth of 4-5 per cent.

Heterogeneity and diversity in
resource base a~d the different levels
of economic development is an
important hallmark of the region. The
per capita income varies widely among
the members. For instance, Indonesia
has the least per capita iilco~eof US
$ 610, wIietea~Brunei, which is a
crude oil export economy, has a high
percapita income of above US $20,500
(1990).

The ASEAN countries are rich in
natural resources.The region is among
the world's largest producer of
abacahemp (95%), rubber (83%), tin
(70%), palm oil (80%) and coconut
products (67%). B~sides these, it is
also amajor producer of tobacco, sugar,
rice, coffee, nickel, copper, coal,
tungsten and petroleum.

. The industry in the ASEAN
countries is growing at a fastpace.The
region, though primarily'agrarian, has
taken pff to the stage of economic
development wherein it hasmade large
forays 'in the industrial and services
sector. The value addedin these sectors
in the year 1992 and 1993 is given in
Table 1.

and trammg services, engineering
consultancy, transport and
distribution.

The region has also emerged as

the hub of the global business activity,
especially Singapore which is the
operational base for many
multinationalcorpbrations. This trend
is fast catching up among other
ASEAN countries.

Table-l
Growth Rate of Value Added in Industry

& Services

1992 1993 1992 1993

Singapore 7.5 6.4 4,8 55
Indonesia. 7.5 8.7 5.8 4.9
Malaysia I~.O 10.6 8.8 7.7
Thailand 8.6 10.8' 7.9 6.9

Philippines -0.5 2,9 0.8 3.4

Indo-ASEAN Cooperation.'
The fourth ASEAN summit held

inJanuary 1992,opened anew chapter

on India's relations with these
countries. Keeping in view India's
increasing trade and joint
collaborations wjth the ASEAN
countries, the status of the dialogue
partner of the ASEAN was conferred
upon India. This status presently
applies also to EEe, USA, Japan and
New Zealand. The first inaugural~
meeting of the India-ASEAN sectoral
dialogue partnership was successfully
held in March 1993, in New Delhi.

. India is a very small player among
the ASEAN trading partners. Our
exports and imports constitute less than
one per cent of their global trade.
Nevertheless, the ASEAN region
accounts for six per cent of India's
international business. Singapore is
India's largest trading partner among
the ASEAN countries, followed by
Malaysia and the Philippines. India's
bilateral trade with Brunei isnegligible.

India's exports to the ASEAN
countries increased by 22% in 1992-
93 (over I991-92);,whereas ~heimpol1s
registered a decline of 5%. Table 2
gives the details.

His important to note that primary
commodities constitute a large portion
of India's trade with the ASEAN

. region. India mainly imports chemical

Someofthe important industries of
the region are: electronics, petroleum
refining, chemicals, transport
equipment, rubber products, fertilizers,
processed foods, fore<stry products, Co~ntry

textile, wood, pulp and paper board.
The ASEAN countries have also
entered the hi-tech industries such as Malaysia

precision instruments, optics, lasers . Philippines
and informatics. Indonesia

India's Trade with ASEAN countries

Table- 2

Exports Imports

US $. (milIion) .

1991-92 1992.93 .

390.0 405.0

31.3, 9.7

65.4 59.0

48.4 58.0

690.4 629.0

.1

1225.6 1160.0

1991-92 1992-93

201.3 187.0

64.2 ... 54.6 .

147.3 138.0

197.9 253.0

387.2 587.0

.4 .5

998.3 1220.1

Brunei

Thailand

Singapore

Total

The areas in the services sector that
are being promoted are mainly
technology~intensive or trading
companies. These include legal
services, compu tel'services, educati on
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Indo-ASEAN Joint
Collaborations
The growing convergence of the

process of reforms in the foreign trade
and investment sector in both India
and ASEAN has opened new avenues
fori nvestment arid joint collaborations.
In 1991 and 1992, 124 joint
collaborations were approved with the
ASEAN countries. They are mainly in .

11~1'1_11\llli~rlll'
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areas like texturising yarn, polyester
filament yarn, marine products,
aquaculture, industrial alcohol, cellular.
mobile phones, rubber wood, computer
software, cutting and polishing granite,
paints and enamels, auto components
and construction projects.
Scope also exists for collaborations

and joint ventures between small and'
medium enterprises of India and the
ASEANin areas such as software,

materials, vegetable oils, coking coal, .
briquettes, pulp and waste paper,"
cashew nuts, crude rubber, transport
equipment, artificial resins, electrical
machinery and professional
instruments.

Exports to ASEAN constitute
cotton, cotton yarn, fabrics, processed
minerals, madne products, spices,
leather manufacture, meat & meat
preparations, dyes & intermediates and
certain electronic products.

There exist a number of potentia:!
areas where trade can be carried out
for mutual benefit. Some of these are:
leather manufactures, telecom
equipments, wood products,
computers, rubber products, auto
components, processed foods and
metal manufactures.

information technology, designer
jewellery," agro~processing,. toys and
engineering products. In the field of
hi-tech, the potential areas, like laser
.technology, robotics, fibre optics, can
also be exploited for mutual benefit.

India .and the ASEAN can also
jointly exp.lore the possibility of joint
venture~ for exports to third countries
in areas like agro-processing, textiles,
fertilizers, machine tools, software
develop~en~ and pharmaceuticals.

Some of the capital surplus countries
of the ASEAN e:g. Singapore are in
. search of investment opportunities.
India, which according to a study by
. Price Water house, has a more
favourable investment environment
~~lan Malaysia, China, Taiwan and
Indonesia, call be an attractive
destination. India and the ASEAN can
pool .their resources and skills to
establish more joint projects and
gro~th triangles like the one in
. Kalimantan '. and Sarawak for
proll}oting collecti ve trade and
collaborations.

Observations Of The Business
Mission
. D"uring the course of my visit to
Sing'apore, Malaysia and Indonesia, I
"reali"sed that our cultural and socio-
economic ties with the region had
strengthened the scope for bilateral
cooperation: Some" country-specific
observlltions of the mission are
mentioned hereunder:

Singapore
It was inferred from the meetings in

Singapore that there was a growing
"iriterestamong businessmen of that
country in trading with India, This
interest.was generated after the visitof
. their Prime Minister, Mr. Goh Chok
Tong to India in January 1994. In fact
Prime Minister's visit sparked offatt"
India fever in Singapore.

Real estate emerged as a major area
of interest for Singaporians in Iridia~

The Singapore businessmen however
are constrained by the Indian Rent
Control Act. This Act, t~ey felt, needs
to be substantially amended sO as to
make it more investor-friendly.
Singapore businessmen also evinced
interest in investing in sectors such as
construction of highways, power,
telecom and health services.

Singapore companies also
expressed their willingness in sourcing
their production bases in India fortheir
exports to third countries.

Joint projects were also found in
areas viz. electronic information
system, bio-technology, "marine
products, textiles, processed foods,
chemicals, fabricated metal products,
rubber products, transport equipment,
engineering plastics, precision
machinery parts, value added services
and hotels.

M~laysia
In Malaysia, the mission perceived

that Indi~ could help Malaysia in
strengthening its small and medium
scale industry. Both India and Malaysia
couid havej"oint collaborations in the
resource based industries aild building
ancillaries for the engineering sector
and suppoiting industries.

Malaysian companies also sho)-Ved
willingness to invest in India's
"infrastructure sector, especially power
plants and also in cement industry.

.indonesia
-Indonesian businessmen suggested

that India could help them in
developing their Human Resource
through training and upgrading the
skills of Indonesian workforce. This

!
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was particularly so, in view of the need.
for personnel to plan and implement
sophisticated projects that were then
on the anvil.

.Some of the areas identified for ..
India~lndonesia joint collaboration
were: engineering sector, power
generation, food processing and agro-
based industry, auto componentS, coal
mining; training and manpower
development, computer software and.
chemicals.

Suggestions
Based on interactlonofourbusiness

mission's members at different fora
such as the seminars, workshops and
meetings with the ASEAN business
men, the following suggestions have
emerged that could help us promoting
trade andjaint collaboration with the
region.

1. The main constraints in enhancing'
exports to ASEAN have been
product quality. and non-
availability of technologically
superior products matching
quality of supplies from Japan"
SQuthKorea andTaiwan.Globally'
competitive product in terms of
technology performance,
internationai standards (iriCluding
packaging) is the answer far long
term growth of exports to the
A5EAN countries.

2. There is a significant scope for
cooperation between the ASEAN
and Indian co~panies for global
marketing ,of products of the
ASEAN and .Indian origin and
products of the joint ventures in
India or in ASEAN markets.

3. TomakeIndia's presence effective

in the ASEAN region there is a
need to evolve an exp.ort growth
plan for this market. This plan
needs to identify selecti ve thrust

. areas for exports of 'goods and
, services from India in which the
latterhasacompetitive advantage ..

4. The prospects of the ASEAN Free
Trade Area (AFTA), which is a
move towards red.ucing tari ff
amofJg the ASEAN countries to a
level 0-5% over the next 10-15
years, - holds promise for
augmenting. Indo-ASEAN. trade.
Hence, efforts should be made to
intensify our economic relatiOns
and to further explore ateaswhere
we can have ac'tive cooperation.

. The author is President.
ASSOCHAM.

..

GOb~S~'i'IP1lAJ~DLifAfl"EI)
, SHIPBUILDERS, SHIPREPAIRERS ANDENGINEtRS '

(A Government of India Undertaking)

REGIST£RIED OFFICE & YARD
VA!=;CO~DA.GAMA..nnA.4038Q2

T~1~51~359,51215~~56& 513954
T eler'Jrams: ,GOAYAIlO
T~lp.x~ 0191~218,2~3

Fax:OOJ4-513260
Li-k. '
h-~tl~ <"

OAST GUA~~ "~jL4:7V
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Review your
insurance needs:
If your insurance cover is less
than 60 times your monthly
income, consult your agent
about increasing your
insurance cover.

Get your age admitted'
;i you have not done so
earlier, by submitting
standard proof of age. This
will avoid inconvenience at .
the time of settlement of
claim.

Claims: Youwillreceivea
discharge voucher from L1C
two months before the date
of maturity (or before the due
date of survival benefit if it is
a money-back policy).
please fill it up and return it
to the L1Cbranch servicing
your policy, along with your.
policy bond (unless it is
already with L1C) before the
due date so that you can get
a post-dated cheque before
the date of maturity. .

Change of Address:
If. you change your place of
residence, don't forget to
inform L1Cyour new address
(with your policy number).

In case of SSS policies, do
request the servicing branch
to transfer the policy records
to the branch at your new
place of posting. Also
request your new office to
remit the premiums to our
transferee office.

Transfer of Policy
servicing: Ifyour policy is
not under SSS, you can
continue payment of
premiums althe same lIC
branch even if you are
transferred to some, other
place. Alternatively, you can

. get your policy records
transferred to a branch office
nearer your residence so that
you can pay your premiums
conveniently.

Nominatlon/
Assignment:
Pleaseensure that you have
nominated somebody to
receive the policy moneys in
the unfortunate event of your
death. Remember that an
assignment cancels a
nomination and a fresh
nomination has to be made
after re-assignment'in your.
favour (except when the '
assignee is Lie in the case bf
a policy loan).

Revival of lapsed
Policies: If, in spite of your
best efforts, your policy has
lapsed, you can get it revived.
under Oneof the four
schemes available, provided
the period of lapse is less
than 5 years. (Check with
your L1Cagent or branch far
the relevant scheme in your
case). By reviving your
lapsed policy you not only
get back the full insurance
cover, but also the bonus for
the period ofthe lapse ..

Payment of Premiums:
If your policy is not under the
salary savings scheme (SSS),
please make a note of the
dates on which premiums are
due and pay them on time
(by cash/cheque/draft!
standing instructions to bank)
at the branch which services
your policy. Do not allow your
policy to lapse.

I
I
I
I
I
I care of Documents:
I Preserve your policy bond
I and other documents
I carefully and securely. Note
I the policy number in your
I diary and in your personal
I computer. Inform yqur close
I relatives about the place

'1 where these are kept and
also the policy number. If

I however, you lose your policy
',1 bond, don't panic. Write to
I the L1C branch which
I services your policy for the
I procedure to obtain a
1 duplicate policy.
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
1
1
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iHELP llC .TO SERVE YOU BETTER! 1
1 3 5 71
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(!)
jj J '([ J If you need any\4.1. ift. USUfOUCt . lotPOfQtionof ."dio ~~a:~~~~:~~/::~nce

,~ Insure and be seCure. There is no substitute for Life Insurance., please get in touch with your
I .' . . "..' . L1Cbranch office or agent.

~:'L__ .:o.._..:.. __ ' ~ -:,_~-_- ..__ .__ ...,...._-- .- NPS-6/93
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GRAMS: 'GREEN' PHONES: 530673, 531124
TELEX : 377 269

.J..'..~=====D=e=d=ic=a=t=ed==tO==th=e==ca=u=s=e=O=f========1.[..I- farming com~unity

RAJASTHAN

FERTILISERS TRADING CORPORATION
B.O., 18/9, TRIKUTA NAGAR,

JAMMu

WITH BEST COMPLIMENTS FROM

~-.-'

MANUFACTURER OF BA.SICCHEMICALS OF INTERNATIONAL' STANDARDS

~* CAUSTIC SODA LYE & FLAKES
'" CHLORINE GAS & LIQUID
* HYDROCHLORIC ACID
* HYDROGEN GAS
* SODIUM HYPOCHLORITE
* POTASSIUM HYDROXIDE
* POTASSIUM CARBONATE
* SODIUM CYANIDE
'" CHLOROMETHANES
* SODIUM FERROCY ANIDJ;:

GUJARAT ALKALIES AND CHEMICALS LIMITED .
PO: PETROCHEMICALS-391 346 DIST: VADODARA

PHONE
GRAM
FAX
TELEX

YOJANA, AUGtJST15, 1994

372681-82-372981-82
GALWORKS

.. .0091-265-372130
0175-6216
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A.N. Prabhu

.
,I

The series of decisions taken by the
Rao government which came to power
On June 21, 1991 were really,
breathtaking. The radical changes
brought about in jetspeed dazzled the
captains of industry. It was an awe-
inspiring experience, bold, innovative,

Above all while the tiger has been
released, it urgently needed help to
enjoy newfound freedom restored fQr
the first time. The tiger continued to
think it was still within the four walls
of the jail!

that Indiawas like a freed tiger, freed
from the jail of control, regulation and
licences, the policy-makers realised
the great potential. The vital decision
had to be taken to partly abandon or
completely do away with policies
which had become a stonemill around

'. the country's neck. The decision was
to follow a modified policy but ~t
ground level it became clear that the
country will have to go,the whole hog
and not resort to piecemeal refoqns.
And the second and most important
compulsion was thecumulative impact
of the policies followed for the last ..
four decades and a half, th~ pol icieS as
reflected in the rising prices, falling
producti on, increasi ng buj'den on the
government treasury by thes'taggering
losses of the public sector, the wide
'and deep impact of the unprecedented
external debt both long-termand sl1ort-'
. term amounting to about $ 78 billion.
Repayment of principal and interest
became an uphill task. The then
government perforce had to mortgage
gold to avert mothe~ of all sins-
defaulting repayment liabilities, a
calamity which had to be averted at all
costs.The intolerable burden, straining
the Balance of Payments (BoP)
position and culminating in the
country's inability to pay without
resorting to mortgaging gold-a
decision the then government rued
.later. But the decision had to betaken
for better or worse.

When London's Economist wrote,

. . . . ~
- The process9f change received a
shot in the arm by fortuitous.
circumstances in a way. The fall and
disintegration of the Soviet Union, the
economic reforms in China even as it
retained its political apparatus with an
iron hand with spec~acular results in
less than a decade and a half (growth
rate averaging.12 to 13 percent a year)
and the dramatic development
record~dby the Asian tigers, South
Korea, Thailand, Taiwan, Hong Kong,
Indonesia, Malaysia and Singapore
were such events. No doubt these
countries do not have the kind of
prpblem a sub-continental economy
like India faced, yet it became clear
that India has a chance of putting up a
better show than that it had shown
three years from 1989.

come to make a change and take a new
route to growth and development so .
that mass poverty can be reduced if not
eliminated.

Ensuring Prosperity
Through Reforms

INI?IA'S experiment with
economic reforms entered the fourth
yearin June last. The results have not
been dramatic but reforms have
brought about a change in ~ttitude
from the cynical to cautious optimism
aboutthe future. In the fin~1 analysis,
this has been a big change, a virtual
U-turn in economic policy held by
many dear to their h,eart for more
than four decades.

It is well-known by now that India'
was literally pushed to the battlefield.
It had no option but to take the plunge
and make do with whatever it could.
But it cannot be said that India was
not prepared for such ,an eventuality
because for years before June 1991,
.when a new government headed by,
Mr. ~.v:Narasimha Rao took over,
a feeling of disenchantment with
falling standard of living, slow
, growth, stagnant industrial
production, and unsatisfactory.
exports performance had mentally
prepared the nation that the time has
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.'
for free trading, replaced itwith partial
convertibility of the rupee and later
again replaced it by fun convertibility
on trade account.

risky and fraught with possibilities of
a slip.

The world looked with disbelief at
the steps taken with ease by a minorify
governmenLMany genuinelybelieved The list is not exhaus'tive. The
that it was only a ,flash in the pan. Foreign Exchange Regulation Act
Events later proved that it was not so. (FERA) has been diluted fairly thin
Nor was there any likelihood of going ,andmoreamendmentsarein the offing.
back to the oldregil11e of control and

. The government also devalued theregulations. "One does notknow, iris .
.rupee in two doses by about 22 perdifficult to say,"several foreign
cent. The apprehension that the rupee

company~xecutives, diplomats and would zoom to 50 to a dollar was
Indian mediareported,butrevisedtheir found m.'isplaced. The rupee stood its
opinion siowly.

ground soaring Indians pride around
Thu,s in a major reversal, of earlier: 31 to a dollar throughout.

policy. the. government abandoned
lice~sing for almost every industry, From passive recipient offoreign

direct investment (FDI), India geared
conce. ded' the demand' by forei gn ,.,.,.,.,.,.,.,.'.".'"""""""",,,',"'.,.,.,.,.,.,.,.,.".,.,.',..,.,.,.,.,.".,.,.,.,.",.".,.,.",.,.""""",'"."",."",".

to invite it from all sources. The wordcompanies to .raise their equity . . 1
has gone round the world ,that be vIewed in the background of t leautomatically from 40 percent to 51
something new is happening in India June 1991 crisis' when the reservespercent.(withouthavingto wait for the . d h f"
and it is worth taking nQte of. Despite werenota equateenoug even orslxmuch criticised bureaucratic
the campaign in a section of the media weeks' imports. And not all of thediscretionary .procedure of granting . . b'l h h b .
that India was sold out to theJMF and reserve IS' UI t t roug .0rrowll1gspermission on a case-by-case basis), .
the World Bank or that the Indian from multilateral agencies as is soughtMRTPthreshold limits for assets were

.Budgets' were dictated to by the to' be made out by certain quarters.
multilateral agencies, the government India's exports have picked up with a
kept its cool. The sti ff IMF growth rate of around 20 per cent and
conditionalities obviously attracted by indications are that this wi II be

. the state of health of Indi'an economy maintained. Foreign Directlnvestmcnt
inl 99 I" despite attack by ill-informed (FDI) has been going up and approvals
and obviously prejudiced,'if not. forcolJaborationhasbeenofthcorder
jaundi.ced view of. the economic of $ 3 billion so far~ This is against an
reform, tl1(~government to its credit, average of $ 200- million to $ 300
went ahead with structural reforms mi Ilion a year over the last fewyears ..

programme which is expected to yield Secondly, the significant
someretunf soon;ifnotalready started development of the switch over tothe

.doing so ,in a small measure. market' economy has been' that the

The experience has taught a lesson industry in India is no more anxious to
todecision,makers ~and that is that build up inventory of raw materials
th~y shouldnotwaverin theirdecision . and cOmponents fearing shortages at
despite at times ill-informed criticism .high cost. They import only when they

"in 'the most virulent form emanating' really must. Obviously. import being
from certain quarters or because of a costlier, first they have necessari Iy tQ
.temporary setback. At timc's the attack searc,h out indigenous components or
is ideological, at other times, it is raw materials to reduce costs before
propelled by>vested interests of one venturing out to import Otherwise.
kind or thc other. What is needed is the cost will be high reflecting in the
unswervingdetenninationandpoliticalprices ,ofthc final product in a
will to go ahead with what is considered competiti ve' market The shi ft from

'the right policy for the country. . fiscal control to market monitoring

given up, restrictions onFERA and
MRTPcompanies oninvestment were

. removed, phased manufacturing
programme (PMP) abo Ii~hed .and
convertibility clause in the loan
agreements with banks and financial
institutions removed. The decision to
disinvest public sector undertakings'
share is another milestone in the
economic refo.rms programme;'

Extermilly. the government first
announeedEXIM scrips for exporters
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mechanism has kept the Indian industry
on its tenterhooks which is how it
should have been all these years. True,
there will be some mishaps here and
there which, cannot be helped. '\

The change has also thrust
eno'rmous responsibility on the
domestic industry to produce quality
goods of international standards at
reasonable (and affordable prices) and
put the consumer in the'forefront. The
change also meant individual initiative
and entrepreneurship will no more he
at a discount at the policy level-in the
govern ment. The change has let a whi ff
offresh airedgingoutthe tired, and the
old, and freeing industry of the fetters
of quota, control and regulation.

Private initiative will be the engine
_of growth and the government policy
will be to encourage and promote it
whether it is in the private or the public
sector. Forthe first time thus the private
sector will no more be considered
outcaste and kept at arms length and
there will be parity.

The three-year experience has also
taught the powers-that-be a lesson that

there is more to reforms than
theoretically attractive propositions.
And itcan no longertinkerwith policies
to suit a particular short-term
advantage. The vested interests in
industry -have also come to believe
(though they have as yet not given up
the hopt: of bringing the old regime
back) that it would be in its own
interest-to fall in line without

reservation. The initial silence and
later regrouping to test waters have
proved that the Indian industry has a
long way to go before understanding
the import of the economic reforms
package initiated three years ago. They
should understand that the era of

behind-the-scene mani pu lation is over.

All these do not mean that
everything is rosy on economic front
in thecountry. It cannot be in acountry
of India's size and magnitude. The
government is faced with millions of
competing priorities demanding
immediate attention. Yet, every citizen
would regret that our priority has been
lopsided that we tave moreavjd interest
in peripheraJ matters which have no
abiding impact on the country rrom a
long-term point of view. Yet the
reforms programme is one on which
millions of the poor would hope that
not beyond a foreseable day, they
would get a square meal a day. Their
hope should not be shattered and their
sacrifice should not go waste. The
silver line in the sky is that the message
has gone home that this is the last
chance India has got to make a mark in
economic development in an
increasingly unequal world with
growing protectionist walls and nOI1-
tariff barriers. . 0

The author is a veteran economic
journalist.

J
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Administrative Office:

Shreeniwas House,
Hazarimal Somani Marg,
BOMBA Y-400 001.

WEST COAST PAPER Produces m'ore than 75,000 tonnes of paper annuaIly-"'Paper of
India's many growing needs.

o

..........•............. ~ ...•..•••........•.................
• •
: THE WEST COAST PAPER MILLS LIMITED :.. .
• Manufacturers of: •• •
: "Sudarshan Chakra" Brand quality paper, MICR Cheque Paper, :
: Cheque Paper', Azurdaid TSAD, Parchment .Paper, , .:
• Offset Ptg. M.G. White & Coloured Pulp •
• •Board/Poster, Kraft and other writing and printing . , •

•paper. . •
•.'
'.
•••••••••••••• Registered Office & Mills at: •

• •
, , : DANDELI-581 325 :

• Dist: Uttara Kanada (Karnataka). •. . , ...., .•.............' ..........•.........•....... ' .r--------~--------------~---~-----~--,il'. '. '. II I' '. I
I I

:: 9" '9',0,10' O' F . ' The best ill the latest tyre techllology .:•..1' is 1l0W available in India.

: TRUCKS & BUSES BROUGHTTOYOUBYVIKRANT.:

I IN EUROPE & Isn:oa:;~;:u~~:~ed !
..7rk IN USA USE !

All STEEL!
RADIALS :

I
I R A II II India's only all steel radial for trucks & buses I;L IIiIIIiI _:~ -" __ .iii. - ~ - .•••• ' _ ~ •• __ •••••• _~ ••• .J<.:.
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WITH BEST COMPL.IMENT'S FROM'

NORTH EASTERN ELECTRIC POWER
CORPORAl"IONLIMlTED

CA GOVl:OFINDIA ENTERPRISE)
KHARMALKiROAD DHANKH ETI

SHILLONG-793001

~NTH E SERVICE OF POWER SUPPLY TO THE N.E.REGION."

POWER GENERATION F.ROM THE KO"PILI HYDRO ELECTRIC PROJECT
(150 MW) UNDER oaM DURING THE LAST THREE YEARS HAVE EXC-
EEDED THE TARGETS ASUNDER.

, ' .

YEAR

1991:- 92

1992-93

1993-94

TARGET
730'00 MU

730'00 MU

_SOS'OOMU

ACHIEVEMENT

823.441 MU

857.589MU.

904.9S8MU'

, .
THE FOLLOW"ING PRO JECTS ARE UNDER EXECUTION AND WILL BE
COh'IMISSIONED DURING THE VIIITH PLAN PERIOD.

(i)oOYANG HYDRO ELECTRIC PROJECT (75 MW) IN NAGALANO.

di)RAN'GANAOI HYDRO ELECTRIC PROJECT (4'05 MW)INARUNACHALPRADESH.. ' '

, (iii)KATHALGURI GAS TURBINE PROJECT(291 MW) IN ASSAM.. . .' . , '
(iv)l<OP1LI HYDRO ELECTHICPROJECT (STAGE-IEXTN) 100 MW A'SSAM.'

THE 84 MW.AGARTALA GA$ TURBINE PROJECT IN- THIPURAIS
SCHEDULED TO BE TAKEN UP DURING VIii TH PLAN. PERIOD.

THE FOllOWING PROJECTS ARE' PRESENTLY UNDER INVESTIGATION
, ' '

(j) RANG,ANADI HYDRO ELECTRIC PROJECT, (STAGE~II) 100 MW IN AR UNACHAL

PRADE:SH. "'

(ii) 01KRONG HYDRO ELECTRIC PROJECT, 100 r,iw IN. ARUNACHA.L PRADESH.

(iii) PAPUM PAM HYDRO. ELECTRIC PROJECT, 150 MW IN ARUNACHALPAADESH.

(iv)KOPILI HYDRO ELECTRIC PROJECT (STAGE"'IIEXTN) 25 MW IN ASSAM;'
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Director Public Relations; Punjab

,PU.NJABPOISED FOR A ''
,SOCIO-ECONOMICBOOST

Under the dynamic leadership of Chief Minister
S. Beant Singh Punj~b is now poised for .abig

boost on socio~economic front

Let us resolye to rededicate ourselves to make our beloved
Punjab stronger, happier and more prosperous.~ '. ~

~j~

•••I
:.:

I* ~:v~::.~:.::~ace alld normalcy restored creatingCOndUcipveahtmosPhlen'.for 0hverabH •••

'* ,Democracy taken to grasstoot level through Municipal and anc ayat e ectIons t ,ere y
ensuring people's participation in the development process. ..''* Followingmajor landmark of diversion of Ravi waters,through tunnels, Rs.'2200 crores •••

* :~~i~~~~D::::tswi~~ ~~~o;~e~:::~:~ar Thermal Plant commissioned, work of I
installing two mo'reunits of 210MW each at Bathinda Thermal Plant in progress.'* Among other bigindustrialhouses"SriRam Group setting up 1200acre industrial park •••

::::::::: ~~~c;:;= a~t~~d::I,,;~~~unaq Group establishing Sugar and Paper mill I
* A number,'of multi-national industrial houses aS,wellas NRIs showing keen interest in •..

putting up indristriesin the State. .'.
n'* Rs.100 crores spent in 1992-93and Rs.200crores beingspent this year under "Unnat Gram

Scheme" with work in progress in 5000villages. ' ' •••'* Additional benefit of Rs. 1629 crores to Punjab farmers during the last two years with ...
.recordincrease of Rs. 105per quintalin support price of wheat, Rs. 80 to 100per quintal '

* ~::~:~:::~~~I:~~m::le~c~U::~~:~spur and Ferozepur, a Medical COIl~geat I
Jalandharbeing set up and Longowal Institute being upgraded to Degree College of •••
_Engineering.

* Rs. 197 crores ,under "SpeCialComponent Plan" for development works and another '••
Rs. 63crores on Welfare Schemesbeing spent this year benefitting the Scheduled Castes~, •••* 425 schoolsupgraded to Middle, High arid +2 leveland 200 newVeterinary Dispensaries •••
opened.' , i
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Dr. P.D. Hajela

Issues In Globalisation

be competition between mercantilist
. postures of different governments each
trying to maximise rents accruing to
its producers., Since the developed
countries have the advantage of the
momentum of an earliertechnological
. start, a developing cOlllltry like India
will have the unenviable task of.
persuading higher rent earners to share
their technology with it, so that it also
can, using thattechnology, increase its
share in the total rents avai Iableat
given levels of world trade! The
argument is that when national
economies compete amongst
themselves, they wi IInaturally increase
total world output and total volume of
international tl=ade.

In a sense whatcould emerge would

Market Of Oligopolies
Thus it is not a free trade market

competition of the nco-classical variety
which globalisation would imply. It
would be the market of oligopolies
duly supported by fiscal and monetary
concessions, and full political and Two Aspects
diplomatic backing .01' their But there are two aspects of these
governments tocaptureas largea share positions which are worth noting. One
of foreign markets ~s possible. The .. is that with an internal recession already
legitimacy of such state intervention in place in many developed countries,
in ademocarcy would be the expansIon it may not be unlimitedlytruc that rcnt
of ones 'own' industries, and the ksee ers will compete their rents out
cornering of 'rents' originating from with a larger and larger output.
deliberately created market Secondly, oligopolies can either
imperfections. increase their rent or increase their

output in which case theywo~Ild not be

restricted mobility oHactors like labour
and capital, can go very far. In fact, the
manner the theoretical positions in
regard to why international trade takes
place, is side-stepping the principleo/'
comparati ve advantage, and how trade
relations are being statecmanaged, even
manipulated, suggests thatthereis no
competition of the kind we have been
used to talking about in economics in
general and international trade theory
in particular.

There is nothing exclusive about
these ways of raising productivity,
Both of them can be simultaneously
operated. It is .unclear if globa'i
competition, in a highly heterogenous
world, with large differences in
infrastructural faciiities, unequal
a'vailability of information, sharp
differences in the stages of
development of various countries and

WITH scientific arid technological
knowledge of the world expanding SO
fast that we now differentiate between
know ledge-based production and
material~basedproduction, with all the
built-in resource availability and
efficiency of the former, economic
a..utarkyand isolation would be harmful
to any nation's interest today, It has to
link itself to the dynamics of global
technological change both for
modernising its production and for
creating an ethos in which the
compulsions of technological
upgradation could be sustained.

This way oflooking at globalisation
should raise no eyebrows. Even
workers concede that technological
upgradation is unavoidable if their
productivity, real wages and levels of
living have to grow. While the same or
slowly risillg stock of capital can add
to workers producti vity through
disembodied technological change, a
rising capitaL stock opens up
possibi lities ofefnbodied technological
change as well. Both ways of raising
producti vity can be stimulatedthrough
gloqalisation; only that disembodied
technolgical change involving ahigher
productivity of traditional capital may
involve more non-economic factors.
like change in work ethics, greater
nationalistic senti ments, a larger
concern for everbody's welfare while
embodied technological change with
a growingstockofnew capital would
involve modernisation, technological
diffusion and adaptation.
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much interested in enabling other
countries to learn their technology and
to expand their outputs. A country can.
try to outwit in competition but that is
precisely the point: there is no free
competition. Furt~er cost advantage
as a basis of competition is a function
of improvelnents in productivity and
modernisation and that is where a few
countries who command tcchnology
advantage would create handicaps for
their rivals.

At'least one thing appears clear.
While, the handicaps of technology
transfer arc battled; the potential for
disembodied technological change
should not be ignored.This may require
a large measureof political effOlt based.
on consensus in favourof globalisation.
There seems to be too much of the
belief that competition will
automatically do the trick. As we have
seen, when we face a world with nations
still clinging to mercantilist postures
and industrial enterprises prone to be
rent seeking with full state backing,
~ompetition assumes a very deceptive

:.:.:.:.:.:::::::-:::-.::::::::::,:;::::::::;:::::::~:::;:;::::::.;.;:.: .

What implication does globalisation
have for the role of the state in India?
It is c1earthat India will have toremain
a mixed economy iffornoothcrreason
then for backing the market toget a
larger and larger foothold in the r.ealm
of modern technology.

State's Role
What has been the role of the state

in the mixed economy which we were
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trying to maintain earlier?

The state's role for reaching the
world markets was through export
promotion to raise resources for import
substitution including the
technological mix of that substitution.
, T"'e technological parameter was never
n1i-ssed; only the modaiityfor
technologicalupgradation was not one
..of globalisation; or shall we say more
specifically, not one of technolo"ical

I:>

. upgradation through international
competition. Even at. that time
increases in productivity vi~.
disembodied change were not barred.
Somehow, we did not put much focus
on iteven though wewereencoura"in"

I:> I:>

labour using exports to earn foreign
resources. True, our textile exports
were facing handicaps from the
mercantilist postures of developed
countries which we will face even
after glohalisation. But there is no
doubt that wedid not do as good in this
direction as for example the South
Koreans had done in the earlier phases
of their globalisation offensive.

. Ignored Imperatives
. But there was another side to o~lr
mixed economy. Conscious of the fact
that we were a labour surplus country
alldthat we needed capital goods and
infrastructure to utilise that labour to
generate an employment intensive
growth, we planned m~ssive
investments in these sectors and also
gave extensive support to the small
~cale sector. In fact through
rnvestments in power; irrigation and
. transport, the former two constituting
a particularly overwhelming
proportion of state investments as well. ,
we converted agl"iculture from a food
grain deficient economy into one of
food grain self-sufficiency. The public
sector had to assume commanding
heights to change investment patterns
in directions required by a labour
: surplus social reality; only itigno-red
some other imperatives like wage

goods, fiscal and monetary measures
which would make the demand'pattern
correspond to the desired investment
pattern and also raise aggregate
resources in a non-innationary manner,
building up an ethos for techonological
upgradation in both the industrial and
agricultural sectors. Theseimperatives
were expected to enable our mixed
economy to achieve a less wasteful.

and more effective employment
generation and poverty removal in the
country. That did not happen which
.was unfortlinate. However, state
intervention, as suggested above,.
would be unavoidable even for
achievingglobalisation; only it will do
far less in the direction of
unemployment and poverty removai
than it did in the earlier mixed
economy.

Further, earl ier the attempt to protect
ourselves against foreign competition
deprived us of the compulsion of
competition and yielded rents which
in turn lulled our producers into
technological stagnation. Now. with
the mercanti Iist~protectioni st po~tures
still common in the world, the attempt
will be to prevent the 'foreigner' from
running away with that rent through
technological upgradation. But wh~at
about employment generation and
removal of poverty?

Significant ..Lesson
One significant lesson that we have

to learn from the previous mixed
economy is that aftercommandeerin<r

b

.the economy to a change in the
comp~sition of output in favour of
capital goods, we supposed that supply
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of unemployment and poverty than we
wanted.

If globalisation accentuates povelty,.
as is widely feared. our ()wn capacity
to deal with the situation will be
reduced for the reason that now even
the little leverage which economic
planning provided with its partial
concern for i~ves~menlpaltern and.
composition of output would
disappear. In case the Planning.
Commission is made .to engage in
indicative planning which is a
euphemism formarket l()I'ecastiflg, this'
is most likely to ,happen. In sucn a

A third consideration equally
sign!ficant is the fact that such capital 1

1
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Three Considerations
There are three considerations

It may be pointed out here that such
capttal. movements could .be
aggravated also because iillOtality the
recession in the richer countries and a
persistent current aCC()llnt balance of
payment defict amongst a majority of
them greatly limits the availability of
global capital res9urces. Recent reports
of the increase in the Ilow o( such
resources to ChinareslJlting in a
decrease to Indonesia, Singapore and
Malaysia, are a case in point.

f

which would need to be kept in view.
here. Ifforeign investments are eyeing
our large middle c1,lss market. they
may not he interested in exports from
India in which case their profits
repatriation would reduce rather than
increasc ourexport slirplus. Secondly. -
in case portfolio investments arc in the
nature of hot money more than stable
c~lpital prone to fly on the wings of
speculation, they could create great
uncertainty 'in respect of the mtc of
exchange and foreign resources which
we could really depend llf'O_nfnr long
term investments ..

capital we should have. That Jid not
work. We have noW' opened the
economy for foreign equity
participation and foreign portfolio
investment and can take satisfaction
from the fact that there has been an
unexpected inllow offoreign capital
it1lo the country. But whether these
translate into export surplus isyet to
be seen .

A Pre-requisite
An aspect of globalisation which

provides it with legitimacy is
insufticiency of resources. After all,
capital is a pre-requisite for both the
raising of t!lelevclof investment and

. als() for modernising production. The
latter would genera)y involvc capital
deepening particularly if labour
productivity is to be raised. In fact
while we. had conced~d the
unavoidability of foreign capital soon
after the "lunching of the second Five
Year Plan itself, we hadgoneabQut the
job ~ith import-substitution-b~lsed-
export-promotion. thinking in a way,
rightly, that export surpiuses earned
this way would be the best foreign

background, an emphasis on monetary'
expenditure for employmcnt
generation programmcs wouldcnd up

. 'in employmenlillusion and inflation
reality rather than thc other way round.

The. point bcing made is that the
mixed economy cmcrging from
globalisation could be t?ven' more
removed from the solution to the
.problem of poverty than the earlier
mixed ceonomy. And since statc
intervention isexRected to benefit
many and not a few, the new mixed
economy could be even more difficult
otsustain: The further point which is
being made is that the earlier
economy--.:..the' planned mixed
economy which was clearly a fairly
meaningfu I1ndian experiment--eould
. not deliver the goods to the people
because while there was a deliberate
and conscious investment strategy to:
change the supply of capital goods and
infrastructui'e,thesupply of essential.
goods for the pei.,ple was left to be a
demand~induced phenomenon ..

How precisely will indicati~e
planning cope with this problem when
its more thorough counterpart, namely,
target planning could not, is a major
issue which globalisation would have.
to tackle.

of essential goods and services would
automatically become abundant. Food
grain supply did increase but because
ofmassive public intervelltion through
power. irrigation and credit and not
automatically; the supply of the rest
like .cheap shelter, clothing, health.
education. tninspOit was left basically
to remain demand induced. And
therefore did not so increase as to
assure non-inflationary eradication of
poverty and unemployment. We had.
so to say. very partial or narrow view
of the requirement to change
investmerit pattern and the economy's
product mix af!d proceeded on the
assumption that an investment pattern
Inlegrating capital and' wage goods
was unnecessary. Jf unemployment
and poverty existed, we could have a
plethora of programmes of pilblic
expenditure without bothering about
dovetailing them intoa pn)per wage
goods strategy inarldition toacapital
goods and infrastructure strategy. In
consequence even though expenditure
on these programmes rose, it caused
far more inflation and far less removal
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our own resource mobilisation.
otherwise we might be repeating the
error of the past when we forgot that
over a long p'eriod our surplus on
current account had also to be raised
for foreign debt redemption and toadd
requisite foreign saving to internal
saving. Of course earlier export
promotion was not backed by import
liberalisation, now it is. Howev'er
earlier we had a little more reliance on
comparati ve cost advantage a'nd
labour-intensive exports; now less,
because of the desire to catch up on
value-added items. But unless massive'
efforts at export promotion and
building up aCllrrent'accountsllrplus,
presently underway. succeed. we may
inthe mannerofthe past land ourselves
in another balance ofpaymcills crisis.
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In a way what is being suggested is
that even when globalisation increases
the inflow of foreign capital, the
sustainability of that flow Will also

before.

depend 011 our capacity to raise our
savings to national income ratio. Our
efforts to globalisc should not be on
the assumption that foreign resources
obviate the necessity of maximising
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resources from ahroad could he
inflationary unless theintcrnal saving-
investment framework had the
nccessary capacity for thei r ahsorption.
In plainer language that means a rising
saving-investment resulting in a larger
output so that wilen foreign money is .
converted into oui-currency, the
resulting increases in moncy supply
do not raise the pricc level, Somehow
.in India, there is noevidence'that since
the introduction of globalisationand
accrual of large foreign capital, the
savingsinvestmcnt ratio has heen'
climbing up. On thccontrary, there are
indications that the ratio might have
actually climbed down abit

We can. of course, hope that things
would look up. But ni)tofthemselves,
for there is no way to argue that a mcre
frecing of constraints on consumcrism
would assure a higher saving-ratio than
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Prof. P.V. Indiresan

New Econo.lllic Policy
And

Technology Management

THERE is no such t;'ing as a free
lunch: that isa basic law of economics.
However, every law has an exception.
In this case, as Jocl Mokyr (1990)
argues, tec~nology development offers
anexception~for a given quaniityor
quality of product, technological ..
innovatioi1 redllces the consumption
of material , capital and labour. In
other w()rds, the output from each one
of these factor inputs is increased
through technology development.
Such multiplication of output is free
lunch indeed. In effect, technology
development shifts the supply curve

.downwards. That, as Fig.' I shows,
moves the supply-demand equi libri um
in such a manner that (a) real prices

.decrease and (b) GNP increases. Thus,
technology development leads to a
double bel'iefit. A little refiectiOl; wi II
show that there is no other wayoi'
securing such a dual advantage. That
is how technology development has
become the primedriving force behind

, economic progress.

Admittedly, the primary force that
drives entrepreneurs is profit. As
indicated above, technology
developmcntis a dual source of profits:
that. is why successful entrepreneurs

, have been keenly interested in
intechnoJogy. That has not been the
case in Indi a, because some
industrialists have found that ample
profits may bc obtained through
(a) monopolization, (b) speculation,
(c) tax evasion, aildld) smuggling.
Conditions in India are such that
technnkigy development has not heen
equally profitable. S6,the Indfan
practice has been to flog any available
technology to death, retain itlong after
it has become obsoletc every'where
else., A typical exam pic isa particuh11'
brand of car w~ich is being kept going
though its technology is half a century
old. Such a practice is commonplace
in India. That is, once he gets hold of
some technology, the Indian
entrepi'eneur has little interest in its

70 .

further developmentc......:.he has other
simpler ways of garnering profits.

Technology development suffers
from a major drawback: risk of
catastrophic failure. As a rule, Indian
policymakers havemade no provision
to insure industry against such risks.
On the contrary, enterprises have been
effectively prevented from r~taining

,the profits that result from successful
technology development.

"

~ew Economic Policy
The New Economic Policy (NEP)

that the Government oflndia launched
three years ago has four components:
competi ti on, pri vatization,
liberalizati,on and globalization.
Competition directly eliminates
monopoly profits. In order to promote
privatization, private investment
should first be made attractive. That
will require lo~ tax rates, which in
tum will make tax evasion, less
worthwhile;. Likewise, liberalization
removes controls and thereby a major

source of speculative profits. Finally,
globalization will inevitably lead to

.low cust0l11S tarilTs-hence the gains
from smuggling. In this manner,
ideally, the NEP should be expected to
eliminate the traditional sources of
profit; force technologydevelopmcnt
to become the only worth while source
of profit. Unfortunately, ground reality
is quitedifferenL As such technology
developmcnt is yet to necome a major
source of profit. for Indian
entreprerieurs. Such onstaclcs'. tl"i
NEP-and to technology
development-have, decpcultural
roots in our country.

Culture And Technology .
Development

According to Mokyr, the f()lIowing
three conditions should be satisfied
before aculture will support innovation
and development:

I. A cadre of ingcnious and
resourceful innovators who are
both willing and able to challenge'
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different approach that will bridge the
gap between the laboratory model and
the rnarketable product; also the gap
bctween a usable product and the
skeptical m~rket. For this purpose, the
following is suggested:

I .. \yhen a lahoratory comes up with
a new idea, it is verified for
technological feasibilityby an
agency such as the DST.and
simultaneously checkcd for
commercial viability by a venture
capital agency,

2. If both are satisfied, an industry is
identified to convert the laboratory
modclinto a marketable product:
the responsihility at this slage
shifts from laboratory to industry.

3.. Even at this stage, developmcntis
treated as a public good and the
cost is largely borne hy the stale.

4. When a marketable product is
ready, a venture' capitalist
underwrites, say: one year's
production l'lY advancjng the
manufacturenhecost price (rather

. 'than the sale price) of such
productkm. .

order to providc blood transfusion to
hopeless :_:unset industries. So,
technology development is:not merely,
a problem of technology management,
not even aneeoJ1omic one, as much as
it is a cultural One.

Thus technology development; in
. India has to contend with two major
pl'Ohlems: .

I. profits from dubious commercial
practices arc larger and less risky
than those obtainable from tech-

. nology development;

2. marketfOl:ces, particularly the
beneficial forces of competition,
are negated by the fear of personal
ruin.

Insurance Against Technology
Failure. ,

One of the interesting measures
introduced in the latest budget is the
125 pcr cent offset for any R&D
expenditure incllrred by an industry
through an approved project in. a
research institution. Unl'ortunately,
industrialists tend to visualize R' & D
as feasible only in rarefied, extremely

. expensive institutions. In fact, there is
an R&D project to fit every purse, and
also to -meet evcry situation. More
import.ant, R&D is not meant for
making profound discoveries; instead,
It is normally quite mundane-leading
only to micro improvelllents rather
than macro inventions. Without such
'minorbutcontinuousch.anges, both the
product and the process will remain
static, and become obsolete to the
extent technology advancesin its own
inexorable path.

The 125 per tent scheme is based
on a fundamental misunderstan9ing

of the basic economics of R&D: The
cost here is not that of financing R&D
hut that of risk of catastrophic failure.
What industry needs is not financial
concessions but insurance against
failure. The scheme as suggested will

, reduce thecostofR&D by some 10-15
In brief, before technology

, ' per cent, but if the R&D fai Is , the loss
development can take root, the fear of

remains ncar total. That is a risk which
competition arilongeducationally

, an Indian industrialist is unwilling to
backward groups,., and the "

accept. Then, we need a new kind of a
apprehension thati nnovation will

. schemewhich, instead of providing a
render trad,i tional workers J'obless,

subsidy, Llffcrs insurance againstshould be removed.
failure. That is, we need an cntircly
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their physical environment should
be'available.

2. Economic and social institutions
have to encourage potential
innovators by presenting them
with the I'ightincentive structure.

3. Diversity and tolerance should
prevail in society to enable

. technological creati vity overcome
entrenched vested interests that
Illigh,t incur losses if innovations
arc introduced.

In other words, . innovatiori. and
tcchnological progress arc unlikely in
a society in which pcople are physically
andintellcctuully malnourished, lire
supcrstitious. 01' arc extremcly
traditional.

Cultural tradion is a second obstacle
to technological progress inlndia: As
a reac~ion to age-old social cultural
injustice, the cult of reservation has
become therulc not only in cducation
and employment, but abasic principlc

'in every sphere including indListrial
policy. In fact, when top industri,alists,
like those M the "Bombay Club"
demand "a level playing field':, they
to~ are actually advocating a policy of
reservation!

Long su ppressed cui tu ra 1 repressi on
could not but generate' forces of
Jeaction to negate the principle of
competition which is the bedrock of

1I1••• ",llitiP.rofjt;!~eJl*9l9~~~~V.~J9pm~t1t
i$~(:lJI~is9li •.~~(jtP~'Qtl*s;#h,hti~

!iilflJi.1i
NEP. As a result, while on the one
hand, technology development needs
the best minds, on the other, equity
insists that the weakest be encouraged
at the expense of the competent.
Likewise, it has become incumbent to
hleed promising sunrise enterprises in



Labour In Sick Industries .
Fear of retrenchment in sunset

industries is another' impediment to
the proper implementation of NEP,
and a road-bloc~ in the path towards
technological progress. TJ:1ebasic
issues are:

3. the artificial pressure that exis.tsat
present fot higher education will
tend to be replaced by rational
choice. '

1. technology development saves
labour and hence, for a given
output reduces the demand for
labour, ,

2. technology development demands
new types of skills, and makes old
skills obsolete.

The first problem is p'artially
overcome when there is economic
growth. In faCt,as a general rule, new
employment created by technology
development exceeds jobs lost in sunset
'industries. However, that is no
consolation to those whose skills have
become obsolete. Then, the basic
problem is not job creation, but re-
training, As~ coroIIary to this problem, .
labour should be re-trainable. That too
is a cultural problem.

In India, entrenched hibour treats

curve "aa"~raising 'thereby the
chances of the poor even more~<

2. as quality of elementary .educa-
tion becomes importantthere wiII
be increased social press;ure to
. maintain educational standards-
that wiII correct a g1aring lacuna
that has gravely hurt human de-
velopment in India;

.to help the masters "andnot the needy
aspirants. It is socially iniquitous,
economicaly inefficient.

This practice of raising entry
academic qualifications is iniquitous
because;the poor and the backward do

\

not have the stamina to stay on in .
schools, let alone attend colleges. So;
relatively, many more of the poor get.
disqualified than the well to"do. The
system is loaded in favour of the
forward sections up-front. Further,
those selected are grossly over-
qualified; so, their training is equally
grossly under-utilized.

Suppose the rule is changed such
that: (a),qualification for entry will be
the barest minimum acceptable, (b) no
preference and zeropremium is allotted
for any higher academic experience,
and (c) thosewhoqualifywm be placed "
in a queue and will get automatically
selected when their turn comes. Such
a system may .be calledQMQ-
, Queuing with Minimum
Qualifications. In such a case, entry is
NOT refusedto anyone whohasbarely
attained the minimum acceptable
academic level B. As seen from Fig. 2
that will maximize the numbers of the
backward that will qualify. Selection
also is assured to all those with the
bare minimumqualifications-'-
provided one has patience to wait in
the queue!

The procedure is patently non-
discrimiriatoryand hence free from

• social stress. It is effective wherever
the work"does not need champions,
" and a minimum degree of ability or
skill is enough: that goes for over 99
per cent of jobs, and hence takes care
of almost everyone. Further, there are
three.other consequential benefits: "

1. increased certainty of job entry at
a comparatively low level will
induce the poor to persevere and
.not to drop out of schools; the
dropout rates will tend to follow a
curve iike "bb" in Fig:2 instead of

The primary problem is, backward
class aspirants fail to qualify even for
entry. That happens because, aspirants'
are many, but jobs are few. So, as a
rule, entry academic level is made
higher and higher until the number'
short-listed becomes manageable.
Thus, a normal quality fifth class pass
may be t?nough for a bus conductor's
job, yet only graduates may be
considered! This policy is an
administrative convenience, designed

5. The manufacturer offers the new
proliuct to customers free for one
yearon a trial basis--on condition
the customer provides a detailed
performance analysis.

6. If the product is satisfactory, the
customer pays the venture
capitalist the sale price-the
difference between the sale price
recei ved .and the cost price paid is
.therefore the profit of the venture
capitalist. If the product is not
usable, it is returned to the
manufacturer who then repays the
venture capitalist the advance he
had received. The consequential
loss of interest is the risk borne by
the venture capitalist.

This is a scheme which finely
balances risk and opportunity costs.
There is .an incentive for everyone,
and apenalty too for bad performance.

. Fear Of Competition
The social equity problem too needs

a new approach, a more effiCient
solutiOn than reservation. The mQst
powerful pressure of this type comes"
from tliejob market. The basic question
here is; how to empower backward
groups to get their due share of the
fruits of progress'?

-
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Fig:! Lowering supph' curve from SS to S'S' Shifts Market
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Fig:2 Minimising Entry Level From Arbitrarily High Level A to
Minimum Acceptable LeveIB(a) IncreaSes Proportion of the Poor who
Qualify; (b) Raises Enrolment Rate From aa to bb. '

is, the problem is not the impossiblity as it does in prejudice-cultural,
of finding feasible solutions but the .political, administrative and even
impossib1ityof getting people to list~n. intellecutal~thekind of prejudice that
That is another kind of cultural. promotes the infanticide of new and
problem. The, threat to technology ..strange ideas. 0
development lies not in ill-equipped
laboratories, nor in inadequate finance
fortechnology development; as much

wage not as an exchange for work
done, but as a rent; that is, the job is
property, and wage is rent payable
whether there is work or not, whether
work has .been' done or not. What is
more, it is also expected thatthe rents
should perennially increase in the form
of increments and promotions....:....once
again whetherthe economy can sustain -
it or not. Such a privilege is n~t
sustainable and has led to the kihd of
dire distress seen all over India.

Abetter andmore logical alternative
is to have a system of paid continuing
education, say, for one month each
year. That will keep labour up to date
and generate multiple skills too. Such
~ell trained labour, runs little risk of
loss of iivelihood and will be far more '
secure than in the presenfsystem where
sick industries are kept artificially
breathing atrhe cost of both economic
growth and technological
development.

It has not yet been realized that this
kind of training is a public good; that'
it rarely profits th~ employer to
organize such training. On the other
hand; contemporaneous labour is a
natiomil asset. Hence, it should be the
responsibility of the State to meet the
costs of such training. At present, that
cost is deemed unaffordable, but it
will be less than what the State is
paying at present directly and
indirectly. Also, the government has
no clear idea of how to organise such
training.

YOJANA, AUGUST 15, 1994

Receptivity To Innovation
Obviously ,these suggestions will

have to be developed in greater detail.
They may not solve all problems nor
rectify. any one of them completely,
but they are likely to mete out justice
for better than at present-and do so
without introducing artificial
distortions. These suggestions have
been made to indicate that interesting
alternative solutions are available if
only there is a will to seek them. That
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"Our47,000 employees
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THE MATHER AND PLATT 'PACKAGE'
OF FOOD PROCESSING, PRESERVATION & PACKAGING MACHINERY

*

*

*

*

*
*

*

*

*
*

*

~RE-COOLING AND COLDSTORAGE EQUIPMENTS FOR
FRUITS (GRAPES, MANGOES, STRAWBERRIES, LITCHIS, ETC.),
VEGETABLES AND CUTFlLOWERS.
RIPENING CHAMBERS FOR BANANASAND MANGOES.
MUSHROOM PROCESSING AND CANNING LINE.
ESSENTIAL OIL~OLEORESIN AND PECTIN EXTRACTION LINE.
FRUIT & VEGETABLE PREPARATORY, PROC~SSING, AND
CANNING EQUIPMENT.
FRUIT JUICE CONCENTRATION EQUIPMENT.
POTATO CHIPSIFLAKE LINE.
PEAS PREPARATORY AND PROCESSING LINE.
DEHYDRATION LINE.
LEMON JUICE AND OIL EXTRACTION LINE.

*. AUTOMATIC FILLING LINE AND OTHER PACKAGING EQUIPMENT.
BOTTLING LINES.
tURNKEY PROJECTS.

* •FROM SINGLE UNITS TO COMPLETE PROCESSING LINE-CUSTOM-BUILT TO
SUIT NEED BASED INDIVIDUAL REQUIREMENTS.

.*

Mather+Platt"

MATHER AND rLA TT (INDIA) LTD.
. PROCESS MACHINERY GROUP,
POST BOX NO.7
BOMBA Y-PUNE ROAD,
CHINCHW AD, PUNE-411019
TEL .: 776196 {3 LINES).
FAX: 91-0212-771643.
TELEX: PN-0146-251, MPCW-IN

MATHER AND PLATT (INDIA) LTD .
HAMILTON HOUSE, J.N. HERDIA MARC,
BOMBA Y-400038.
TEL: 2618275-77
FAX: 91-022-2614632
TELEX : 011-85125, MPBY IN.
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These are some' of the countries to which our dyes and Intermediates are regularly exported. But more

Importantly, they are homes to some of the world's leading dye and Intermediate user companies. Whose standards

are as good as their reputation. Living up to which Is tough.

But we do. Which Iswhy we set up the ullra"modern 'Kroma Lab', our R&D division. Equipped II wllh state-of-the-

art Instruments like Computer Colour Matching Spectrophotometer, High Pressure Liquid C~romatograph, UVVis.,

.Spectrophotometer and High Performance Thin Layer Chromatograph.

Not Just to formulate high quallly dyes and Intermediates but also to help maintain consistency of quality. Just

the reason why we use our own Interm.edlates to make dyes. Because consistency of quality, as you know, Is a .key
factor behind the success of a dye company.

Moreover, to ensure quality control at every stage of production, we have religiously commlUed ourselves to TOM.

So, next lime, come to us for dyes and dye Intermediates. We have a whole new world opened up for you .

~
METROCHEM
INDUSTRIES LTD.

.Corporale Office: 508-509. "SHIW. C.G. Road. Navrangpura. Ahmedabad-38Q 009. India.
P~one: 423212, 427713 Telex: 121'6647 MTRO 11-1,121-6083 ANIL IN Fax: 91-272-427838.
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Surind~rSud'

and varied agro~clima:tic conditions,
stands to gain in particular.
Globalisation would expand the market
forIndian farmers, it is felt. But the
country would have to cope with the
stringent sanitary and phyto-sanitary
measures envisaged in the accord.
Besides, conscio.us efforts would have
to be made to give a distinct export-
orientation to production. Various trade
. laws would have to be amended and
new ones introduced to enable traders
function effectively in both domestic
and international markets. Fresh
inve~tment shou\d be made in those
sectors where the country has an edge
over the: other players in the world
market. Fortunately, efforts seems to
be already afoot in some of these are~s.

GATT Accord
•

And
Agricultural Exports

New Provisions
The trade in farm goods has de

The Commerce Ministry, which
represented the country in prolonged
negotiations that led to the finalisation
oftheGA IT accord, feels that itwould
result in significant expansion i~ world
trade in agricultural commodities.
"India should be able to increase its
own expOits by US $ 15to two bi Ilion
annually in addition to the normal
growth", the Commerce Minister, Mr
Pranab Mukherjee stated in Parliament.
:This estimate is based. on the
assumption that reduction in export
subsidies on agricuItureby the
developed countries would make
Indian agricultural exports more
competitive in the wodd market.The
Minister had also pointed out that
despite their strong reservations
regarding permitting thcimport of rice,
even countries like Japan and SOLith
Korea had agreed to allow market
access for rice to .other exporting
countries. Experts believe that several
other agricultural C0111mlfditics,
including sugar; which have been
..subsidised by many countries, wOllld
, now find a place in the international
bazaar.Export Potential

The Indian agriculture, which has
tremendous inherent export potential
thanks to its vast diversity of products,

not fear much. The level playing field
likely to be provideq to them in the
international market of agricultural
goods with the implementation of the
new GA IT provisions should, in faCt,
help them increase their exports.

There is, however one rider to it.
These countries would have to improve
the production efficiency of their farm
sectors to be able to compete in the .
international market. Besides, the
quality of the produce, too, would hav,e
to be, improved substantially to
conform to the global standards which
have already been set by the developed
countries which have so fai' doininated
the international market.

THE ~mpact of the historic GAIT
accord would indeed be more dramatic
on agricultural trade than in other
spheres. This is because there have so
far been no rigid rules and principles
to guide the global trade in farm.goods.
The major players in the world market
have managed to manipulate it to suit
their vested interests through domestic
and export subsidies and tariff and
non-tariff barriers. The GATT
.agreement would, for the first time,
bring it Lmder an international
discipline. .

Close scrutiny of the GAIT accord
indicates .that its positive impact on
agriculture i11 developing countries
may outweigh the negative aspects.
Predominantly agricultural countries
)ike India which have managed to
develop a strong research and
development base of their own need
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poor farmers, the effective AMS in the
country would come to only around
two percent. This is based on the
premise that about 30 per cent of the
land is owned by small and marginal
farmers.

Subsidy Factor
The provision in the GATT

agreement regarding the cut JJ1

subsidised volume of exports also III

>i~{);/\i?~:}?:;::::::::::::: ..... "..

<:::::~:}~):::):{:~:)::::::}::::~<\:);:<:{<~:>?:>~:/?)):::::::t?>;/u:::r::::;:;:::h:;::\;i:}:~:'::;

budgetary support for export subsidies
would, most pj'obably, make goods of
developed .countries costlier,
improving the cost competitiven~ss of
Indian products. The developed
countries would also have to cut down
agricultural subsidies beyond the 10
percent level. This would furtherpush
up their cost of production of farm
commodities. India, on the other hand,

. does not have to do anything of the
kind as its subsidies at present are well
within.the prescribed limits for most
products. Indeed, theoretically, there
is no baron Indiaon introducing limited
export subsidies, if it so desires, to
gain an added advantage on this count.

Besides, it is provided in the accord
that during the period of
implementation developing countries

. shall not be required to undertake
commitments in respect of internal
transport and freight charges on ex port
shipments. It also lays down that the
proVisions of subsidies to reduce the
costs of marketing exports of

domestic consumtpion to start with
and would be expanded to reach five
per cent over a period of six years.

Fordevelopingcountries, however,
the minimum market access
commitment would be Jess, at two-
thirds of what is specified for others-
that is two per cent to begin with and
then rising to 3.33 per cent over a
longer period of ten years.
Significantly, it stipulates that the

. actual market access (meaning
imports) cannot, at any stage, be less
than ,lctual average annual imports
during the period 1986 to 1988.

AMS
In the case of agricultural subsidies,

the GATT agreement requires
calcu lation to be madeby each country
regarding Aggregate Measurement of
Support (AMS) separately for product
specific and non-product specific
subsidies. For developing countries, a
limit of I0 per cent has been stipulated
separately for these two kinds of
subsidies below which there is no .
obligation to make any rt;duction. The
countries having aggregate measure
of support in excess of 10 per cent are
required to reduce the present level of

. domestic support by 20 per cent

For all the countries, the
expenditures on general government
services are excluded from the purview
of calculation of AMS.For the
computation of non-product specific
subsidies, the inputs to be considered
are: fertilisers, agricultural credit,
electricity and irrigation water.

The calculations made by the
Commerce Ministry show that the
AMS for non-product specific
subsidies in India works out to between
2.9 percent and six percent depending
upon the various possible sets of
assumptions. Since the agreement.
provides for exemption from reduction
commitment to input subsidies
provided to low income and resource

81

facto been excluded from the earlier
GATT system through specific
exemptions: There were no curbs on
domestic support as well as export
subsidies. Several kinds of non-tariff
barriers had also been imposed by
major players in international market
to gain an advantageous position vis-
a-vis smaller players.

The present GATT accord, on the
.other hand, has elaborate and well
defined provisions for guiding global
trade in farm goods. It envisages the
subsidised volume of exports to be
reduced by 21 per cel;t whi Ie the
budgetary supportJor export su bsi dies
in terms of value to be cut down by 36
percent over a period of six years from
the date of enforcement of the new
provisrons.

On imports of agricultural
commodities, [he provision of the
GATT is clear: market access can be

.restricted only forbaJanceofpayments
considel~atjons and not for protection
of domestic agriculture. Elaborating i~

further, the accord lays down that such
restrictions on imports must be price-
based alone so that all non-tariff
measures including quantitative curbs
would have to be converted into their
tariffequivalcnts. It makes it incumbent
tor all countries toprovide aguaranteed
minimum market access to imports
which would be three per cent of
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agricultural products including the cost
of international transport and freight
will not apply to the developing
countries during this period:

Phyto-Sanitary
Of the various provisions of the

GATT, the stipulations regarding the
. sanitary and phyto-sanitary measures
.,are causing concern to India. This is
. because these provisions may be used
as r'lOn-tariff barriers for impeding
exports from India and other
developing countries.

To harmonise sanitary and phyto-
sanitary procedures, it is provided that
contracting parties shall base their
sanitary and phyto-sanitary measures
on international standards, guidelines
or recommendations where they exist
and generally adopt a. transparent.
, quarantine policy. •

However, actually some safeguards
are also provjded in the agreemeht to
prevent the misuse of these provisions.
While recognising the rightof countries
to protect human, animal or plant life
or health, the agreement enjoins upon
them to ensure that sanitary and phyto-
sanitary measures are based on
scientific principles' applied only to
the extent necessary. This, in away,
should help ensure that thesemeasures

82

. are not used as a disguised restriction'
on trade.

In any case, India cannot escape
from improving its sanitary and phyto-
sanitary measures and introducing a
sound, uniform and transparent system
in this regard. Such a move is, in fact,
both necessary and desirable. It will
indeed be in the long term interest of
the country. Even the domestic market
would stand to gain in the process.

Advisory Committee'
Fortunately, the government seems

to be alive to the constraints as well as
opportunities emanating from the
GATT accord. This is reflected in the
move to set up a scientific advisory
committee, headed by the well known
agricultural expert, Dr. M.S.
Swaminathan, to study the immense
potential for the growth of agreement
in the post-Uruguay phase' of rule-
based trading regime. The committee
includes secretaries of the Ministries
of . Commerce, Agriculture;

. Agricultural Research and Education
and Depart~ent of Biotechnology as
members. It also has representatives
from the private sector like ITC;
Hindustan Lever, Tata Tea, Indo-
American Hybrid Seeds, United-
Planters Association of India" the
Federation of Indian Chambers' of
Commerce and Industry (FlCCI) and
the Federation of Indian Exporters
,Organisation.

The committee has been asked
specifically to suggest measures
necessary to achieve the following
objectives:

To take advantage of the emerging
trade opportunities following the
world trade agreement in.
plantation crops, agricultural
commodities - and. aquatic
products.

To re-orient research strategies at
the production and' post-harvest
levels, especially packaging, so

as to meetthe current and emerging
ecological and consumer quality
. considerations for export
promotion.

To improve exports and
simultaneously . provide
opportUnItIes for skilled
employment to rural women and
men in areas such as horticulture,
high value products, health foods
and production of high quality
seeds and ~lanting material. '

To evolve methods whereby
research done by various
institutions can be shared and a
common strategy fopnulated.

To formulate a policy framework
for promotion of new technologies
in plantations and agricultural
exports.

Horticultural Exports
Boosting farm export has been

declared as a priority area under the
new agricultural policy aimed broadly
at exploiting the lucrati ve world market
for the benefit of the rural people.
Horticulture has in particular been
chosen to be a thrust area for raising
production as well as exports. The
optimism on gaining a foothold in the
global market of these products
emanates as much from the agriculture
sector's. inherent potential' as from
factors like geographical proximity to.
major consuming centres of West Asia,
Far East and even Europe.
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Indian horticultural.exportsat
p~esent suffer fr91TIover-dependence
on a few products-{)nions and okraa. amongst vegetables and mango in
fruits. This basket can easily be
widened even before the new GATT
accord is enforced. The signs of this
happening are already visible. Indian
grapes have found their way to the
diningtables in European homes. There
are several other fruits which can be
exportedwith a bit of marketing effort.
These include hanana,litchi and even
sallie non-traditional ones such as
chikoo,ber, pomegranate, custard
apple, etc. India enjoys an advantage
in terms of quality of many at these
fruits. Forinstance, someoftheworld' s
best varieties of banana are found in
India.

competitors in the export market Presently,nlost ot" the fresh .fruits
include onion, potato, okra; bitter '.and vegetables are destined for West
gourd, chilli and some other seasonal Asia with smaJlquantities going to.
vegetables. Italsohas the capacity and meet the demand of the ethnic
ability to organise exportcoriented population in the U.K. and elsewhere.
productionofsomenon~traditional but With the level playing field likely to
expensive vegetables like asparagus, . be available. after the implementation
celery, bell pepper, sweet corn, etc. of the GATT accord, it should be
Organically grown Indian vegetables possible to enter the more att~acti ve
=======,.,.,.=.,.,.,=.,.".,;",.,.,.,= ...,.,.=,.,..,=,.,,',="""="""=""0"="='="~ European Community market besides:::::::::::::::::.:::::::::::::::::::::::::::::::~;:::;:.:.:.;.; ... ;..•....•
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The. vegetables in which India can - and other farm products C<ln be
man'age to have an edge over its introduced in the international market..

The author is Agriculture Editor.
Business Standard.
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KURUKSHETRA
isalwaysprotitable !

How? If you buy it every month at its normal price ot Rs. 3 per copy, then
you have to pay much more than what you pay for it through your .annual
.subscriptions. But if you subscribe for it, then you save a lot. This is because
we give you heavy discount on your subscriptions!
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Not Just 1509002...
.A Global Thrust ..

~.

~
~~ACCllEOITA1ION

Of CER1FICA1ION
. BOOIES .--015

Modi Alkalies & Chemica.ls Ltd., a leading manufacturer of Caustic.
Soda, Stable Bleaching Powder, Chlorine, Hydrochloric Acid and
Trichloroethylene has been accredited with ISO 9002 Certification.

.Certified by NICQA of U.K., MACL is the first company in theChlor-Alkali
Industry in India to get this prestigi0lJs international recognition.

Indeed, this would impart an impetus to MACL's questfor excellence in quality
and total customer satisfaction, home and abroad.

The first company in "theChlor-Alkalilndustry in India to get
ISO 9002.

.~ MODI-ALKALIES & CHEMICALS LTD.
~ 18, CommunityCemre, New Friends Colony, New Delhi-110 065,India

Ph: 6838208, 6831973,6831773; Telex: 031-75075; Fax: 011-6831851
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Perfectly balanced -MOU commitments met.

On the gobal front - Global Deposits moVeclose
to Rs. 20,000 crores. Domestic deposits up by
23.5%.
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Reaping rich rewards. - Net Profit more than
quadruples toRs.120.35crores (after making
necessaryprovisions).

Setting new standards - CapitalAdequacy RatIo
shoots up to a record 12.06%, well above the
minimum stipulated 8%- a full year ahead.

Another record - Owned Funds cross a new
landmark to reach Rs.1,566 crores - the highest
among all,Nationalised Banks.

Always a step ahead. Always behind you.

Yes,at CanaraBank,growth is something thatis quite
natural. That's why you'll find, it's been cherished,.
nurtured and guarded for over 88 years.

GroWth is something
at comes to us

naturally

~ .••••• "L.. d'<5f5
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CANARABANK
(A Government of India Undertaking) . .

H.D. : J.e. Hoad, Bangalore" 560 002.
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With 6est
compfiments
from The

Seahorse Group.

Our spectrum of actiVities includes.: Container
Services. Ship Management. Marine & Cargo
Survey. Marine Superintendence • Container
leasing • Container Repairs & Refurbishing;
Clearing & Forwarding •.

We w!sh your venlure every success:

SEAHORSE SHIP ACENCIES PVT. LTD.
Apsara Building.(Meena Bazar).
Colaba Causeway: Bombay 400 039
TEL: 2833131/152-1173/196
TLX:011. 83534 555B IN FAX: 2021992 .

OTHER. GROUP COMPANIES:

o MARINE CONTAINER SERVICE
Ship Ag&ney / Container Leasing

o OMEGA INTERMODAL CONTAINER
SERVICES PVT. LTD.
Container Repairs I Depot Operation

o UNICORN EXPORTS
. Exports

o OMEGA FORWARDERS
Clearing & FOIWarding

Branches at : Calcutta, Madras. New Delhi'& Bangalore
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Oral I Postal Coaching - English I Telugu Media

Comprehensive scientific approach to bring out your potentiality
and talent and to prepare you for various Competitive

Examinations, Keeping in view the requirements and recent trends.

UPSC, APPSC, BSRB, RRB, RBI, SSC, LIC, GIC

Join the only Institute that has produced

~ ?8)(Q)(Q) ~[E[LJ~(Cu~(Q)~~
fOR 1r~El~S1r ~2YEARS

Director: B.V. RAJU
M.A. (Eco), M.A. (PoL), M.A.(Eng.),

MA(His), MA (Arcy.), M.Com., M.Sc.(Maths).

COLLEGE OF COMPETITIONS
. I

210, Rahmath Complex, Ameerpet X Roads, Hyderabad - 873.
- ! - -



IOC-41192

Regd. No. RN 949/57
Licensed U (D).52 to post without pre-payment at ND~SO, New Delhi (Delhi Post) P& T Regd. DL/12037/94

/

INDIAN OIL CORPORATION LIMITED

,
"/

PUBLISHED BY DIRECTOR~ PUBLICATIONS DIviSION, PATIALA HOUSE, NEW DELHI-HOOOI
AND PRINTED BY RAKESH PRESS, A-7, NARAINA INDUSTRIAL AREA, PHASE-II,

l'l1<'UI T\1<'T T-lLll/\ /\')11 n PHONFS. 1;7071(;7& 5706127

In sign language
it stands for

excellence in petroleum
refining and marketing~.,

It is this excellence that has made Indianoil the largest Indian corporation listed in Fortune's Global 500

~"Excellence that has also enriched the quality of life of our people. The Indianoil symbol means many different

services to over 840 million Indians - wherever they may be"~ From the snowy heights of Ladakh to Kimyakumari

at the southern tip: At leading sea ports andevery'llirport. In the kitchen and on the road. In the factory an&i;:.t.be-'"

field ~ The Indianoil symbol. A recognizable sign of the times, Committed to bringing energy to life.
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