THE STATE AND LIBERALISATION : A STUDY OF
INDIA’S CHANGING INDUSTRIAL POLICY (1980—91)

Dissertation submitted to Jawaharlal Nehru University
in partial fulfilment of the requirements
fot the award of the Degree of
MASTER OF PHILOSOPHY

NIKKI SINGH

CENTRE FOR POLITICAL STUDIES
SCHOOL OF SOCIAL SCIENCES
JAWAHARLAL NEHRU UNIVERSITY
NEW DELHI-110 067
INDIA
1993



JAWAHARLAL NEHRU UNIVERSITY
- NEW DELHI-110067, INDIA

CENTRE FOR POLITICAL STUDIES :
SCHOOL OF SOCIAL SCIENCES

DECLARLATION

This 1s to certity that this dissertation entitled "THE
STATE AND - LIBERALISATION: A STUDY OF CHANGES IN INDIA’S
INDUSTRIAL POLICY (1980-91)", submitted by Ms. Nikki Singh
in partial fulfilment of the reguirements fqr the award -of
the degree of MASTER OF PHiLDSdPHY, hés not been previously

submitted for any degree of this or any other University.

This 15 her own work.

We recommend this dissertation be placed before the

examiners for evaluation.

oy - : BEE .
/y A N

DR. SUDHA PAl
SUPERVISOR

L

PROF. ASWINI K. RA
) "CHAIRPERSON

€




First and foremost, I would like to express my grati-
tude towards Dr. Sudha Pai under whom I have been fortunate
enough to work. Without her guidance, a satisfactory com-

pletion of this work would not have been possible.

I would like to say a word of thanks to the staff of
the Jawaharlal Nehru University Library for cooperating with
me in documenting information on my chosen topic of
dissertation as well as the Indian Institute of Public

Administration Library, for providing crucial documents.

A work of thanks to Mr. Om Prskash and Mr. Tiwari for

typing out my dissertation.

N, Lt

NIKKI SINGH



CHAPTER 1

CHAPTER I1I

CHAPTER 111

CHAPTER IV

CONCLUSION

CONTEHNTS

ACKNOWLEDGEMENTS
INTRODUCTION

THE PHILOSOPHY OF INDUSTRIA-
LISATION: CHANGING INDUSTRIAL
POLICY IN INDIA

THE FRAMEWORK OF INDUSTRIAL
POLICY (18508-75): A BACK-
GROUND STUDY

DEBATES CENTERING AROUND
INDUSTRIAL STAGNATION AND
THE MOVE TOWARDS LIRERALI-
SATION

INDUSTRIAL POLICY IN THE
1980S: A NEW BEGINNING

CHANGING ROLE OF THE STATE
IN INDUSTRIAL DEVELOPMENT

STATISTICAL APPENDIX

BIBLIQGRAPHY

PAGES

28

54

72

g3

121

185

27

53

71

98

100

104

110



N e e there 1is 8 view that the Nehruvian path of
development which we have followed during the past 40 years
is ideal and should not be tampared with. This view fails

to take into sccount that after 40 years down this path we

still have over 250 million people living below the poverty
-SUDIPTO MUNDLE

“"The discourse of planning in India in the statist
paradigm ..... the state has been seen as a virtually autono-
mus entity acting on a passive society-or rather that 8
society that could be galvanised into appropriate reponses
desired by planner and policy makers. To this over simpli-
fied paradigm of the free market which also posits an all

powerful state which is the source of of &8ll unproductive

(rent seeking) activities.”

AMIYA KUHAR BAGCHI

The 'aforesaid views are representative of the mood that
is prevailing among the literate and the influential who in
the past few decade have been questioning the relative merit
of the role of the state and that of the market sounded on

the basis of the development experiences in India.



In the period between 1980-1881 the Indian state has
been passing through a phase of great turbulence in the
political arena. Fissiparous tendencies asnd regional move-
ments in different parts of the country have combined with
caste and communal tensions, in both rural and urban areas
leading to what political scientist Atul Kohli has described

s tne ‘vrisis of governsbility in India.’1

At the same time it is shown fo be a period of remarka-
ble contrast, for this period is also'witnessing changes in
the economic policy of the state, in & significant deviation
from the legacy that was carried since the hey day of free-

dom struggle. Such changes have headed toward what have

been popularly known as liberalisation.

Broadly a product of the west, the term liberalisation,
generally means ‘opening up'. In the contemporary interna-
tional sarena, discourses on the changing aspects of the
global economy has come to acquire pre-ponderence over other
issues. Liberalisation in this context is today recognised
as world wide phenomena, especially after tﬁe dismantling of
the Soviet Union and other socialist economies of East
Europe. Developments towards ‘privatization’ or “globali-

zation ' are all part of liberalizstion programmes. Openinig

1. Sudipto Mundle, “Conflicts of Ideas and Powerful Inter-
ests”, The Heek, Dec. 27th, 1981.



up of any given economy has two aspects to it. The first
is the internal aspect that connotes changes at the domes-
tic level in terms of Denstionalization-the transfer of
public property and enterprizes to private investors; Fran- -
chising - contracting out to the private firms a public
services financed by taxes or Deregulation which stands for

liberalization of private enterprize operations from public

1

contrci.

The second is the external aspect which means integrat-
ing the domestic economy with the world economy through
external borrowings; both multilateral and bilateral; export
oriented industrial growth or allowing free entry of multi-

nationals into the domestic arena.

For the purpose of my study, I propose to 1look into
that aspect of liberalization which deals with changes in
the industrial pattern of growth at the domestic level. In
the last two or three decades, the public sector India has
contributed to a large capital base, diversified industrial
structure, 8 degree of self reliance and widespread manage-
rial as well as entrepreneurial talent. However, by the
1880s a transformed picture emerged. The private sector
broadened and matured. The fiscal crisis forced a re-exsmi-~

nation of costs and optimal means of achieving social objec-

1. James Malloy and G. Malloy (eds.), L.A. and Csaribbean
Contemporary Record



tives. The high cost economy was attributed to government

regulation and performances of public enterprises.

What then were the factors which led to review of the
existing policies and to an economy tilting towards libersal-
ization? These were in respect of controls namely adminis-
trative bureaucratic controls, market control and self

defeating nature of price controls, trade controls etc.

Major industrial changes towsrds liberalization in
India, has become a focus of sttention not only among advi-
sors, policy mskers, economist, political scientists etc.,
at home but in international circle as well. Such changes
have come about in two phases: while the second phase is a
contemporary phase where liberalization policies are being
implemented with & series of programme packages yet to
given effect; the first phase of policy changes covers the
entire gamut of the debate that have centred around the need
for liberalization and significant measures initiated by the
state towards a8 more open and competitive econony, 8s a
najor break away -from previous pattern of Nehruvian social-

ism inforced since the time of indenpendence.

The present series of change can only be understood in
the light of the foundatién already provided by the previous

regdimes.



Hy studvy shall be delimited to the <first phase of
Gandhi era.

The hypotheses of my research design is: the role of
the state has changed through the process of industrializa-
tion of India. Literature on political economy will show the
any pattern of industrial development can be implemented via
a strong and viable state. At any given point of time,
while the wunderlying economic condition prevailing in a
country 1is related to its on going process of political
development, & political system that fails to systematically
deal with economic deprivation  as pressing political prob-
lems, can not be said to be represented by state that has

achieved stability and viability.

Before deaiing with central question of industrial
policy changes, in chapters III & IV, I shall dwell into the

‘previous policy framework within which major resolutions

have been taken by the state.



CHAPTER 1

THE PHILOSOPHY OF INDUSTRIALISATION: CHANGING INDUSTRIAL
POLICY IN INDIA

The term "Industrisal Policy’ ™ is a comprehensive concept
which in the context of a mixed economy like ours, includes
the ruies and regulations intended to control and regulate
industrial undertskings of all types i.e. large scale and
small scale industries, the classification of industries into
public and private sector, the monetary and fiscal pclicies
intended to promote industrisal development.1

Problems of India’s largely agrafian economy, apart
from the other sectors, c¢an partly be viewed in the ocontext
of her industrial system. And if at all & sound system
exists, it 1is necessary to understand the background from
which it evolved - that is, the pattern of industrial growth
so envisaged by an independent state, since 1847 and the

objectives of major policy resolutions.

As generally understood, industrialisation is

conceptusally a product of the West ushered in by the

1. Industrial Policy Resolution, 1880, GOI.



Indumtsrirl Revolution that took place first 1in England.
Industrialism which was closely associated with the rise of
capitalism, had been written down by economists right from
Adam Smith in the "HWealth of Nations’, down to Ricardon
theories as favouring a more balanced economy in terms of

better standards of living, employment, education, production

etc.

The paradox was that while industrialisation brought
its positive results to imperial countries, colonisation
prevented 1its rapid growth in the case of countries 1like
Indis. Despite possessing geographicsl, cultural and
economic advantages over other countries, prior to the advent
of the Industrial Revolution, India could not experience a
healthy development along indﬁstrial lines. Historiasns 1like
Sumit Sarksar, A.R. Desai and D.R. Gadgil attributed decline
in Indian industries to the policies of the British
Government. Eminent authors such as R.C. Dutt and Dadabai
Noaroji have pointed to the drain of wealth in India as a
result of British policies. Indigenous industries that
already existed, not only declined in the course of time, but

disappeared sltogether in the economic field.

Industriaslization after independence came to be
unanimously approved &as major steps towards rejuvenating an

impoverished economy. Nationalist 1leader in the Awadhi



Session of the Congress (1855) were agreed that the econonmy
development was to be achieved through industrisalization on
the basis of modern science &and technology. What wsas
peculiar in this option, however, was the fact that in s
-country which was largely agrsarian, not only economically,
but salsoc in the context of the mental set up of a large chunk
of its society, rapid industrialization was chosen as the

road to building a self reliant modern economy to make its

political freedom secure and meaningful.

Although voices favouring agricultural predominance was
raised in the course of debates ensuing around the issue of
growth and development, consensus emerged on the question of
industrisalization, it was agreed that a country having
special advantages in agriculture need not be taken as unfit

1
for manufacturing industries.

India’s 1industrial system consists of policies plans
and regulations. Policies lay down broadly the objectives

and their rationale as well as the strategy to subserve these

1. Rajni Kothari, Politicas in_India,



objectives. The plans lay down in specific terms the targets
of expenditure and physical achievements for major groups of
activity 1in the public sector as well as the private sector
on the basis of the general approach laid down in the policy
framework and within the objective and strategy of each plan. .
The execution of the plans is sought through public sector
outlay and private sector investment within the framework of
an existing system of regulations which 1is subject to
modifications from time to time.1

The broad objectives of industrial policy in India have
been periodically articulated in the Industrial Policy
Resolutions of 1848, 1856 and 1873 and the changes

significantly made in the 1I.P. Resolutions of 1980 and 1991.

Before making a brief outline of the sbove policies, it
is necessary to understand the line of demarcation that was
arrived at by our planners between the role of the state and
that of private capital within the basic framework of

industrial plasnning in a mixed economy like Indis.

1. Sandesara, J.C., Small-Scale Industrialisation: The
Indian Experience, EPW, 26th March, 1888, Vol.23,
p.640.



THE SCALE OF PUBLIC AND PRIVATE ENTERPRISE

The very role of the public sector so envisaged by our
policy frameworks shapened the nature of the state that was
to decide for a post colonial society like India. This is in
contrast to a corporatist market dominated system in which
the leading actors are the local and foreign Qapital working
in close collaboration with the state. The existence of an
interventionist state institutionalised through a democratic
process 8s provided by the constitution and was build around
the three objectives of growth, self-reliance and social

1
justice underlying the needs of a developing society.

it was sagreed that the public sector would hold the
commanding heights of the economy, for it was to take the

responsibility of creating s large capital bsse and and

diversified industrial structure.

Looking into the dynamics of history, an increasing
role of the interventionist state in India is in conformity
with the trends of global economic mechanisms. Not only have

countries of delayed industrialization experienced more

1. CONSTITUTIOR OF INDIA, as modified upto October, 1968.
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asctive role of the state but even in countries like Germany
and Japsan, the degree of state participation in developmental
activites have been high. Modern economic discourses viz.
Reaganomics and Thatcherism® best outline the new role of
more powerful states have evolved in a changing global order.
It 1is therefore a viable state that provides direction and
structures in any system. The difference lies in that in a
market economy while the state merely regulates in varying
degree the mechanisms of demand, supély and prices, the
government through state enterprises itself participates in

many activities in Indisa.

¥hile the publie sector was to be the king pin 1in
developingd & strong infrastructure for industries in India,
the private sector on the other hand was to complement its

role and investment in aresas wherever required.

In order to allay any apprehensions that an active role
assigned to the public sector might arouse among private
enterpreneurs, the Industrial Policy Resolution 1848 issued
by the Government of India, broadly demarcated the divison of
responsibility between the public and private sectors. It

divided industries into four catedories:

(1) Defence strategic industries including manufacturing

arms and ammunitions, atomic energy. Management of railways

11



has to be the exlusive monopoly of the state.

(2) Basic key industries including steel, iron, ship
building manufacture of aircrafts, telephone and telegraph
equipments which were to remain with existing private
undertakings. With resasonable opportuﬂities for expansion

allowed to them, new undertakings were to be set up only by

the state.

(3) - Twenty important industries including heavy machinery,
machine tools, electrical equipments, automobiles, sugar etc
were to be with the private sector but subject to govérnment

control and regulation.

(4) The residual industries were to be run by private

enterprise but were subject to general control of the state.

THE INDUSTRIAL POLICY STATEHENT, 1856

The First Five Year Plan concentrated on agriculture,
irridation and transport with other overheads. In the field
of 1industry it had confined itself lardely to measures for
fuller utilisation of existing capacity. By the close of the
First Plan, the economy had overcome the critical shortages
resulting from the partition and a measure of stability had

been attained.

12



Agsinmet this background the second plan took a turn
towards rapid industrialisation and accorded high priority to
heavy industry particularly iron and steel. The previous
policy statement was revised in the light of &8 strongder

commitment to a socialistic pattern of development, in 1856.

The I.P. statement substituted a three-fold
classification of industries Ffor the earlier four-fold

classification the new categories were:

SCHEDULE A industries were those whose future development

was to be the exclusive responsibility of the states, there

were 17 such industries.

SCHEDULE B included 12 industries which were to be
prodessively state owned. 1In these areas, the state would
gdenerally take the initiative in establishing new
undertakings but private enterprises were also expected to
supplement the efforts of the state. The industries in the
schedule included alumunium and other non-ferrous metals not

included in Schedule A.

SCHEDULE C : Included residual industries whose future

development was Lu be 1eft to the initiative and enterprise

of the private sector.

13



INDUSTRIAL LICENSING

General objectives of policy formulation and specific
priorities of industrial devélopment were laid down in I.P.
Resolutions &and the successive Five Year Plans the two
principal instruments designed to achieve these priorities

and goals were:

(1) a system of industrial licensing under the Industries

(Development and Regulation) Act 1851.

(2) The Foreidn Exchange Regulations Act 1946 thst provided
a syétem of import licensing and other trade policy measures

designed to foster import substitution oriented

industrialization.

The rationale behind industrial licensing is that in s
resource scarce economy such as India, there lies the need to
‘direct” the process of industrisl growth along a path

consistent with broad objectives of the existing policy

framework.

Under the Act of 1851, a license was now required to
set up a8 new industries, or for substantial expansion of

capacity in the existing line or manufacture, or taking up

manufacture of a new article.

14



Is  the 1480 s these wam a widespread feeling that the
actual working of the Industries(Development and Regulation)
Act had not served its origin;l purpose. In 1966 a Committee
under Dr. R.K. Hazari, was appointed to review the
implementation of the Act. The report of this committee
(Industrial Planning and Licensing Policy, Final Report 1867)
brought out several loopholes in the existing industrial
licensing system the report brought out unhealthy practises
of leading business houses in trying to monopolise 1licenses,
therein preventing entry of new enterpreneurs to set up
units neglidence in following up the progress in
implementation of licenses by the state contributed to

malpractises, regional disparities and other maladies.

DUTT COHMITTEE REPORT (1868)

A discussion of the Hazari Committee Report led to the
appointment of the Industrial Licensing Policy Enquiry
Committee in 18967 to inguire into the working of the
licensing system and to suddest recommendaticns for removing

defects.

The committee revealed that there was substantisl
growth of big business in India, which was inconsistence with
the goal of distributive justice. Besides, exemptions were

being misused by a particular section of the private sector

15



and overall, medium and small scals sector suffered

neglidence. ...

The committee suggested ceilings to be placed on
expansion of industrial units in connection with which it
identified 20 "larder industrial houses” (with assets
exceeding Rs.20 crores) and 53 "large independent concerne”
(with assets exceeding Rs.5 crores).1

Its recommendations were embodied in the Monopolies
Restrictive Trade Practicesd Act (1868) , on the basis of the
findings and recommendations of the Dutt Committee report the

government issued”™ the new INDUSTRIAL POLICY STATEMENT

(1870).

In the statement, a list of core industries consisting
of basic and critical strategic industries was drawn up.
Accordingly, in the c¢ore and heavy investment sectors
outside industries reserved for the public sector under the I
P Resolution 1856, larger industrial houses and the branches
and subsidiaries of foreidn companies, were expected, along

with other applicants, to set up enterprises.

1. I.L.P.I.C. Report, 1968.
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The concept of the Joint (State-private) sector
sugested by the Dutt Committee was accepted in principle. As
& sequel to this venture, greater participation of public
finance institutions was sugdested in the management of
industries, especially at the policy making level of major
projects, where substantial assistance from these

institutions was involved.

By the end of the Indo-Pakistan war of 1871, the
implementation of industriasl policies so far formulated
failed to reach plan targets. Drought conditions, wars and
other maladies took their toll but economists, advisors and
other sauthors were now critical of the existing licensing
policy. The licensing system that stood for government
regulations, closed competition and self-sufficiency actually

led to stagnation and low rates of industrial growth.

If liberalisation was ever thought of, then, it was in

1971-75 when the existing government decided to liberalise

- LI S A W
-

the existing industrial systes ui vhé pléa iLhiat there was an

urdent need to increase industrial output.

LIBERALISATION OF INDUSTRIAL POLICY (1871-75)

The main provisions of the industrial policy was framed

17



to necessitate the implementation of the approved development

strategy of the Fifth Five Year Plan (1874-78).

Liberalisation measures in particular included
rethinking on India’s adopted strategy of Import Jubstitution
In the 1literature on ISI, many 1liberal economists have
pointed to the manifold inefficiencies arising from “the
bureaucratic allocation mechanisms of restricted foreign
trade regime".1

While the overall impact of import substitution may not
have been negligible in fostering skill-formation in a whole
range of sophisticated manufacturing induétries. Such a
policy had begun to shelter, many “white elephants” in PSUs
and lined many pockets in the corridors of power, that too at
the 1immediate cost of consumers and industrial users of

8
domestic intermediate and capital goods.

Another highlighted festure was the encoursgement of
cooperatives and small and medium enterpreneurs participating

in the production of mass consumption goods.

1. Bhagwati and Srinivasan (1875).
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INDUSTRIAL POLICY STATEHENT (DECEHBER 1877) ' -

The new Jsasnats government that came to power at the
centre in March 1977 strongly favoured cottage and small
scale industries, particularly heavy industry that had been
the trend of the previous regime. Large-scale industries
were to have s more restricted ares of operation comprising
basic industries, capital goods industries, high technology
industries and other industries previously considered
essential for the development of the economy. Other main
thrusts of the policy were : dispersal of industries away
from metropolitan sreas simplification of licensing
procedures, especially for the small scale sector, raising
the upper limit of industrial licensing from Rs.l crore to
Rs. 3 crores and simplification of the procedures for import
of capital goods; Financial institutions, as in the case of
IDBI for large-scale industries, were set up to lend credit

to small scale industries.

INDUSTRIAL POLICY STATEHENT (JULY 1988)

There was a sharp decline in industriai production in
1978-88. The index of industrial production (1878=188). For
manufacturing industries declined from 146.5 in 1978-78 to
143.5 in 1978-88. Reiterating the basic framework of the

Industrial Policy Resolution of 1856 and the government

19



commitment that the public sector would continue, to occupy a
commanding position in the economy the new regime that came

to power in January 1980, made certain modificsations within

the framework of the existing policy Resolution.

The new policy statement of July 1980 putforth the
following objectives:
(1) Increase in industrial production through optimum
tulisation of installed capacity, expansion of industries so
as to reverse the previous yeérs set back to the
manufacturing sector
(2) Rapid and balanced industrialisation of the country
with a_view to benefiting the common mass was by 1incressed
svailability of goods st reasonsble prices, larger employment
and higher per capita income; and

(3) Promotion of production for exports.

Measures were épecially improvised to step up Export
Promotion. These included exlusion of export-oriented units
from the provisions of the Monopoly and Restrictive Practices
Act 1969; duty free import capital of goods, raw materials
components for export production; concessions in respect of
central excise and other central levies to. 100 per cent
export industries msnufacturing non-traditional items;

special consideration to applications for setting up 180%



export; relaxation in industrial location policy towards
providing natural growth of units for export - production and

setting up of export -oriented Free Trade Zones.

Other messures tasken were for fuller utilisastion of the
existing capacity in the country. Such measures were made
conspiquous by adoption of a technology policy of develoéing
indegenous technology and efficient absorption of imported
veciinolody suited vtv uictional priorities resources, savings
energy, raising the competitive capsability of industry. Most
important, incentives were given to NRI's (Non-Resident
Indians) and persons of Indiasn origin to invest 1in Indis,
progressive delicensing of industries and raising the

exemption 1limit for industrial licensing and a decision in

1881 to engage foreign parties in the exploration of oil

resources.

The provisions so embodied in the new industrial policy
statement in 1988, reflected a wind of change and slterations
in the basic approach towards industrialization, of the very
same party -which had initiated the previous industrisl

decisions and had now come back to power in 1880.

By 1985-86, the government began to initiste a8 number
of measures aimed &t removing constraints on industrial

growth and providing a congenial environment for development.

‘ TH- U\7@\

338.954
Si645 St

. B |

TH4701 -\
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The major measures were in the following areas:

(1) LIBERALISATION OF LICENSING CAPACITY : In order to

introduce the latest technology with a view to give further

impetus to industry, the écheme for re-endorsement of
cspacity was liberalised. The Government granted asutomatic
increase to those industrial units working to achieve
economies of scsle and 494 rise in. capacity due to
modernisation was allowed. On Jan. 38th 1888, the Govt.
decided to delicense 23 industries of MRTP and FERA

companies, provided the industrial undertaking was located in

any of the centrally declared backward areas.

(ii) NEW CONCEPT OF BROAD-BANDING INTRODUCED: The concept of
broad banding was introduced in s large number of items such
as machine tools, motoré, two-wheelers, four-wheelers, Paper
and Paper Pulp, chemicals enterprises, electronics etc. The
basic advantage was that licenses issued interms of broad
categories would enable a given undertsking to manufacture
any type of items covered so long as total production did not

exceed the overall license capacity.

(iii) THE ASSET LIMIT OF HRTP COHPANIES RAISED: The threshold
asset limit of campanies (large-scale industries) under MRTP
ACT was beyond from Rs.20 crores. As a consequences, 112

companies come out of the purview of MRTP Act. In December

22



1985, 22 industries were de-licensed for MRTP and FERA.

Comapny controls were virtually abolished on these 22

industries.

(iv) SMALL-SCALE UNITS: The Small-Scale enterprise has been
defined as one having investment upto Rs.35 lakhs in plant
and machinery, and in the case of ancillary units, it has
been revised to Rs. 45 lakhs. ﬁearly 208 itmes which were on

the reservation list were made open for the medium and large-

scale sector.

Recent changdes have envisaged an enlarged role for the
private sector and the economy is gradually being opened to
foreign corporations, offering high technology. There has
been greater stress on ipternal financing and borrowings from
the capital market. The rationale behind the changes is that
i) Public Sector has not been able to create enough
infrastructure facilities or resources. ii) Controls though
necessary, failed to achieve their purpose due to faulty
implementation. 1iii) Liberalisation induces competition in
many sectors and competition is expécted to promote
efficiency, upgradation of technology, improvement in quality
and reduction in cost of production even while weeding out
sick and inefficient units and iv) as Indian Economy has
become more complex and has many more linkages than before

through which it can produce a large variety of good and

23



services, the use of market forces for governing allocation

of resources becomes a more sappropriate instrument of

development planning.

INDUSTRIAL POLKICY STATEMENT 1881

The industrial policy text of 1891, that was announced
on July 24th 1991 could be referred to as a landmark in the
way of freeing industry from constricting bureaucratic
controls. This covers the entire gamut of private
investment, especially foreign investment sand technology
agreements,'interms of relaxation of rules. Aimed at msaking

Indian industries competitive not only at the domestic 1level

but the international level as well, “..... this would bring

abundant advantages of technology transfer, market

expenditure, of modern mansagerial techniques and new
1.

possibilities for promotion of exports™.

The policy statement places focus on the following

areas:

1. - Ahluwalia, I1.J., Industrial Growth; Stagnation in
India Since the mid 68°s.
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(i) Industrial Licensing
(1i) Foreign investment
(iii) Foreign Technology
(iv) Public Sector Policy

(v) MRTP Act.

The new industrial policy first did away with all
industrial licensing, irrespective of the level of
investment, except in industries related to security and
strategic concern; social reasons, environmental issues and

manufacture of products of hazardous nature.

The role of the'public sector was redefined withthe
intention of changing the degree of participation of the
private sector in industrial development. Out of the 17
areas now reserved for public sector investment, only 8 aress
remained so. The NIP sannounced removal of all manufacturing
industries from the reserved list except those industries
where security and strategic concerns dominate. Autonomy was
toc be offered to pdblic sector management so that a kind of

“industrial culture’ could be inculcated pertaining to a more
19
business like atmosphere.

FOREIGN COLLABORATION:

25



Foreign investments in India was traditionally tightly
regulated in India. Specific prior approvals were necessary
for both foreign technology agreements sought by Indian firms

as well as foreign investment.

With the expansion of industrial activity in the
country, case by case approval became unwieldly. Moreover,
withincreasing technical sophistication of Indian firms,

there now was little scope for government interference.

For a specified 1list of high investment and
technolgoy priority industries, firms were to receive
automatic approval to make any foreign technology agreements
with certain guidelines. These guidelines were to allow royal

agreement upto 5% to of domestic sales and 8% of export

sales.

Besides foreign companies could now hold 51% equity
shares in 8 domestic industry campared to the previous figure
of 406%. The purpose was to increase the limit of foreign
participstion in industrial activities in India. The thrust

of the 'MRTP Act was now confined to merely controlling

unfair business practises.

The main theme put forward by this New Industrial

Policy Resoclution was “"continuity with change”. While self-

28



reliance would continue to be the guiding policy, grester
emphasis would be placed on "building the ability to pay for
imports through foreign exchange earnings...... and increasing

competitiveness of domestic industry.”

The Union Budget that was presented in the same year
for 1980-91 by the Finance Minister Man Mohan Singh was

largely based on the sbove Industrial Policy Resolution.
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CHAPTER I1

THE FRAHEWORK OF INDUSTRIAL POLICY (1858-75):
A BACKGROUND STUDY

The present shift towards liberalisation, aqd for our
immediate concern, in the context of Industrial Policy
decisions can best be explicable agsinst a background refer-
ence to the framework of development strategy that had
evolved since the time of Independence. This framework
which was based on what came to be known as “Nehruvian
Pattern of Socislism" was arrived at under circumstances

peculiar to that of a post-colonial society like India.

A BRIEF HISTORY

Girish Mishra is quoted to have ssaid: "Political inde-
pendence of the country wss accompanied by its partition.
There was communal frenzy leading to enormous loss of lives
and property and serious dislocation of the economy
especially the closure of a large ﬁumber of cotton—taxtiles
and Jjute mills...." “Notwithstanding immediate political
snd economic difficulties, the Congress grappled with the

problem of creating an independent industrialised economy.“1

Deliberate policy making with state help for the pur-

pose of facilitating economic development was not the brain-

1. S. Gopal (ed.), Selected Horks of Jawaharlal Nehru
(Second Series), Vol.1, New Delhi, 1984, p.20.
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child of Nehru alone. Rather, its roots lay in the esarly
thinking on India’s economic situation developed during the
hey day of freedom struggle. Since the mid-18th century, a
section of the growing Indisn intelligentsia, from Raja Ram
Mohan Roy to Dadabhsi Naoroji, R.C. Dutt, M.G. Ranade, G.K.
Gokhale and the more Swadeshi leaders like Tilak (Chandra,
1969) had developed perceptions of the nature of the coloni-
al economy and the economic underdevelopment, India as a
colonial nation was charscterised with.1 However Bipan
Chandra rightly concluded that there was a great deal of
divergence in the political and economic thinking of
erstwhile national 1leaders. While they wanted to retain
India 8s a self-governing entity - complete independence
still appearing nowhere in present sight - their economic
stand was anti-imperialist with a desire for overall change
in Indo-British economic relations asimed at undermining the

very foundations of British imperialism.

When the new generation of nationsalists arrived on the
scene in 1820, they were able to resolve their contradic-
tions under qualitatively new situations and conditions.
Much of the new economic thinking at this time reverts to
two dominant sets of contradictory ideas expressed by Mahst-

ma Gandhi on the one hand and Pt. J.L. Nehru on the other,

1. Shankar Ghose, Modern Indisn Political Thought, op.
cit., p.75.
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who stood close to each other at the time when the freedonm
struggle came to acquire s mass-base. Taking a concise 1look
into the central theme of Nehruvian thought vis-a-vis Gand-
hiji's growth plgn, one discovers that their ideas repre-
sented an unlikely blend of the religious morality preached
by Mahatma Gandhi and socialist ideas of Nehru based on the

materialist philosophy advanced by Marx.

Gandhi’'s prominent ideas held that economic independ-
ence could not be a product of industrialisation of the
modern, western type and had an aversiontoc it throughout his
life. He wished to return to the old village community with
its unity of agriculture snd industry. Nehru snd his col-

leagues were not persuaded and there were fundamental dif-

ferences.1

Nehru turned -out to be a staunch advocate of centra-
lised planning and industrislisation. He was to later write
in‘his Discovery of Lndia: "No country can be politically or
economically independent, even within the framework of
international dependence, unless it is highly industrialised
and has developed its power resocurces to the utmost nor can
it achieve or maintain its high standards of living, 1liqui-

date poverty without the aid of modern technology in almost

1. Francine Frankel, India’s Political Economy (1847-77),

Oxford Univ. Press, (Oxford) Princeton Univ. Press,
,1878, 1884, pp.108-11.
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every sphere of life.”

Moreover, within the pretext of industrial planning,
while Gandhi stood for decentralisation and economic devel-
opment beginning from grassroots level - "that 1is the
village, Nehru advocated centralised planning as indispens-
able for economic growth. He believed that the transforma-
tion of the Indian economy could only be brought about

through active state intervention.1

Nehru’'s views found their most vociferous expression in
the set of national economic policies based on the Reports
of the National Planning Committee set up in 1838 and

chaired by Pt. Nehru himself and of the Bombay Plan 1944-45.

Both the NPC and Bombay Plsn emphasized that rsapid
industrialisation and all-round self-reliant economic devel-
opment was required on a high priority basis fo develop
further a largely agrarisn economy. A Gandhian plan was
also put before the AICC Congress Economic Working Committee
in 1944. But by this time, nationalist leaders were agreed
that India’s economic development was to be achieved through
industrialisation on the basis of modern science and tech-
nology. Gandhisn principles related to small-scale and

cottage industries were no doubt highlighted, being a msajor

1. S. Gopal (ed.), Selected Horks Qﬁ Jawgharlal Nehru
(Second Series), Vol.1l, New Delhi, 1884, p.425.
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source of employment generstion. Otherwise, since land was

already under a pressure squeeze and subject to diminishing

returns, they held that Indis has to industrialise or per-

ish. Another significant aspect of industrial policy that
nationalists . were agreed upon was the question of minimum
outside interference in the form of foreign aid of any sort,

keeping in mind the objectives of self-sufficiency and self-

reliance underlying the Nehruvian pattern of development.

As it is to be made out, the fashioning of this kind of
ideoclogy took place during the national movement which was
anti-colonial and created a desire for independent develop-
ment. The psttern of colonial economic development was held
to be the result of market forces and 1ai§sez—faire which
was 15 the interest of the metropolitan powers and seen as
hampering the growth of industry in particular. This image
of colonial economic history dominated the thinking of the
elite who came to subscribe to the "industrialisation ideol-
ogy". This ideoclogy arose out of the ideas and writings of
the Nehruvian school of thqught. Besides, being largely
influenced by Soviet planning, the Nehruvian pattern of
national development in terms of industrislisation came to
be accepted by leftist blocs, within and outside the Con-

gress socialist party and the communists, respectively.

The consensus about the rhetoric on planning was based
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on the vision of the activist state. It was at the sanme
time a8lsc based on an agreement that the state would not
interfere in the process of profit-making and establishing
industries by the private sector within society. Nehruvian
socialist ideas recognise the co-existence of the public and
private sector as part of the fabric of Indian politics.
This was welcomed by the industrial bourgeocis class that had
emerged after the Second HWorld War. Big houses, viz.,

Tatas, Birlas, Dalmiss played a decisive role in framing the

Bombay plan.

What was remsrkable about Nehru’'s tactics in handling
any opposition was that all along he consistently tried to
push his programmes before the AICC Economic Programm
Committee while passively accommodating any opposed views
within the higher rungs of the ruling political elite. The
takeover of an existing state apparsatus with least distru-
bances to the powers and class—relatiogs in society, could

in no way be effected without the most thrusting elements of

the ruling class elites in the emerging enterprise of tans-

fer of power.1

That the Nehruvian School of thought could emerge as

the dominant ideology, marginalising other streams of

1. Amiya K. Bagchi, “From a Fractured Compromise to a
Democratic Subscription™, EPY, Annusl Subscription,
1881.
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thought, certain authors attribute it to failure of parties
or persons within the Congress to surpass Nehru. The so-
cialist faction within the Congress began to weaken after
Subhas Bose, a member of the left-oriented leaders, left the
party in 1938. By 1858, Gandhian ideology seized to be -ss
influential as it was, with the death of Mahatma Gandhi.
The only remaining stalwart whose voice remained forceful in
1950 was that of Sardar Vallabhai Patel. His influence was
strong enough to retain the conservative element the draft
of the First Five year Plan and the Industrial (Resolution)
Policy Statement 1848. The result was what Rudolph and
Rudolph referred to as the emergence of an "interventionist
managerial state, pursuing welfare and socialist objectives

this too underwent.“l This too underwent change after his

death in 1951.

The policies of the Indian state aimed at promoting,
guiding and controlling industriasl development are best
reflected and started in the Five Yéar Plans. The
relationship between the government and the two sectors of
the 1industrial economy - the public and private - are 1in

fact best determined by the nature of the Five Year Plans.

By 1851, despite disapproval expressed by the right

1. Rudolph and Rudolph, In Pursuit of Laxmi, The Political
Economy of the Indian State, Orient Longman, Bombay,
1988.
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wing within the Congress, the Planning Commission came 1into
formation as an extra constitutional advisory body intended
to play a keyrole in pushing the policies of the state which

by now came to sppesr as highly centralised and sutonomous.

The final version of the First Five Year Plan pub-
lished, in December 1852 reflected Nehru’'s new authority
over national questions of economic 8nd socisl policy.
Besides, the question of the extent of state controls over
industry and the fact that co-existence of 8 public and
private sector had been accepted as part of the fabric of
the Indian policy from the very beginning was reflected in

the formulstion of the Industrial Policy Resoclution of 1848.

However, 1in the First Plaﬁ, the planners saw agricul-
ture and industry as complementary to each other. It was
the Second Plan, which when after the Industrial Policy
Resolution of‘1958 was approved, that was reflective of the
state emphasis on heavy industry and the investment in the
public sector on a large-scale is seen (W. Melenbaum, 1964;

A. Hanson, 1968; M. Banerjee, 1881).

By this time, Nehru emerged unopposed as the single
leader of the Congress and Nehruvian ideologue based on

social welfare and state intervention was now supported

unanimously by all major section and interest groups. Even

pro-business groups who leaned more towards the conservative
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elements in the Congress were agreed that the private sector
was not in & position to undertake a major chunk of respon-

sibility to build an infrastructure for the purpose of

industrialising a developing society.

Two .preliminary outlines of the Second Plan were pre-
pared by prof. Mahalnobis (Draft Recommendations for the
Formulation of the Second Five Year Plan) and the other by
the economic divisions of the Planning Commission and the
Finance Ministry, were circulated for discussion in March
1955.1 Both the drafts were based on working papers pre-
pared at the Indian Statistical Institute and aimed at
constructing a frame to schieve the mixture of economic and

social goals outlined by Nehru:

(1) To increase the scope and importance of the public
sector and 1in this way advance to a socialist pattern of

society;

(2) To develop many industries snd "to strengthen the

foundation of economic independence;

(3) To increase production of consumer goods an expan-

sion of labour intensive village and small-scale industries,

1. Prof. Mahalnobis, the Cabinet’s Statistical Advisor
from 1956 to 58, member of the Planning Commission from
1859 and leading architect of the development strategy
of the second plan was a physicist whose special talent
for statistics had by 1831 elevated him to honorary
director of the Indian Statistical Institute.
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thereby increasing employment among the poorer sections of
the people so that s greater proportion of the increase in

income would go to them;

(4) To eliminate unemployment after a period of ten

years,

(5) To increase asgricultursl productivity;

(6) To improve the quality of social services in hous-
ing, health and education, especially for the poorer sec-

tions of the populsation.

All of these measures together were expected to in-

crease national income by sabout 25% and also to "achieve a

more equitable destruction of wealth.1

The decision in favour of rapid industrialisation
sharply reduced the proportion of total outlay allocated to
agriculture and irrigation from 34.6% in the First Plan to

17.5% in the Second Plan.
THE USHERING IN OF LICEHSE RAJ

By the mid-1860°s, the term "License Raj"” came to be
increasingly used. The quustries (Development and Regula-

tion) Act 1951 provided the legislative mechanism for imple-

1. The Second Five Year Plan document.
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menting the 1948 Resolution. The Bill was extensively
debated and while the original bill used the term “control”,
it was substituted by “"regulation”. It was later amended in
1971, 1974 and 1979 - the main changes being already men-

tioned in the chapter dealing with the regulation of sched-

uled industries.

Other legislative measures spart from the 1856 resolu-
tion which strengthened the hands of the State and gave it

control over the "commanding heights” of the economy, were:

(1) Capital Issues (Control) Act 1947 which controlled

all joint stock companies.

(2) FERA Act 1974 which in various ways secured the
domestic market for local producers and controlled use of

foreign exchange for imports.

(3) Banking Act of 1948 by which the State could con-

trol and regulate credit operations through the RBI.

(4) Essential Commodities Act 1955, Companies Act 1958

(amended in 1396@).

The nature of State controls were given in it and its
vast structure was expected to help industry through a

‘comprehensive® approach.1 They were gradually providing
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the State with more and more space for entering areas where
no such flexibility was asllowed to the private sector. Over
time, the political and administrative system became
increasingly conscious of the advantages to itse;f arising

from increasing controls over industry.

Authors like Shirokov described this kind of attempt as
“State capitalism” where the State was to be the single
biggest capitalist investor. However others like Anupam Sen
pointed out that it was "State socialism” that was attempt-
ed. Private business was not eliminated but its role was
defined to complement the State sector. What was signifi-
cant was the consensus behind the adopted strategy. It was
not an authoritarian “one partf system” that was effecting a
gradual path of change. Rather, s single dominant party
with a8 nationalistic outlook which chose an independent path
of development with a great degree of intervention and
keeping out foreign capital and aid as far as possible. The
basic components in the industrisl field were to be a8 mixed
economy, centralised planning, ISI heavy industry, protec-

tion to home industry, self-reliance and a growing public

sector.
INDUSTRIAL PERFORMANCE -

The period from 1851 to the mid-60°'s was devoted to

accelerated industrial growth. The indices of industrial
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growth rose from an annual rate of about 5% after the Second
World War to 7% in the decades of the 1950°s to 9% during
the first five years of the 186@8°s. The 5@ s constitute =a
point of departure from the virtuslly zero growth rate wit-
nessed in the second half of the British period and also lay
the foundation for meeting the challenges of the 186@°s.
There was ample consensus among economists that the high
growth .rate was based on the greatly increased volume of
public development expenditure, which together with import
restrictions, provided s wide market for producers in the
private sector, while the growth of capacities through
public investment especially in the basic and intermediate
goods sector made ﬁ real expansion in the economy possible
(Patnaik and Rao, 1877; Bagchi, 1975; Mitra, 1877; Patnaik,
1879 etc.). The share of the gross national ocutput devoted
to savings and investment rose to about 18% in the early
50 °s. What appeared promising was that “manufsascturing’
industries were showing a cumulative annual rate of gfowth
and the contribution of the manufscturing sector to the net

domestic product ﬁas 15% (at 1878-71 prices).1

According to I.J. Ahluwalia, industrisl growth during

1. The Raj Committee Report, formslly titled, “Working
Group on Savings Report, on Capital Formation and
Savings 1in India, 1958-51 to 1978-80° (Bombay, 1882),
pp.141-145. And GOI, Economic Survey, 1883-84 (New

Delhi, 1981).
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the first three plan periods, "while falling significantly
short of the targets, was not too bad in itself....” But
the overall picture that emerges is one of “"industrial stag-
nation in the organised sector after the mid-60°s.” “Heavy
industries, 1i.e. machinery, transport equipment, base metals
suffered 8 major showdown in growth, while light industries
such as food and textiles never experienced a take-off. A
major crisis in the Indian economic scene began to brew as a
result of a major 'Food Crisis’ (1985—86) due to failure of
monsoons and most importantly the wars India had to fight
with her neighbours - that is, with China in 1862 and Paki-
stan. in 1965 had a rather reversed impact on India’s rels-
tions with other nations - especially the USA. The quantum
of assistance coming from abfoad in comparison to other
developing countries - newly emergent third world nations -
was lower as far as India was concerned. Between July 1948

and December 1961, Rs.438 crores of non-Banking investments

flowed into India (RBI Survey, 1961).

The above major economic crisis inthe 68°s led to the
devaluation of the rupees in June 19686 (Bh;gwati and Srini-
vasan, 1875). Besides, there was oversll shortfalls in
production, stagnation in real wages, slow rise in NI,
prices and unempioyment“rose leading to inflation and s

serious crisis in planning (P. Streeton and M. Lipton,

1968).
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There were scathing criticisms against Nehru's strategy
of achieving distributive justice. George Rosen described
his policies as meddlesome and '"mercantilist’. The 1SI
policy in particular evoked negative response. It failed to
promote exports leading to a balance of payment crisis.
According to a newspaper comment, the Nehruvian obsession
with oeif-sufficiency has made Indias a jack of 8ll trades
and master of a few.! Figures could show that 1India’s
industries have done well for itself but they still lag

behind the performance of middle income countries 1like

Brazil.

According to Bhagwati and Srinivasan, the import policy
during the early phase of industrialisation was very strict
and there were comprehensive direct control over foreign
exchange utilisation. Reliance on the direct allocative
mechanism was thus almost complete during this period. As
stagnation began to creep in into India’s industrial systenm
and reached its peak in 18865, the state decided to alter its
previocus policy towards “liberalisation” of a minor degree,
gradually often the devaluation of tﬁe rupee in June 1966.
Even here, the state still did not go in for 1large-scale
external borrowings and policy changes were made to conserve

foreign exchange, protesi indigenous industry sand promote

1. Deccan Herald, Sth April 198S5.
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ISI.

Even if Nehruvian strategy of self-development proved
workable in terms of laying down a stable infrastructure for
India’s industrial system in the lohg run, it could hardly
benefit frum an all pervasive system of control and 1li-
censes. With a trend moving against competition and
maximisation of efficiency in production, what emerged out
of this strategy, sn autonomous state dominated by an urban
elite comprising both ministerial level elements and key

bureaucrats, stable enough to oppose any alternative view.

Hence when a retreat from socialist objectives, which
had already begun in 1964, was attempted on 8 greater scale
by Lal Bahadur Shastri during his brief tenure, he could do

little as he lacked any independent political base.

When Indiras Gandhi came to political scene in 1967, she
continued with the legacy of the socislist framework of
development strategy founded by Nehru. However by the late
7 's, she began to move towards the right and more 1libersl
policies. This initial ideological shift can be explained
in the context of certain political developments, which
apart from emerging economic problems, culminated into a
major crisis by the mid-68's. Stagnation had already pene-
trated 1Indian industries (see Appendices) apart from the

failure of agriculture to increase productivity which led to
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the food crisis, drought conditions, persistence of mass
poverty, unemployment and underemployment, urban decay, made

the weaknesses of the Nehruvian strategy sapparent.

However, when Indira Gandhi came to power, her claim to
leadershié after the death of Shastri lacked wunanimity
within the party organisation and in particular, faced
challenge <Irom the vlder generation of Congressmen, who
right since the time of Nehru, had dominated state politics
and emerged victorious with stable control over the
governments of their respective home states. The syndicates
as they were known, Mrs. Gandhi initially had to wage =&

major political stfuggle against this group of Congressmen.1

The rhetoric on sociallwélfare, distributive Jjustice
and self-sufficiency that shaped the pattern of Nehruvian
socialism was to be therefore maintained and the present
regime went in for the adoption of populist-oriented poli-
cies as a prelude to tackling some of the major economic
problems and fulfilling the Congress party’'s popularly known
election slogan of 'Garibi Hatao’ under the banner of which

Indira Gandhi contested the parlismentary elections of 1971.

The most significant were the set of ‘anti-poverty’

programmes adopted as an integral component of the Fourth

1. See Francine Frankel, India’s Political Economy, Chap-
ter 3.
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Plan process. Other measures that received mass applause
were radically tilted viz., the proposed bill sabolishing
privy purses (1967), the MRTP Act of 19691 to curb monopo-
lies and nationalisation of fourteen major banks, some of

which were a major source of private investment.2

The sadoption of the slogan and the above policy meas-
unres were 8 part of Indira Gandhi’'s attempt to centralise
- and control the Congress. Most important, it was a part of
her political strategy to build an independent national
support base that would free her from political dependence

upon the party bosses.

A final explanation could be a reflection Qf deeper
economic forces sand its interplay with entrenched social
classes which were structural forces whose actions con-
strained political elites asgainst their interests. For
instance, the New Food Policy introduced by Indira Gandhi in
1873, was intended to placate an emerging class of rich
farmers - the rursal elite who now became a manipulative
pressure- group shifting their centre of interest orientsation

from the bureaucracy, directly on the political masters

1. Monopolies Restrictive Trade Practices Act.

2. The santi-poverty programmes were actually beneficiary
oriented programmes aimed at providing employment
generating greater income in the small-scale sectors at
village level. Some of them are SFDA, MFAL snd 1later
the IRDP (introduced by the Janata regime in 1977-80).
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through a farm lobby.

In the Fourth Five Year Plan, due to severe drought
between 1966-68, greater emphasis was placed on sagriculture
and in particular, the application of science and technology

to this secicr

However the outlay on industry was not cut and most of
it was in the public secter and in core industries i.e. iron
and steel, petroleum etc. (Fourth Plan document). Expansion
of consumer goods industry was also envisaged. There was to
be less reliance on foreign aid (see Appendices) compared to
the previous periods of annual plans. The plan, in other
words, reaffirmed the principies of self-reliance and growth
with justice. The Fourth Plan, at the same time laid down s
new policy which allowed for greater freedom to the private
sector, though it was within the framework of the 1956
resolution. Except for fields reserved under the 1856
resolqtion of the public sector, the larger industrial
houses were expected now to participate in the "“core” sector
and the government would provide them help in doing so. New
industries requiring investment of Rs.1 crore or less would
not require any license to be set up. Further changes were
made in 1875. Expansion of installed capacity was also
allowed (Ahluwalia, Banerjee). In spite of this minor
alteration, there was no sattempt to sbandon the framework

established by the 1956 Industrial Policy Resolution.
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A major crisis for the public sector and heavy
industrialisation strategy arose during discussions sur-
rounding the formulation of the Fifth Five Year Plan. The
performance of the industrial sector fell far short of
targets fixed due to a variety of shortfalls in different
industries, 1lack of planning strikes, shortages etc. the
Fourth Plan generated much controversy (Streeton and Lipton,
1968). It was ériticised as having a strategy that was

long-term and too vulnersble to shortfalls and excesses of

political pressures and too sensitive to food crisis and

inflation.

Due to a number of pitfalls built around a situation of
poor industrial production (see Appendices), inflation,
shapp increase in deficit financing, rise in 01l prices
etc., the Fifth Five Year Plan was a non-starter and there
were three annual plans upto 18976. The plan period there-
fore sctually fell in between 1976—79.‘ The growing economic

and political crisis inevitably called for alterations in

the current policies.

By this time, however, Indira Gandhi was able to con-
solidate her position as leader of the ruling party and the
massive mandate that she secured in the 1871 Lok Sabhs

elections confirmed the position taken by political scien-
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tists 1like Rajni Kotharil that the idea of the relative
autonomy of the Indian state can be applied to Mrs. Gandhi’'s
long period of dominance to explain the persistence of the
previous overall strategy and later, the new emphasis on

changes 1in industrial policies that were introduced, from

1971 onwards.

A significant step that Indira Gandhi took towards
changes 1in industrisl policy was sppointment of the Dutt
Committee in 1868 to review the actual functioning of the
licensing system that was in existence, now for nearly two
decades. Hidely known as the Industrial Policy Licensing
Inquiry Committee (ILPIC), its observations together with
those made earlier by the Hazari Committee (references have
been made in the previous chapter) brought out a study of
the structure of the corporate private sector and to what
extent state control measures have been effective in curbing
its expansion.2 From the report of the ILPIC it becanme
clear that the impressive gains made by large industrial
houses having assets Qf Rs.5 crores or more which controlled
over 1,125 units in 1964, have been secured through monopo-
listic protection provided by state licenses vis-a-vis
smaller enterprises. The Committee, headed by an ICS offi-

1. Rajni Kothari, Politics in India.

2. Industrial Licensing Policy Inquiry Committee Report,
1969, p.95.
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cer, sought to provide an easy solution to the dilemma of

efficiency versus sn interventionalist state.

As &8 sequel to the need for finalising the major pro-
grammes under the Fifth Five Year Plan, Indirsa Gandhi went
in for “liberalisation” of the licensing system in 1873, in

the 1light of the recommendations of the Dutt Committee

Report.

In 1878, a new industrisl policy was announced by the
government, incorporating most of the recommendations of the
ILPIC. It envisaged a division of industries into & number
of sectors: public, private, joint core, heavy industry, .
middle scale and co-operative sectors. The division of the
core and heavy industries seétors in the New Industrial
Policy was motivated by two conside;ations: curtailing the
concentration of economic power in the large industrisal
houses &and accelerating efficient industrial growth in the
country. Under the new licensing system (mentioned in the
earlier chapter) the large industrial houses were debarred
;from expansion of investment in the middle sector, which
consists mainly of consumer goods industries thus, to remove
disparities and to maintain a minimum level of investment

for small-scale enterprise.

As a prelude to accommodate the interests of the busi-

ness class who tended more towards conservative syndicates,
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the procedures for regularising the authorised capacity of
the private sector, including foreign enterprises were
further liberalised. However, when the major document of
the Fifth Five Year Plan (1974-78) was completed during the
Emergency year 1876, after the long delay, it vividly illus-
trated the continuiﬁg contradiction between political rheto-
ric and industrial policy. Reliance on foreign aid was
still kept to the minimum and the private entrepreneurs in
particular renained discontent with the half-hearted
liberalisation measures. In 1872, the Tata Memorandum to
the government was explicitly critical of many specific
policies and complained of a “"bias"” against Big Business
Houses. The performance of the economy between 1868 to 1978
as a whole remained unsatisfacﬁory as growth was slower and
subject to sharp fluctuations year after vyesr. In the
Industrial Sector, compared to the 7% growth rate between
1951 and 1965, the period, 1965-7@ witnessed only 3.3% and
1978-77 a 4.8% growth rate. QOver the 1965-77 period over-
all, the average annual growth rate was only 4.2% (I.J.
Ahluwalia, 1978). However, while on the major premises of
the Fifth Five Year Plan, the regime faced opposition -
especially from factions representing the rightest wing. 1In
view of poor growth trends the finalisation of the plan was
an achievement by the government. The final plan &8s it
emerded was more of a mid-term appraisal and was described

as a "face-saver’  rather than an instrument of progress
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whose real objective was to merely lay the base for a proper
take-off to the Sixth Plan. In the wake of the period of
uncertainty, especially with the Declaration of Internal
Emergency by Indira Gandhi in 1875, the Fifth Plan could be

but nothing more than a sheer disappointment where industry

was concerned.

The declaration of Emergency vested the state with
suthoritative and extra-constitutional power. Going by
official sources, the economic performance reflected an
overall sappreciable future for the 78°s. There was an
increase in industrial output. Probably, given the extent
of concentrated unlimited formal powers in the hands of the
State, seversal aspects of indéstrial functioning could be
regulated 1i.e. the government began to issue decrees to
public sector units, not related to demand conditions
though. In fact as far as gains in the industrial sectors
were concerned, a dramatic reduction occurred in the number
of mandays 1lost in strikes and lock-outs in the pre-
emergency agitations during thg months of July to September
1974 which amounted to six million mandays: the correspond-

ing figure for July to September 1875 being 1.56 million.

Notwithstanding the government’s c¢laim of econonmic

gainst during the Emergency, structural obstacles to achiev-

ing sustained economic growth had still not been removed
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certain bottlenecks viz., in the way of excessive power of
the buresucracy to regulste and control business still
marred market incentives and private initiative. Industrial

production decreased again by 3.5% in 1977-78.

The ongoing political and economic crisis led to wide-
spread discontent among major sections of India which mani-
fested in the ultimate defeat of the Congress government in

the 1977 Lok Sabha elections. -

Between 1877-88, the economy continued to suffer a
general setback. The Janatagovernment took 2 and 1/2 years
to formulate its economic policy and was badly divided
(Bhambhri, 1982). The political uncertainty srising out of
changes in the party leadership’and subsequently instability

of the government in power, left little time for the state

to coming out of the ongoing crisis.

In 1979, the overall growth rate was 1low, industrisal
production was below target, the overall growth rate of
investment did not increase, industrial unrest and infla-
tionary pressures were building and exﬁorts were slipping
(Banerjee, 1881). While agricultural production increased
efficiently due to the Green revolution, in the industrisal
field, the government’s shift to emphasis on small-scale

units and cottage industries, especially in backward areas,

led to neglect of infrastructure. This was responsible for
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slow ddwn of production in heavy industries and industrisal
sector, overall. When the Indira Gandhi governmenﬁ made a
comeback 1in1888, Indias by this time was facing a major
problem of fbreign indebtedness and balance of payment
crisis, problems of unemployment, poverty ete. and failure
to implement industrial programmes in a whole hearted manner
began to encourage ‘extremism’ of both the 1left and the
right vwhich culminated into cessionist tendencies in the
decade 18982 °s. Such a situation was s beginning to under-
mine any effort towards political consensus, stability and

order which otherwise was more or less in control of the

state at” least till the 70 s.

The question that can be asked at this Jjuncture is:
does the need for an slternative policy vis-a-vis the proc-
ess of industrialisation in India arise. If so, then how
far has the already existing development strategy been
proved defunect? In the subsequent chapters I shall desal
with.the subject of an-alternative policy which following =

world set pattern, has been one moving towards liberalisa-

tion.
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CHAPTER - IIL

DEBATES CENTERING ARQUND INDUSTRIAL STAGNATION
AND THE MOVE TOWARDS LIBERALISATION

Boothalingam is quoted to have said, "in the last few
yvears, there has been what appears on the surface to be some
veering of industriasl economic policies in India towards a

less fettered and more freely operated economy. This have

came to be called Liberalisation..... "

In the 1888 s what came to be widely discussed was a
tendency on the part of the state to deviate from the exist-
ing strategy for development that had been patterned along
the lines of Nehruvian Socialism. Such a deviation formed a
shift, especially from 1982 onwards, towards what came to be
known as a new phase of "liberalisation of industrial poli-

cy.” This was to gain greater momentum later.

As already been shown in the previdus chapter, a period
of political instsbility and beginning of a structursl
crisis in the economy already set in between 1966 and 1978.
Industrisl growth that began to decelerate in India since
the Mid-68°s culminated into deepening of this c¢risis by
1980.1 The issue of sluggish industrial performance gave

rise to a wider debate that begasn during Prime Minister

1. I1.J. Ahluwalis, Industrial Growth in India, Stagnation
Since the mid-68°s, Delhi: OUP, 1885, pp.113-119.
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Indirs Gandhi’'s last years in office, as she quietly initi-
ated the process of economic liberalisation that was to be
highlighted during the tenure of Rajiv Gandhi,v where the

issue of industrial policy now moved to the center of the

political stage.

To best understand the ongoing process of econonmic
liberalisation in India’s case, it is necessary to probe
into the nature of the change and the widespread arguments
expressed by economist, intellectuals as well as policy
makers that center sround the very causes for such a8 change
- also, to what degree are alternative measure’s feasible in

the Indian context.

Analysing the pre-conditions build by the state in
Indis in the 1858°s snd 1960°s that were widely regsrded as
facilitating rspid industriasl growth, the major economic

facts are not in dispute.

From 1856 to 1866, India’s sannual growth rate in the
manufacturing sector was 7 per cent. From 1968 to 1882, it
declined to 5 percent. The overall growth rate has been 3.5
per cent per year. It is impressive when compared with

India’s near-stagnant economy during the fifty years prior
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to independence.1 Savings and investments have also in-
creased, 0il price rise notwitstanding (in 1973). India did
not have a major balance of payments problem, in part, be-
cause of remittance sent buy overseas migrants. Nor did
India have the debt problems that beset many of the depeqd—
ent coﬁntries of Latin America. Natural resources especial-
ly coal, iron ore and water, the very requisites for build-
ing a strong industrial infrastructure, are available 1in
abundance. And the country has s large reserve of skilled
manpower, including engineers and managers.2 In the forty
one yesrs since independence, its quantitative and gqualita-
tive achievements in the industrial sector have been un-
doubtedly impressive. In 19508, consumer goods saccounted for
almost 75% of industrial output. By 1878, basic capital and
intermediate goods accounted for over 7@0% of total industri-
al output. By the second and third five year plan the foun-
dations of India’s industrial structure was already estab-
lished and the relative strength of basic and_capital goods
sectors cohbine rose after that, though mﬁch more slowly,

and have since then more or less stabilised.3

1. Myron Weiner, The Indian Paradox: Essavys in Indian
Politics, ed., Ashutosh Varshney, New Delhi: Ssage
Publications, 1889.

2. Myron Weiner, “Industrial Growth in India", HYorld
Polities, Vol.38, July 1986, pp.681-682.

3. Achin Vinaik, Bourgeois Democracy in India, Verso Pub.,
London, 1990, p.31.
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In fact Myron Weiner goes on to compare favourably In-
dia’'s growth rate with those of European countries in the
nineteenth century. He points to higher population growth
rate as subverting the impact of an suppressive overall

growth rate which consequently means little impact on the

level of poverty.

Again,'on the political front, India had two prerequi-
sites for effective policy making and implementstion. A
well developed civil service and stability in governance
provided by 17 year of Prime Ministership of Pt. Nehru and
15 vyears of Indiras Gandhi, whorin 1980 was voted back, to
power by “an overwhelming majority and was therefore free to
pursue an industrial policy of‘her own choosing without much
opposition in parliament.1 Beside, there has been reli-
gious, linguistic and caste conflicts but they were episodic
and generally confined to limited regions of the country, to

call for any kind of radical change in state policy.

If such has been the performance of India’s Industrial
System, then the general question that was asked was, “What

went wrong?” On this issue, a major and current debate on
the need for change in the Industrial Policy regime was

initiated.

1. Myron Weiner, gop. c¢cit., p.682.
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A number of economists have presented, by now, well
known arguments to explain why the present pattern of In-
dia’s development strategy was in question. Two undisputed
conclusions were arrived at (1) Industrial growth had fluc-
tuated from year to year and over plan periods, it had not
assumed ; steady pace (2) there was slowing of Industrial

growth (was slowing of industrial growth) since mid-1960.

Shetty’'s (18978) made one of the earliest attempts to
explain the reasons for the decline. He describes it as a
phenomenon of "Structural retrogression”; the primary cause
he points out being the "decline in planning”. Here he
referred to the new phenomenon of the need for reduction of
vigorous Industrisal controls which he shows to have given
rise to distortions in production and investment patterns in
the private sector and, of serious financial mismanagement
which 1is shown in frittering away of s significant propor-
tion of public sector outlays in non-development expenditure
and in the distorted system of resource mobilisation. Thus
on the one hand there has been no attempt to tax and reuse
resources leading to lowering savings and investment and on
the other non-developmental expenditure - especially subsi-
dies which had risen at an slarming rate. Two eminent liber-
al scholars T.N. Srinivasan and Jagdish Bhagwati, salso

sgreed on the inefficiencies in the use of resources as the

central 1issue. Both argued on the problem of decline in
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infrastructure investments and wre particularly critical of
India’s import substitution policies and what they describe

as “export pessimism.'1

P. Patnaik, Amiya Bagchi and other left minded suthors
pointed to “Structural constraints” such as rise in unem-
ployment, stagnation in real wages, wise in indebtedness,
dependence on technologdy etc. as well as to a small internal
market.2 Pranab Bardhan closely associated slow Industrial
growth to mismansgement in public sector investment. Accord-
ingly, the performance of public sector has had a devastat-
ing impsact on th economy; especially in terms of rise 1in
capital-output ratios and as a consequence of subsidies and
protection. Much of the private sector has also been inef-
ficient. On his left, Indiasn economist, Sukhamoy Chakra-
varty too argued on the same 1in¢s, advocating the need for
a larger volume of public investment as well as adequate

sggregate demand, to be remedied through better income

1. J.N. Bhagwati and T.N. Srinivasan, "Indian Development
Strategy: Some Comments”, EPW, Vol.19, Nov. 24, 1984,
pp . 2006-08.

3]

A statement by 28 Indian economists that any new
development strategy should be “expansion of home-
market’, the statement being published in Mainstresm,
Oct. 26, 1885, pp.24-25 and EPH, Oct. 26, 1985,
pp.1813-1816.
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distribution policies.1

1.J. Ahluwalia, who was close advisor to the Prime
Minister, Indirs Gandhi, especislly on the gquestion of the
new industrial policy, drew attention to the deceleration of
Industrial growth that became apparent by the end of the
third plan. She pointed to the defective policies that led
to the development of an industrial environment that dis-
couraged competition and provided no incentives for reducing

costs or improving quality and raising efficiency.

" Many commentators with diverse ideological and theoret-
ical backgrounds have also held that the failure in asgricul-
ture due to lack of growth and failure of instituttionsal re-
forms, has been a8 major reason~leéding to a slowing of

;ndustrialisation (K.N. Raj 1878; Frankel, Mitra 1877; Pat-

naik, Ashok Rudra, 1967).

What was significant was that more liberal economists
and sadvisors 1like L.K. Jha véiced their opinion strongly
against, inefficiencies generated by a closed 'State con-
trolled economy’ and had now grester assess to the office of
the Prime Minister. This group of new elite were in con-

trast with Nehru’'s band of seasoned left-leaning advisors.

1. N. Chakravarty, "Aspects of India’s Development Strate-~
gy for the 1988°s”, EPW, Vol.18, May 19-28, pp.845-52.
The demand constraint position is advocated by K.N.
Raj, P. Patnaik, D. Nayyar and among American econo-
mists, Lance Taylor.
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An important factor that made policy makers lean to-
wards liberal policies from 1988 onwards had to do with
India’s foreign policy vis-a-vis the western bloc the Soviet

bloc as well as her own role as an independence post coloni-

al state.

Already discussed in the previous chapters, the Indian
leadership stood for self-relisnce and self-sufficiency as
the very objectives of India’'s development strategy. For-
eign collasboration with the west was welcomed under restric-
tions and controls. Perhaps this could be associsted with
the psyche that prevailed among national reéresentatives, of
the need to preserve her sovereignty from any form of impe-
rialism. This kind of anti-imperial thinking was inv line
with the thought pattern in most post-colonial societies
which was reflected strongly in the formation of the NAM

(Non Aligned Movement).

However, polities in the international arens was under-
going chapge with the thaw of the cold war situation. Espe-
cially since 1964, while other developing countries opened
up to the west for aid, collaboration and import of foreign
technology for achieving economic growth, India showed
little 1interest in reverting from the path of Nehruvian
Socialism towards the mid-60°'s. But such changes were

extremely regulated and hence, rather inconspicuous. The
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result was that at this juncture, where the state showed
signs of a8 need for change, India found herself lagging

behind those countries with similar income per head.

According to a World Bank Report, India inspite of
doubling her .savings rate, failed to 1ift the trend of
India’s average annual growth rat GNP of approximately
3.52.1 India’s record was definitely poor in coﬁparison
with developing countfies like Brazil, South Korea, Taiwan,
Indonesia, Malaysia, Mexico and Egypt, whose industrisl
growth rates ranged from 7% to 14% per year in thq 1870 ' s.
In Indis, the share of the gross domestic product (GDP)
derived from industry increased from 28% to only 26% between
1968 to 1882. By contrsast, if increased frm 28% to 38% in

Indonesia, from 29% to 38% in Mexico, from 21% to 31% in

Turkey and from 24% to 34%Z in Egypt.

In 1858, Socuth Korea had a per capita incme of $148,
Taiwan at $224 and Brazil st $373. Weiner goes on to say
that had India’s GDP grown as rapidly from 1960 to 1980 as
South Korea's it would have étood at $531 billion today
rather that $150 billion - surpassing that of the U.K. and

more than twice that of China’s.

As 8 result of her own import substitution strategy,

1. Rosen George, Industrial Growth in India, 1870-2000
A.D., pp.6-17.
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India’s exports in 1885 were just $9.7 billion as compared
with South Korea’'s $ 24.4 billion, China's $ 22.2 billion,

Hong Kong's $ 21.9 billion and Singapore’'s $ 21.8 billion.1

The success of NICs especially of Asian countries, had

created a sharp sense of being left behind and a new genera-
tin fo leaders were forced to think over the country’s

emphasis on socialism and import substitution.2

Since the mid-8@8°s there had been mounting pressure
from 1internsationsal corners for India to open up her Indus-
tries to the international market. This meant resorting to
long-term borrowing from the west in terms of loans, import
of foreign technology and encoursagement of multi-national
companies to invest in India, to step up her industrisl
growth. In 1981, Indis’ s growing crisis deepened especially
in the wake of the second o0il crisis. Under mounting pres-
sure and on the advise of more liberal economists; some of
whom had their practical training in international develop-
ment institutioné as the World Bank, the politicsl regime
negotiated with the IMF for s substaintisl sssistance of 5:
billion SDRs on very soft conditions apart from normal

financial prudence including a restraint on subsidies, by

1. Ibid., pp.15-17.
2. I1.J. Ahluwalia, op. ¢ti., pp.63-6B5.
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198471

However, these above mainly economic agreements do no
explain why such a situation arose i.e. why the ruling power
elite moved in this direction. The economic crisis and

political crisis are not inseparable - rather they have an

interrelated impact on a system.

The 1980 general elections gave a fresh mandate to the
congress government. It signified two new situations.
1) A major come back of the previous regime after a short
interlude and the general dillusionment with the fsilure of
any form of opposition government to provide s strong alter-

native to the congress.

2) Charismatic 1leadership already recognised as carrying
much weightage in indian polities, the Lok Sabha elections
now became Indira Gandhi’s elections: there was either
disillusionment of the masses with the Congress or of anoth-
er party Foming to rule.?2 1Indira Gandhi in'the 196@0s and

1976s till 1989, before she was sassassinated, was being

1. It 1is reported that a senior World Bank official flew
into India at this time and advised the new government
to dismantle the structures of economic control once
end for all. It is not clear, however, how many of
advisors oof the Indian government with World Bank
connections were sympathetic to this approach.

2. Madhu Limaye, Decline of a Political Indian

System:
Politics at Crossroads, Wheeler Publishing, Allahsabsad,
1991.
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voted in or out of power as most newspaper headlines would

give, "she has succeeded or she has not".1

This had driven home the need to sustain the overwhelm-
ing mandate the Prime Minister received. The very forces.
that brought her to power could again vote her out of power.
It is often afgued that Mrs. Gandhi’s political style wsas
confrontationist. The emergency which is more remembered as
indira's authoritarian rule was a failure in responding to
the rising opposition challenge of the J.P. movement. The
experiences of tﬁe emergency and post emergency period
called for a shift to a more accommodative and consensus
based politics. Critical observers suggested that the
Indira Gandhi who returned to power in 198@ was no more the
firebrand Indira Gandhi of the 'Garibi Hatao’  vintage. ‘Her
previocous rhetoric on anti poverty programmes and Nehruvian
socialism in term of economic policies was sltered. "T15°T
She began learning right words - not with the intention of
replacing one document ideology by another. She became more

pragmatic and began accommodating different interests to

confront crisis.

But whose interests was she to accommodate? What were
the forces sacting on the state to move in & particular

direction? Mitra and P. Patnaik argued that the present

1. The Hindustan Times, April 6th, 198@.
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trends were 8 result of state power resting in the hands of
a coslition between the bourgeocisie and large landowners
i.e. a "duopolistic arrangement between them (Mitra, 1877).
This is close to the conventional CPI(M) lines and differs

only in emphasis from the CPI formulation.

Pranab Bardhanl gives a clearer neo—Harxist explanation
in analysing fiscal ineffiencies in terms of the country’s
ruling class elites. He pointed to a document coslition of
three proprietary classes: Industrial capitsaslists, rich
farmers and professional bureasuncrats, who, while having
competing interests, have each benefited from government
policy and weléomed state subsides. For instance, business
groups welcomed the protective  industrial concerning system
rich farmers made use of ferments price support program and
from subsidised inputs. Bureaucrats were geared to politi-
cal power in terms of an elaborate system of patronage.
They hsave expropristed resources in the form of subsidies.
For econpmic growth, Bardhan holds that the State needs to
he "freed"” from political processes of distributive demands,
rent-seeking and patronage disbursement, a feature Ee finds

in the Korean model.

Thus, he sees democracy politics and not industrial

policy as such like Ahluwalias to explain the ongoing econom-

1. P. Bardhan, Political Economy of India, Chapter 3.
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ic crisis. While Ahluwalia’s agreement regarding the
mismanagement of the economy centered sround the problem of
inefficient use of resources as a result of insulation from
market forces, Bardhan views the problem as a result of

inter-elite accommodation.

In = moré recent critique of Bardhan, Weiner has point-
ed out that forms has focussed upon “interests’ rather thah
ideology. For instance, the Congress socialists under Nehru
could not bring in cooperative farming. Rajni Kothéri in a
seminar (1976) argued that this leﬁ to breakdown of the
broad consensus written Indian polities, beginning with the
Congress split, that contributed to economic decline as the
system failed to function as before were defeated by the
proponents of pessant farminé. The socialists were more
successful in getting their industrial policies approved
partly because thay had the support-of the middle classes
and the bureasucracy. Hence while ﬁgricultural policy faced
-an early reverssal, Mrs. Gandhi moved left in the 1868ss and
early 1978s on industrial policy as seen in the MRTP Act
1869. The buresucrats welcomed the expansion of state power.
as it expanded their own control. Politicians too could
extract illegal payments from the business community for
facilitating 1licenses and subsidies etc. thus a symbolic
relationship developed among party politicians, bureaucrats

and buisiness, due to paradoxically socialist policies.
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Thus the industrial strategy created economic and politicsal
groups with interests in the preservation of these policies

and ideologies (Weiner, 18889).

Frankel's idesas in some ways close to that of Shetty
and Patnaik, though there are differences. Her main thene
is the disjuncture between socialist rhetoric and the prac-
ticalities of ﬁhe_mode of accommodative politics by the late
1968s created problems. She portrays Mrs. Gandhi’'s govern-
ment as being trapped by conflicting forces pulling towards
the right and the left, and as an administration which has
to make gestures towards a "socialist programme” but which
has 1lacked the orgsnisational means to implement them, due

to dependence on forges opposed to socialist reform.

The result was half-baked policies which contributed to
kthe stagnation of the econom& and created internal in
government and acute disarray. Thus, political exigencies
make the state a very imperfect instrument of the interests

of the economically dominant classes.1

In contrast to the views of Shetty and others which
perhaps overemphasised the extent of development in India of
classes 1like those of the mature stage of capitalism, is a
view point that sees India as on "intermediate regime” based

on the ideas of Kalecki. First suggested in 1973 by K.N.

1. F.R. Frankel, India’'s Political Economy, pp242-257.
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Raj, the term is used to suggest the type of governements.
In developing countries for instance, the government could
‘be described as one in which the middle .class (lower) and
the rich peasantry could be indentified as performing the
role of_the ruling class. This situation arises when the
lower middle class is numericsglly preponderant, the state is
extensively involved in economic activity and the availabil-
ity of credits from socialist countries. After 1its 1link
with this coalition has attempted to gain the support of the

intermediate classes as seen in plicies suppportive of the

rich farm lobbu and urban petty bourgeoisic.

Summing up the economic reasons and the political
arguments expressed by autﬁors representing different
streanlines of thought,‘the broad reasons for the slowing of
industrial growth were in the main, two fold (a) By the mid
19608s the basic incompatibility between the.operations of an
open democratic systgem the goals of socio-economic reform
and fast economic growth had begum to creat problems seen at
many levels. This sppeared in a slightly different form in
Brazil in the 185@s and early 1968s under a populist democ-
racy in Indis. (b) This problem was accentuated by a move
away from socialist objectives which in fact had already
begun before Nehru’'s death in 1964 and was completed during
the brief tenure of L.B. Shastri. But he lacked any inde-

pendent political base to pursue non-socialistic policies.
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This process continued under Mrs. Gandhi until her move

towards in the right in 1980.

However, what one can observe is that, despite a move
towards 1libersal industrial policies; an elaboration of the
objective and policies pursued by the state in the last end
the present decade will show thaﬁ disparities remains be-
tween the theoretical relationale behind the New Economic
Policy and its actual implementation. This is Eecause the
very sahe classes and groups that formed the ruling plticsal
elite who ideologically moulded the Indian State continue to
dominate the Indisn political scene. It was their interest
that‘the regime in power had to sccommodate. Indirs Gandhi
was therefore, tactful enocugh to maintain constraints in

introducting major changes in the way of liberalisation.

Rajiv Gandhi went in for spéedy reforms and came to be
better known for his new economic policies. In contrast to
Indira Gandhi's pescemeal legislation, the new regime that
come to power in 1984, right from the beginning sannounced
its interests of making a new bresk from the fast rhetoric
and policies, in both the political and economic arens.
However, the fact that critics attributed his downfall in
1889 party to these sudden changes, reflect that taking the
class representative basis of the new strategy, these re-

forms were yet to scquire a populist dimension. Later =
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discussion of the New Industrisl Policy of 1981 will show
that Rajiv's policies were continued with by the subsequent
regimes. Probably, by this time a shift from controls to
insinuatords as major instruments of development and an

enlarged role for private domestic and foreign invespnent

was in the making.

The above formidablg political obstacles in the way of
liberalisation asnd the rationale of the New Economic Policy
shall be brought out in the next Chapter through an incisive
analysis of the brosd policies undertaken by the Indirsa
Gandhi and Rajiv Gandhi governments in 1988s. This will be
followed by an outline of policy changes introduced by the
Narasimha Rao government in 199} coupled.by the brief inter-

lude of the Janata Dal government under Prime Minister V.P.

Singh.
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CHAPTER IV
INDUSTRIAL POLICY IN THE 198A5: A NEW BEGINNING

As 8 new initistive towards providing an alternativevto
policies introduced through a package of state controls,
Indira Gandhi recommended the setting up of the ECONOMIC
ADMINISTRATIVE REFORMS COHMITTEE chaired by her economic
advisor and s liberalist, L.K. Jha.l The Commitfee was to
look into a whole range of administrative policies and
practices in the economic field. But even before the recom-
mendations of the Committee came to be debated upon, Mrs.
Gandhi in her capacity as the Prime Minister had taken

certain crucial decisions to revitalise the economy.

When bne looks into the’ question of liberalization of
industrial policies in the indian context, what could be
observed, and as mentioned in earlier chapters; re-thinking
on policy changes did not come 8s a totally new “innovation’
exclusive of the previous decade. Prior to changes intro-
duced in the 1988s, various apprsasisals were now sand then
made of the working of controls over industry and export-
adequate system of functioning. The first appraisal was
made way back in 1964 that led to the appointment of the

Swaminathan Committee but this was limited to 1licensing

1. Paul Brass, Politics in Indis Since Independence,
Cambridge Univ. Press, 1881, Ch.3, p.148.
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procedures and not of the policy itself. Later, 1liberal
economic policies were attempted more openly under Shashtri
but they hardly produced any results. In fact, many felt

they had widened inequalities especially in the

countryside.1

The Fourth Five Year Plan was a period marked by
problems which had been building up inflation,. sharp in-
crease in deficit finsancing, rise in o0il prices and poor
production, heightened by severe drought between 1966-68.
However between 1986 and 1968, Mrs. Gandhi was not firmly in
control of her party snd faced active opposition from the
syndicate. Hence any policy decision thatrshe took, aimed
at enhancing the role of the State and furthering the proc-
ess of centralisation to achieve political stability.
The;efore any step towards relaxation of public control gt
the centre or initiating any form of liberal policies for

that matter, was out of the qQuestion.

It was only in the wake of growing conditions of
political and economic cri§is, that in 1969, s major review
was undertaken of the existing policies. There was =&
widespread feeling by this time, that the implementation of
the_ Industrial Licensing Policy Act of 1851 had not served

its original purpose. Referring back to the R.K. Hazari

1. F.R. Frankel, gp. ¢cit., Ch.2.
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Report in 1866 which in general broad terms, held that
licensing has led to unhealthy practices of leading business
houses in trying to monopolise licenses thus preventing
entry of new entrepreneurs and negligence»in following up
progress in implementation of licensing regulations by the
state, contributed to malpractices and other maladies; This
together with the Subimal Dutt Committee Report (1969) led
to the passing of the MRTP Act in }969*1. Thus in the 1late
18680°'s, there was an attempt to rigorously apply licensing
procedure and to prevent rise of monopolies. However, no

attempt as such was made to relax the actual working of the

licensing mechsanism nor to review administrative practices,

in general.z

There were attempts at libersalising the 1licensing
system in 1970°s. The massive victory of the Congress in
the Lok Sabha elections of 18971, gave Indira Géndhi ample
space to introduce changes. The Fifth Five Year Plsn (1974-
79) provided for modifications within the framewqu of the
existing development strategy. It lsid down a new policy
which allowed greater freedom to the private sector; though

it was subject to limitations; within the framework of the

original policy resolution of 1856. Except for fields
X Monopolies and Restricti#e Trade Practices Act.
2. Shirokov, Marathe, B.R. Chenoy, Reports of the Planning

Commission, 1868, I.J. Ahluwalia, 1888.
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reserved under the 18956 resolution for the public sector,
the larger industrial houses were expected now to partieci-
pate in the ‘core’ sector and government would provide them
help 1in doing so. New industries requiring investment of
Rs.1 crore or less would not require any license to be set
up. Further changes were msade in 1975. Expansion of in-

stalled capsacity was now also allowed.1

The question which then arises is now much is really
new about the new economic policies? Is there nothing in
our past behaviour and belief that is still relevant in the
~economic sphere? If so, then how much of the old needs to
be re-emphasized and better imnplemented? Coming back to
policy changes initiated by Indira Gandhi in 1986, the main
thrust of the New Economic Policy becomes more clear and

especially in comparison to the‘previous policy trends.2

The return of the Congress party under Mrs. Gandhi in
1883 led to the reiteration by the new government of an
-Industrial Policy Resolution on the basis of the 1856 Policy
Resolution in July 1888. It stressed on revitalisation of
public sector industries, economic federation and deveibp—
ment of backward areas, regulating excesses capscity and

1. I1.J. Ahluwalia, Industrial Growth in India; Stagnation
S_lﬂ_Qﬁ. M.ld_ﬁﬂ_s. i ’ F) Ch.2 .

2. I1.G. Patel, "New Economic Policies: A Historical Per-
spective”, EPW, Jan. 4-11, 1982, p.41.
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provision for autbmatic expansion of productive capacity,
industrial sickness, export-oriented industries etc. The
resolution acknowledged the failure of public sector enter-
prises to perform well #nd suggested correctives. The fact
that the basic framework of the 1958 resolution was still
retained, the new one (1988) was not a major départure from
the past. The difference however was that the failure of
PSE's wsas now geing openly recognised. According to Achin
Vinaik, Indis 1is a developing country hsving s number of
economic and sociological fesatures charscteristic of the
Third World nations. However by the 1888°s, in terms of its
fundamental economic structure and growth dynamism, Indis
has come closer to the wesker of advanced capitalist coun-
tries. Indian economy has tﬁerefore reached a stage of
capitalist maturity where the array of public controls must
give way to private capital and the state must seek to plsay
a supportive rather than a preponderant role. What was
important about the chandes in 1980 was that fact that a
phase of liberalisation of industrial policy towards the

private sector had begun which was to later gather momentum.

The year 1982 was declared the year of productivity in
order to make an added effort to revive industrial activity
from the throes of recession, labour unrest, inefficient

management etc. and to eliminate infrastructural bottlenecks
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in the way of a sound industrial policy.1 The major points
of the debate in this context were taken up by a combination
of bureaucrats, specialists and advisors expressing both
leftists as well as liberal opinion. Accordiﬁg to I.G.
Patel, even leftist academic opinions at this stage in Indis
were in agreement with the need to make policy changes. The
differences 1lay centrally on the degree of liberalisation
and the rationale behind the new policie;. Their recommen-
dations Qere brought ocut through several committees. Four
most relevant documents of the past decade wére the reports
of the Alexander Commission, the Dagh Commission and more

important, the L.K. Jha Commission and the Arjun Sengupta

Commission.2

A proposal to amend the MRTP (1868) came in a big way,
primarily under the pressure of right-wing parties and pro-
business lobby. Those concerned with industrial 1licensing
had to change their tune. Instead of penalising industries
for producing more than their licensed capacity, they ﬁow
proclaimed that those who do so well get their licensed

capacity enhanced to a still higher level - even to this

1. Atul Kohli, "Polities of Economic Liberalisation”,
¥orld Development Report, p.211.
2. Because most of these reports sre not public documents

complete citations cannot be provided. The contexts of
these reports are generally made known via newspapers.
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policy some exceptions were made.l At the same time, this
kind of de—regulation gave the state an opportunity to draw
private sector investﬁents snd utilise their resource capac-
ity. Large industrial houses and FERA%Z companies were
allowed to establish units in areas not specifically re-
served for the PSE's etc. The whole idea was to stimulate
industrial produection in the core sector and industries with
export potential and IS (Import Substitution), use of for-
eign technology and modernisation. This éhowed that s great
deai of liberalism was introduced 3in adopting export-
oriented pattern of growth in place of an import substitu-
tion strategy. Protagonists supporting this change in
strategy, advocate that had the policy makers paid more
attention to comparative advaﬁtages in running an industry
where economies of scale exist, and less to an attempt to
produce everything regardless of its cost, it would have

fared better.

By 1984, 1India went in for external borrowing on a
large scale against IMF conditionalities which showed thst
globalisation of the Indian economy was suggested by econo-

mists as part and parcel of India’s 1liberalisation pro-

gramme.

1. L.K. Jha, "In Search of a New Economic Policy"”, Illus-
trated Weekly of India, April 1986.

X Foreign Exchange Regulation Act.
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In general, through the industrisl policy changes made
in 1882 and going by the objectives of the Sixth Five Year
Plan, Mrs. Gandhi merely brought a libersalisation of capaci-
ty expansion with the hope that big industrial houses and

FERA companies would respond favourably and industrisl

production rise.

It was Rajiv Gandhi who broughf in what came to be
described as the New Economic Policy (K.N. Raj, 1886) the
main thrust of this ‘policy mix  can be deduced by consider-
ing the 1985-86 budget, major industrial policy initiatives,
and briefly, policy towards foreign trade sand import of
technology and foreign investment.

RAJIV GANDHI (1884-83) - ISSUE OF INDUSTRIAL POLICY MOVES
TO THE CENRRE OF THE POLITICAL STAGE

The speed with which Prime Minister Rajiv Gandhi moved
toward economic liberalisation came as 8 surprise. His
background as s pilot, his close associstion with échobl
friends who have been managers in multinational
corporations, his personal fascination with computers and
the fact that he was not brought up in the socialist intel-
lectual milieu that shaped the youth of both his mother and
grandfather, are =all important elements 1in his personsal

ocutlook.

On assumption of the office of the Prime Minister,
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under peculiar circumstances well-known to everyone, some of
his speeches on the nature of his administrative functioning
significantly emphasized on the need for a radical change in
the Industriasl Policy Resolution 1956. Though, he reitersat-
ed that the broad guidelines would not be altered,! Ffurther
in effect, he declared that his government is committed to

making the economy more competitive both internally and

internationally.

The triumphal elections of December 1884 provided the
opportunity for a. far-ranging strategy forA nodernisation
that was immediately seized upon by Rajiv Gandhi and his
purposeful finance minister V.P. Singh. The bill presented
in the Lok Sabha for the budget’1985—88, in Marech 1885, wsas
couched with a8 kind of a language that avoided breaking

openly with the past but bore marks of a new change.

"The formulation of the budget is an annual exercise
but to .be meaningful it has to be set in a8 longer time
frame. Our fiscal system has served us well. However over
the vyears, objective conditions have changed, caliing for
new responses...." “...we have to initiate a process of

reform which will be completed in a phased manner in a time

1. Eddie Girdner, "Economic Liberalisation in Indis: The

New Electronic Policy”, Asian Survey, Vol.XI, May 1892,
pp.1189-1189.
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.bound frame...."1

Two features characterised the budget. First, efforts
were made to simply rationalise and reduce tax rates as a
major stimulant for economig efficiency and greater
production. Lowgring of rates both on personal income and
company profits, attracted maximum attention. On income
.tax, the number of slabs was reduced from 8 to 4 and the
exemption limit raised from Rs.15,000 to Rs.18,808.  With
the abolition of the surcharge (12.5%), the maximum marginal
rate as brought down from 61.87% to 58%. Henceforth, a
milion assessees would be exempted. Taxation of business
profits was simplified and reduced, ana the tax rate was
brought down from 55% to 580% for widely held companies and

from 85% to 55% for narrowly held ones.?

Secondly, economic policy was to move away from éhysi—
cal controls to fiscal and monetary regulations, for which
it needed to rely on 8 consistent system of customs and
excise duties. A series of interrelated reforms were there-
fore launched: (1) classification of duties - tariff and
excise - on the basis of a scientific; (2) international
structure of law tariffs for imports; and (3) a8 modified

1. Speech of Honourable Finance Minister V.P. Singh, while
presenting the Central Government’'s Union Budget for
1985-86, Part B, Para 71.

2. GOI Budget Document, 1986.
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system of value-added tax called MODVAT to replacing the

ever-changing ad hoc set of excise taxes.

The budget on the whole received a warm welcome from
the urban middle and business clsss. It stood for a new

turn in relationship between Indian private capital and

state elite.

Other important policy changes that followed were: the
role of the Planning Commission was decisively 'diminished,
however without pronouncements, by the creation of a new
ministry of programme implementation. The "New Fiscal
éolicy“ announced in\Novembef 1385 was very significant, it
feplaced import quotas with tariffs and laid out long-term
patterns of taxation assuringlthe corporate sector that no

negative surprises were looming on the horizon.!l

It was the Abid Husssain Committee Report of 1984 (EPH,

1986) that came to constitute the cornerstone and philosophy

hnderlying the New Economic Policy.

Though the Congress never officially set aside the
Industrisl Policy Resolution 1856, yet a new role. was
definitely envisaged for the state in the field of industry
and the economy as a whole. The report held that a "quantum

Jump" in exports was the only way to avoid the ecrisis which

1. Hindustan Times, Dec. 12th, 1885.
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had overtaken many Latin American states. Industrial pro-
duction at home had so far been inefficient, protected with

high cost of production and little inducement for export.

The Committee argued that the earlier policy of Import
Substitution needed to be replaced by a more open, efficient
competitive system. Both barriers to entry of new firms as
well as to importsneeded to be removed. Restrictions on
industrial capacity relaxed and access to capital imports
and new technology should be liberalised. Export promotion
snd ‘efficient’ import substitution were now visualised as

two sides of the same coin, as based upon the principle of

dynamic comparative advantage.

Hence a series of wideranging mesasures concerning
foreign trade, industrial licensing, taxstion/subsidies were
recommended a8s a total package which would bring in economic

liberalissation resulting in higher 1level of industrial

growth.1

These changes so recommended were not announced by
Rajiv Gandhi iﬁ one package but through separate policies,
though 1in guick succession. After the presentation of the
Union Budget 1985-86, industrial policy changes spread over
1885-88 specially in the textile, electronics and drug

1. Hussain Committe Report, Ministry of Commerce, GOI,
"1984 .
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industry. Recommendations for alterations in the export-

import policy, was given as well.

To order to introduce efficiency in the mill sector, a
new textile policy was announced without much discussion or
debate in parliament. Several public sector units, in this
industry were declared ‘sick” and thrown open to private
capital. Beﬁides removal of restrictions intended to make

mills more competitive versus the powerloom and handloom

sectors.1

What was markedly significant sbout the new shift in
economic policies was the government s new approach to the
gquestion of science sand technology. Rajiv Gandﬁi sSaW &
strong scientific base borrowed from the West as "a tool for
the removal of poverty, by means of improved production and
better quality.” (The Statesman, Nov. 23, 1985). According-
ly, if Indis was to move into the 21st céntury it must catch
up with highly industrialised nations, in terms of moderni-
sation. In this context one of the selected areas in which
the sapplication of modern upto date science and technology
was sharply demonstrated was the hi-tech electronics and
telecommunications sector. The state in India had success-
fully gained a large degree of autonomy from the telecommu-

nications and electronics industry which was part of the

1. L.C. Jain, "A Criticsl Review of the New Textile Poli-
cy”, The Economic Times, 286 Sept. 1885.
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core sector reserved exclusively by the Industrial Resolu-
tion Policy 1858 for development by the public sector. This
was consistent with the national consensus of self-reliance

and participation in an essentisally capitalist economy.

Moreover proponents of import liberalisation and gresat
reliance upon the private sector sargued that excessive
regulations had inhibited growth and prevented Indian entre-
preneurs from svailing themselves of new opportunities in
the international hi-tech electroniecs industry. Import of

foreign technology was therefore necesssary if India 1is to

modernise.1

The Seventh Five Year Plan that came up in 1985 clearly

indicated the new thrust of the present regim.e
Regarding industry the plan had three major objectives:

(a) A shift from massive investment by government in
facilities to modernising and improving output in existing

capacity;

(b) This meant less investment in the Public Sector
Enterprises (PSE). Introduction of high technology “sun-
rise’ industries which would transform India’s economy; and

1. Surajmal Agarwala, "Electronics in India: Past Strate-
gies and Future Possibilities”, World Development, 13:3,
1885, p.280
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(¢} Acceleration of mass consumer goods industries so
as to ensure cheap and plentiful goods internally and for-
eign exchange earnings. Hence the central focus of growth
shifted from heavy industry to consumer dprable goods and
electronic industry. The_ plan pointed out that “state
intervention will undergo a qualitative change that will
emphasize its development role, greater interaction with
industry and forge closer links between industry trade sand
finance."” (Plan Document, 1985) However while the rhetoric
on ‘self-reliance’ and ‘social justice’: the key words in
the Congress ideoclogy of planned development, was still
maintained, 1its very connotation, as was pointedl& empha-
sized, wunderwent change. It was to mean development of "=
strong independent national economy, desaling extensively

with the world, but dealing with it on equsl terms.”

Thus with a new direction to the pattern of industrial
growth, the role of the state vis-a-vis private industry and
foreign capital underwent change. Although its relationship
with PSE remained the same, the latter had to roll back to
terms of the degree of participation in industrial develop-
ment what could be observed as a partial shift from the old
Justice model of growth evolved at the time of independence,

to a elite consumer-oriented model of growth in the indus-
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trial sector.! Any political discourse on India’s class
patterns, the term 'middle class’ refers to urban dwellers
engaged in professions or are self-employed. Proponders of
this model of growth saw in this stratum, the potential to
effect on "industrial take-off  which still had not been
achieved in the last forty years of Nehruvianv Socialism,
where the state was responsible for industrial growth and
development. Rajiv Gandhi’ s early economic policies provid-
ed concrete benefits to this middle class, in order to
encourage its active participation in the process of indus-

trialisation. Indian industries did experience an overall

boom.

The reaction of both business and upper middle groups
was euphoric. At the more diffuse level, business groups
felt in tune with the government’'s new emphasis on technolo-
gy and efficiency rather than on socialism. However at a
more general level, Indian private capitsal was not keen on
shredding the kind of protection the state provided for
domestic industries against open competition. With growing
centralisation, there was a tendency in business attention
to shift towards leaders of the Congress party, cabinet
ministers and the buresucrsacy. Hénce by now, Indian busi-

ness interacted with the state elite through several formal

1. Atul Kohli, op. c¢it., p.318.
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and informal points of contact.1 An export oriented strate-
gy meant throwing domestic industries into the foray of

competition which meant decline of monopoly of big consumers

over government license.

Disappointment was expressed by groups of rural elites
especially because of the new policy deviation from rhetoric
on anti-poverty programmes, the Budget policies were regard-
ed as being ‘pro-business’ and ‘elitist’. Surprisingly an
important source of opposition to the new policies had come
from the rank snd file of the Congress ruling party. Rajiv
Gandhi had taken most economic decisions. With the help of
é handful of advisors, therein ignoring the party organisa-
tion 8s 8 whole. The new textile mill policy in particular
was opposed by certain old Congress members - besides, the
speed with which he went about making alterations through a
number of economic resolutions took time for his own party
men to get used to the fact that what he attempted at was, =a
move away from the old development strategy of self-reliance

and socialism.

Basic disillusionment with Rajiv’'s style of functioning
grew and the image of 8 "pro-rich’ leader that he acquired,
eroded his support base which culminated into his defeat in

1. The FICCI (Federation of Indian Chamber of Commerce and
Industry) and ASSOCHAM (the Associated Chamber of
Commerce and Industry in India).
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the Haryana state elections in 1884 followed by &8 similar
electoral defeat in other states like Assam, West Bengal,
Tamil Nadu. This can best explain the tactfulness of Indira
Gandhi maintained in introducing reforms, piecemeal and
5till securing 8 major political gain by her emphasis on
rhetorics viz. Nehruvisn socialism and her slogan of "Garibi
Hatao’ . However, Rajiv’'s declining popularity has not
entirely been a product of his economic approsach, but his
attempt to liberslise the economy have not been politically
neutral as reflected from the opposition he met with from
gfoups in the popular section of society - pessants, rural

poor, left intelligentsia and even from this own partymen.

What proved paradoxical was that the defeat of Rajiv
Gandhi in the general elections (1988) and sassumption of
power, mainly by Congress dissidents did not add up to a
deviation in the ideological preferences of the new party -
the Janata Dal.— that they formed, in terms of industrial
policy changes with a growth rate to the tune §f 18% 1in

1985-86. But to what extent were these ‘radicsl” changes

popularly accepted?

Rajiv Gandhi did not for one thing find much
difficulties in getting most policies implemented. The
opposition in Parliament did not enjoy numerical strength
though left parties reacted sharply to the Union budget

1985-86, terming it as “pro-rich’. Besides, he was sur-
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rounded with a cotorie of like-minded breed of advisors and
politicians who were more of technocrats. Confidants like
Arun Nehru and Arjun Singh had backgrounds as executives of
multinational corporations. Economic advisors included
individuals like Montek Singh Ahluwalia, Abid Hussain, Bimal
Jalan, Man Mohan Singh. Individuals like L.K. Jha were

closely associated with international financial institutions

like World Bank and IMF.

During the short period that the V.P. Singh government
was in power (November 1889 to November 1980), industrial
and foreign investment policy became an area of nation-wide
debate. In May 19928 when the regime introduced its budget,
it initiated a new industrisal And foreign investment policy

which carried liberaslisation to a higher place.

Its aim was described as "to serve the objective of
~employment generation, dispersal of industry in rural areas

and to enhance the contribution of small-scale industries to

export...."

-

The approsch towards Industrial Policy wss a continued
policy of liberalisation, but with a difference. Industrisl
growth was to be accelerated through the smalliscale medium
sector to combat the problem of unemployment and regional
digparities in growth. This could be taken as a legscy of

the ideas expressed by the Janata Party Government (1977-80)
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earlier, on the same lines. The investment ceiling 1limit

for small-scale and tiny industries was raised and the list

of items reserved for small scale sector was enlarged to

8386.

Central investment subsidies and other sided efforts
were extended to development this sector. New small scale
units were now freed from licensing controls and had easier
sccess to imports of raw materials omponents, foreign
technology and even foreign collaboration and investment.
Small-scale industries were hence given encouragement to
export and no licenses were needed by them to set up EQUs
and significantly the ‘convertibility clause would not spply
to them. The expansion and extension of existing small

scale industries into backward areass rural regions were part

of the same drive.1

This new emphasis could be seen in contrast to the
earlier focus given an heavy industries and consume?
industries (producing goods catering to an urban population)
by the Congress gove;nments, who were perceived as having

strong links with big business.

However there is no doubt that even the new regime took

major industrial initiatives only on the basis of the foun-

1. Mainstream, 1880 (HMay-June-July).
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dation laid down already by Rajiv Gandhi and this was true

alsc in the case of the subseguent governments that came to

power in the 1888’ s.

Against the background of the series of 1liberalisstion
decisions tsaken, in so far, in its first phase, major de-
bates ensued on the results of such decisions. Arguments

have been given for and sgainst the feasibility of an indus-

trial policy change.

The New Industriasl Policy generated criticism mainly
from the left oriented schools of thought in Indis. ‘Liber-
alisation’ of Indian industry has been sttacked mainly on
the grounds that it meant opening up of the economy to
penetration by foreign capitél, specially multi-national
companies. Arun Ghosh points that to open up the Indian
economy to external competition before removing the shackles
on Indian industry is tragically misguided. For it is the
inefficiency lurking in Indisn industry which is the very
reason for the current weak bargaining power of the Indian
economy. vis-as-vis the advanced countries. Loopholes, 1i.e.
corruption, black marketeering tax evasion 1is what was
deliberately overlooked by Rajiv Gandhi’'s advisors while
trying to initiate an alternative to an uncompetitive and
shettered economy. Other critices (Eddie J. Girdner) point
out Indian enterprises 1lack the kind of ‘Industrisl cul-

ture’ prevailing in the West that caters to maximisation of
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efficiency in production. Besides, they point out that the
structure of the internstional hi-tech electronics industry
is not suited to India’s needs and capabilities.1 The capi-
tal 1intensive nature of the electronics industry will tend
to exacerbate the problems of unemployment and inegquality
and qonsequently will be unable to do little in way of
relieving poverty. Figures will show that after a8 short
industrial boom in 1985-86 the industrial growth rate re-
mained more or less stagnated (see Appendix 1). Budgets
deficits loomed large to the tune of some Rs.4 crores per

annum (3.6% of GDP).2

What has been both significant and paradoxical that
regulations were relaxed andvexports were liberalised to
tide over a brewing Balance of payment crisis by the 188@8°s
as a result of ‘deficiencies’ in the Import Substitution
policy of the state. India went in for large scale
commercisal borrowings of different types: export credits,
IMF browwings, NRI deposits, rupee debt, loasns for defence
purchases and §hort—term debt to solve the balance of pay-
ment problem.3 However by 1896, the balance of payment took

on 8 more serious dimension, arising partly out of the Gulf

1. EPH, Jan. 5th, 1885, pp.18-11.

2. Arun Ghosh, "Indian Development Strategy”, EPH, 2234,
Sept. 28, 1991. :

3. “India’s External Debt"”, EPW, June 5, 1993, pp.1151.
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which consequently raised the price of oil and more

crisis
so out of mismanagement of the economy over a period of
time. This led to increasing devaluation of the rupee and a

serious resource crunch reflected in the high 1level of

budgetary deficit. This in turq gave rise to an inflation-
afy situstion and the government under Rajiv Gandhi and
later under V.P. Singh had to go in for a hike in prices of
essentiasl goods. This naturslly evoked dissent from all
sections of the Indian mass. Commercial borrowings in the
form of multilateral and bilateral aid was continually
resorted to, having high rates of interest, which grew up
316% i.e. more than 4 times during this period.1 The result
was that external debt was piling since the 1888°s. Revised
statistics put out by the govérnment showed the country’s
external debt to be significantly larger than indicated by
earlier estimates. In tefms of US dollars, Indisa’s external
indebtedness rose from $ 41.2 billion in 1986 to $ 55.4
billion in 1988 and from ¢ 53.9 billion by the end of March
1989 to $ 67.58 billion at the end of March 1992 (Table III,
see Appendix). Debts rose by 178% i.e. little less than 3

times in the six years 11984-85 to 1988-91.

Critics pointed out that instead of mobilising internal

resources from the economy by taxing those who could pay and
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tapping the black economy, successive governments and espe-
ciaslly Rajiv Gandhi’ s government had found it easier to use
a 'softer option’ - external borrowing which was allegedly
referred to as giving in to the dictates of the IMF-World
Bank combine! and leading to a kind of economic dependency
and “loss of self-reliance’ as in case of later American

countries, once having been entrapped in the vicious cycle

of Debt Trap.

By the 1late 1988°s, there was a breakdown of the
earlier political consensus that enabled Rajiv Gandhi to
initiate the New Economic Policy. Within the ruling party
itself there were inconsistencies in stand taken by differ-
ent sections of Congressmen. Several among the ranks and
file felt that Rajiv Gandhi’'s pro-big industry and pro-
foreign capitalist stand with the absence 6f maintaiﬁing the
previous rhetoric on “Socialism’” and ‘distributive Jjustice’

would have 8 negative impact on vote—banks.2

This breakdown was. also reflected in the re-alignment
of political forces and also in the quick succession of
short-lived and minority government of India has faced in

the early 1880°s. The result was that half-hearted

1. EPW, Jan. 5th, 1985, pp.1@-11.
2. Robert L. Hardgrave and Stanley A. Kochensk, JIndia.

Government and Politics in a Developing Nation, Fourth
edn. (New York: Hardcourt Brace Jovanich), pp.121-123.
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liberalisation measures and lack of a clear cut direction in
economic policy characterised this.first phase of industrial
policy changes - for these changes did not add up yet to =
dramatic change. A liberal model of development has re-
placed the mixed economy model premised on state controls
and import substitution. The legal and bureaucratic frame-
work of a highly interventionist state remains intact, so do
the numerous public sector activities and govérnment
restrictions on private economic activity. Atul Kohli woﬁld
say that the esrlier initiatives were mere “reforms” ™ had
little to do with sny intention to provide an s&alternative
economic policy. The new leadership found themselveé in a
position of considerable state sutonomy in 1984-85 and

merely utilised power to push through a few reforms.

Nevertheless, policy reforms did aim at enhsncing
competitiveness and at broadening the scope of individuals

and corporate initiative within the old framework.

When the P.V. Narasimha Rao government assumed office
in 19891, the Balance of Payment situation because more
critical than ever; external debts had mounted and stagnancy
marked the growth rate of the Indian economy.1 The new
government had to find a solution to the mounting problems

of economic crisis through (a) Macro-Stabilisation and (b)

1. S. K. Verghese and W. Verghese, Charan Wadhwa, Prabhsat
Patnaik, Ajit Singh, Jayati Ghosh.
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Structural Reforms. For this purpose, the new government in
power turned immediately to the IMF and negotiated a loan
worth ¢ 1 billion (initially).1 Against the conditions of
the lending institution, major reforms in trade policy were
announced on the S5th of July which linked imports explicitly

witﬁ exports for a variety of goods abolished export subsi-

dies.

The Union budget for 1991-92 and a New Industrial
Policy Resolution was announced on the same day 24th July
1881 in Parlisment. The Budget was described as an attempt
to out-deficit to 8.5% by slashing developmental and santi-

poverty programmes, subsidies and raising only indirect

taxes.

The Industrial Policy resolution marks a complete
renunciation of the Nehruvian framework_of development which
had considerably eroded from the late 18978°s but not formal-
ly sbandoned so far; in spite of the ritual homage to Nehru
that the stalement begins with. The sutonomy of the state
was pushed back not its role was considerably modified and
confined to merely exercising control over entrepreneurs in
terms of assistance in eliminating obstacles delays in the
way of privatisation. The section of industrial licensing

states, ‘"“the bedrock of any such package of measure be to

1. Economic Times, Aug. 1@th, 1981.
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let entrepreneurs make decisions on the basis of their own

commercial interests.”

What remains to be seen is how far will the participa-
tory role of the Indian state, that has evolved since the
time of independence, undergo change to leave development of

industry to the private entrepreneurs and market-forces.
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CHANGING ROLE OF THE STATE IN
IRDUSTRIAL DEVELOPMENT

Summing up my arguments, I would like to take wup the
larger question, that is to what extent has the recent move
toward liberslization msade imperative, changes 1in state
priorities. The state that was previously intended to be
interventionist has definetly ‘rolled back’ giving more
space to priQate enterprizes to penetrate intoc the more
crucial areas of industrial development. Hence it 1is no
longer the primasry sctor responsible for steering the
wheels of tﬁe industrial growth in India. The state is now

intended to play a rather “complementary’ role with the pri-

vate sector sharing its responsibility.

However, authors 1iké Ravi Batra (The Great Depression
of the 1998s) would argue that one can be guarded sagainst
the fsllacies of the view that increasing competition inthe
privaté sector eclipses the role of state. Economsists and
other intellectuals would agree that this view is basically

ideological and quite unwarranted by standard economic

theory.

There are fields which economist describe as public
good or merit goods with externalities were state action is

essential. Even as the country is moving towards s more
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market oriented economy, the reach of the state in industri-
al development ought to be extended in order to avoid pit-

falls such ss misuse of resources, regional disparities etc.

Certain crucial areas which still require enhanced
state action are, in the package anti-poverty ~programmes,
that is the targeted delivery of subsidised food and relief
employment schemes for the poor and investments in human
resource development, vis. in the fields of primary health
care and education, where it is still doubtful that private
enterprizes would be keen to enter because of the long
gestation period involved in investing in such areas. State
protection 1is still needed in expansion snd maintenance of
modern infrastructure that is power, irrigation, transport
and communication and more so state intervention is neces-

sary to protect the consumer wherever natural monopolies of

-private business is involved.

Crities in fact suggests reforms in functioning of the
state itself in order to deliver the right goods. Finally,
active state interventipn still persists especially 1in
taking decisions for negotiations in terms of external bor-
rowings, promotion of exports and other crucisl areas of
industrial activity. This goes to show that such a policy
of liberalization should evolved where state and private

enterprises go hand in hand.

120



STATISTICAL APPENDICES



CMART 3.1

GROWTH RATES
N INDEX OF INDUSTRIAL PRODUCTION

1980-8}=100

a

% .
GENERAL INDEX [cRrUDE] MINING AND QUARRYING

o7

]
A |

i 81-82 -84 -85 -86 -87 _88 -89 -90 -9 18i.82 .84 85 -86 -87 -88 -89 -90 -9

? : MANUFACTURING ELECTRICITY

8 . .:. - b N b "‘=‘ ' -T - F - 10
- % 3] | -

ATUELET et E bbb bl AU HlH - ; b

. . : : ; i !

A F WA eyl

o} : . e = ﬁ_H%_r#L-—gﬁJ-—;&. po i Rl .L::—' 0

7} 81-82 -84 -85 -86 -87 -88 -89 -90 -91 1 81-82 -84 -85 -86 -87 -;85 -89 -90 ;91
. . . . [

V - PR . ) ' e-TiLL FEB:"-,‘. .




FOREIGN TRADE

S RS. IN '000 CRORES

o IMPORTS N

4 0 M, 40
e EXPORTS -
% .

32~ %

16—

CHART 9.2

RS lN 000 CRORES

% PROVISIONAL. - | .




( 6. Balance of Paymerg)

6.1. FOREIGN EXCHANGE RESERVES

(Rs. Crores)
Reserves Transactions with IMF

Gold* SDRs Foreign Drawings  Repurchases# Qutstanding
End of (in millions Exchange*** Repurchase
of SDRs) Ottigations

1 2 3 4 5 6 7
1950-51 C 1178 —_ 911.4 — — 416
1951-52 117.8 — 746.6 —_ — . 476
1952-53 117.8 — 763.3 — —_ 47.6
1953-54 117.8 — 792.2 — 17.3 304
1954-55 117.8 _ 774.1 — 17.2 13.1
1955-56 117.8 — 784.6 — 7.1 6.0
1956-57 117.8 — 563.3 60.7 6.0 60.7
1957-58 117.8 — 303.4 34.5 — 95.2
1958-59 117.8 — 261.1 — —_ 95.2
1959-60 117.8 - 245.1 — 238 71.4
1960-61 117.8 — 185.8 — 10.7 60.7
1961-62 117.8 — 179.5 119.1 6.7 119.1
1962-63 117.8 — 177.3 1.9 —_ 131.0
1963-64 117.8 — 188.0 — 23.8 107.1
1964-65 133.8 — 115.9 47.6 47.6 107.1
1965-66 115.9 — 182.1 65.5 35.7 136.9
1966-67 182.5 — 295.9 8S. 43 1 313.1
1967-68 182.5 — 356.1 67.5 43.1 337.5
1968-69 182.5 - 391.2 — 58.5 279.0
1969-70 182.5 122.7 546.4 — 125.3 153.8
1970-71 182.5 148.9 438.1 — 153.8 —_
1971-72 182.5 247.7 480.4 — —_ —_
1972-73 182.5 246.5 478.9 — —_ —
1973-74 182.5 2449 580.8 62.0 - 58.8
1974-75 1825 234.9 610.5 484.7 — 557.3
1975-76 182.5 202.8 1491.7 207.1 — 804.0
1976-77 187.8 187.4 2863.0 — 302.8 492.1
1977-78 193.1 - 1616 4499 .8 — 248.6 210.0
1978-79 219.5 364.9 5219.9 — 206.9 —
1979-80 . 224.7 529.1 5163.7 -— 55.18 . -
1980-81 225.6 490.5 4822.1 274 4@ 5.1% 267.7
1981-82 225.6 425.1 3354.5 636.8@@ —_ 901.0
1982-83 225.6 270.2 4265.3 1892.8@@ _ 2867.0
1983-84 225.6 216.4 5497.9 1413.7@@ 72.1(A) 4443.7
1984-85 245.8 146.5 6816.8 218.83@@ 155.9(B) 4887.7
1985-86 274.3 115.1 7384.4 — 253.(C) 5285.0
1986-87 274.3 139.4 7645.2 — 672.2(D) 5548.1
1987-88 274.3 9.7 7287.1 — 1208.9(E) 4731.6

1988-89 : . 2743 7.5 6604.6 — 1574.3(F) 3696.0




TABLE 3: GROWTH RATES ACHIEVED IN SUCCESSIVE PLANS

Growth Rate

Period Net Domestic
Product st 18978- Per Cent
71 Prices in the Per Annum
Base Year
(Rs. billion) :

(1) (2) (3)
18951-58 167 .98 3.58
1956-61 199.69 4.14
1961-68 243 .86 2.386
1969-74 387.78 4.12
1874-79 362.68 3.38
1979-80 485 .93 5.31!
19868-85 449 .94 -5.3614 .43
1985-9¢ 576 .54 5.886!

Source: Central Statistical Orgsnisation.
TABLE 4: SELECTED INDICATORS 195@3-51 TQ 1988-89
1950-51 1964-81 197@-71 1983-84 1985-86 1988-89
1 2 3 4 5 8
GDP st Factor Cost:
- Currenit Prices 8,979 15,254 39,208 185,991 2341.159 348,898
- 1983-81 Prices

(Rs. Crores) 42,871 82,954 90,426 1441,318 157,348 1188,481
Centre s Budget: .

Deficit(Rs. Crores)-(33)~ ~(17) 2.85 1,417 4,937 7.947

Foreign Trade:

- Exports 606 842 1,535 9,771 13,845 28,295
(PR)

- Imports 6(18 1,122 1,634 15,831 18,858 28.1%4
(PR)

Source: Central Statistical Organisation.
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TABLE 5: INDIA'S EXTERNAL DEBT

US ¢ HMillion

End March End
Sept.
1989 1892 1991 1992

. IMF 2,385 1,493 2,628 3,451 4,183

. Commercisl Borrowing 8,176 9,335 10, 208 11,700 12,271

(15.2) (15.9) (18.1) (17.3) (17.2)

. Long-Term Debt 53,013 53,148 57,392 61,718 64,961

. Short-Term Debt 3,892 5,485 6,006 5,868 6,149
a) Deposits (upto
orne year matu-

rity) 2,586 3,232 2,572 2.489 2,480

by FCC(B&D) Deposits 2 & 187 357 1,767
{Upto one year

maturity)
Total Debt (3+4) 53,985 58,634 83,396 87,578 71,110

Source: Economic Survey, 1992-81, GOI Publication.
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