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Preface

The most dramatic of the changes in cconomic policics in India in 1991 related
to industry. They werce intended to make Indian industry globally compctitive. Afier
three vears it is Icgitimatc 10 ask whether there has been cnough progress 1o
achicving this intention. There are many individual units that have restructured
themsclves. Vast funds have flown into the private organised scctor. Many forcign
investors have expressed interest. The stock markets arc cuphoric. But there is as vet
no clinching cvidence that Indian industry as a wholc has restructured itsclf. or even
that much of it is getting rcady to do so. Many questions of policy at the levels of the
central and statc governments. and of the opcrating units. remain to be decided in a
coordinated manncr. Busincss confidence in the future appears to be at high levels. It
has to be matched by substantial investments and changes in methods of working.

This paper is an attempt to revicw Indian expericnce in industry reforms in the

past thrce years. It puts together findings of a number of studics and indicates
directions for futurc policics.

New Delhi

S. L. RAO
Scptember, 1994

Dircctor-General
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Chapter 1

Economic Reforms in Indian Industry

THIS paper attempts to review the impact of the changes in economic policics
between 1991 and 1994 as they have affected Indian industry. What secms to emerge
is that therc has been no coordinated set of policics towards industrial reforms. There
has been a substantial amount of dcbureaucratisation and dcregulation. However,
many old policics which act as constraints on the faster development of industry still
remain. Many othcr actions remain to be taken. At the Icvel of the operating
company. managements have vet to adjust to the new situation of competition. If
Indian industry is to be competitive. there are actions which require to be taken at

-the Government policy level. and also at the micro company level. There is clearly
necd for strategic direction and thinking about Indian industry.

Economic policies affecting industry were being reviewed for the past many
vears. Marginal modifications like enlarging the definition of monopoly houses,
some easing of technical collaboration rules. etc.. were introduced in the 1970s and
early 1980s. The Rajiv Gandhi government went about this task in a more coor-
dinated way with policies to ease licensing restrictions. foreign collaborations. lower
corporate taxation. income tax benefits on export incomes. etc. However most of the

policy changes were sclective to some industry sectors. and not applicable to the
economy as a whole.

The economic policy changes since 1991 have affected all sectors of industry.
The changes were many. and of different types. The most significant were those that
introduced industrial dclicensing. Only 8 out of the carlicr 17 areas werc now
reserved for the public sector — later reduced to 6. Industrial licences and govern-
ment approvals were abolished “‘irrespective of the level of investment. except for
certain industrics related to sccurity and strategic concerns, social reasons. concerns
related to safcty and overriding environmental issues. and manufacture of products:
of hazardous naturc’’. Similarly locational restrictions except to avoid pollution and’
congestion in the largest citics were also abolished. The concept of *‘large’” and
monopoly houscs with limitations on the so-called big business houses on thcir
expansion and diversification, have been removed.

The compulsion to substitute imports through a *‘phased manufacturing
programme’” applicable to a number of engineering industries were also abolished.



Financial institutions no longer impose a mandatory convertibility clause on their
borrowers, thus removing an important irritant, and in some cases, limitation on
expansion through borrowing.

The restrictive regulations on purchase of foreign technology were eased, and
more generous royalty and lumpsum technology payments were allowed to be made.
Along with this, the frec hiring of foreign technicians was permitted.

Automatic permission to foreign investors to hold upto 51% equity shares was
permitted against the earlier limit of 40% in high priority industries, trading
ventures and tourism related areas.

Public sector undertakings also saw some changes in policies. Public invest-
ments would be reviewed with greater realism in respect of industries based on low
technology, small scale and non-strategic areas, inefficient and unproductive areas,
areas with low or nil social considerations of public purpose, and areas where private
sector has developed sufficient expertise and resources. Greater management author-
ity through the system of memoranda of understanding, introduction of competition,
divestment of a part of government holdings, were proposed for those public sector
undertakings (psus) that were in the reserved areas of operation, or were in high
priority areas, or were generating good or reasonable profits. Chronically sick psus
would be referred to BIFR. Budgetary support to such enterprises would be phased
out over a period of years. The National Renewal Fund was to provide a mechanism
to protect the interest of workers likely to be affected by such rehabilitation packages.

As far as the small scale, tiny and village enterprises are concerned, government
made it clear that there was no intention to relax on the list of 842 products reserved
for the small scale sector. Financial support as well as better access to finance was
proposed for these units. The organised sector units were also allowed to hold upto
24% equity in small scale units.

The other set of policies that affected industry relate to credit. Reduction of SLR
and CRR limitations on banks were intended to ease the availability of commercial
credit. The 3% reduction in interest rates over the years also reduced the cost of
capital as the interest on term loans by financial institutions also came down, though
the lending rates in India were still far higher than in most other countries. Opening
of the financial markets to private mutual funds and others has increased the
availability of capital and resources. An important change in policy has been the
direct access now available to international finance through global depository re-

ceipts and Euro-issues, as well as access to loan markets. Further, the interest -

differentials which used to be kept by the financial institutions and banks in earlier
years are now kept by the borrowing companies. This has resulted in access to much
lower cost capital from overseas. The increasing interest shown in the equity cult by
Indian investors and the mobilisation of such funds by mutual funds, have led to
considerable growth in investments in equity and debenture issues, and such other
instruments. For the organised and larger private companics, the costs of working
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Why Reforms?

The industrial policy reforms were intended to enable Indian industry to develop
an outward orientation. and o allow freer play to market forces. Indian industry was




Chapter 2

Performance During Three Years of Reforms

THE index of industrial production combincs three groups: the manufacturing
sector. mining and quarrving. and power. The index uses 1980-81 as the base. It
therefore has a limitation because the decade of the 1980s saw considcerable changes
in the relative proportions of diffcrent sectors of industry. The present index does not
reflect those changes. and to that ‘extent. understatcs performance when the under-
represented sectors grow at a much faster rate or the over-represented sectors are in
decline. Such variations in one sector get exaggerated in the overall index and the
effect is stronger than if adcquate weight was given to the other sectors.

IIP Growth % Over Previous Year

1990 26
1991 23
1992 00
1993 23
1994 3.0
Dec. 1993 63
Jan. 1994 638
Feb. 1994 5.7
March 1994 -09
April 1994 80

In July 1991, India faced a serious crisis on its extcrnal payvments. while
inflation had reached a level in August 1991 (WPI) of around 16%. The immediate
policy response of the Government was to effect a drastic squeeze on imports,
massive devaluation of the Rupee which sharply increased the prices of imports. a
sharp squeeze orrfcommercial and consumer credit. along-with an increase in-interest
rates. Thus. the minimum lending rate which ruled at 18.15% on 4th July. 1991
increased to 20% on 9th October. 1991. It began to come down in March, 1992 when
it reduced to 19% with further reduction to 16% in June. 1993. There was thercfore
in those vears. a sharp decline in industrial production and by 1992, an industrial
recession.



Production growth of basic goods remained stable in the two years 1990-91 to
1991-92 at 6.4% and 6.6% respectively, declined to about 3% in 1992-93. and rose
by 3.1% in 1993-94. The third year was down primarily because of the much lower
growth in phosphatic fertilizers. cement, and semi-manufactured non-ferrous metals.
The showdown in the cement sector was a fall-out of macro economic stabilisation
measures to keep the fiscal deficit under control. which resulted in lower govern-
ment expenditures and lower offtake of cement by government agencies. The general
recession in most major user industries resulting from import and credit squeeze also
affected demand. The decline in phosphatic fertilizers was the fall out of attempts to
rationalisc the fertiliser subsidv which led to the decision to reduce urea price by
10% and consequent shift of decmand away from phosphatic and potassic fertilizers.
The decontrol of phosphatic and potassic fertilizer prices led to their sudden sharp
rise and decline in consumption. Many manufacturing units had to close down till a
subsidy of Rs.1.000 per tonne was assured. This imbalance in usage is also not
desirablc from vicw point of cfficient agriculture. The steel sector saw liberalization
of import and export of stecl materials (except a few items). and abolition of price
and distribution controls. Though profitability was affected. the industry recorded a
sharp increase in production in 1992-93. and though there was a decline in off-take
of salcable steel. there was a thrust to the export of finished steel.

Mining and quarrving showed improvement in performance between 1981 and
1983 when thc percentage increase over the previous years was in double digits.
18.2. 29.2 and 13.4% respectively. Between 1984 and 1989. the growth was slower
but still high. though somewhat erratic (8.6% in 1984 and in subsequent vears 4.7.
7.3. 4.5. 5.3 with 8.5% in 1989). However. in 1990, it declined to 1.9%. rising to
3.5% in 1991 and declining again to 1.6% in 1992. Some improvement was (0 bc
seen in the month of December. 1993. Coal (including lignite) and crude petroleum
account for a weight of 9.1 out of 10.99 for this sector. The single most important
factor affecting the growth in this sector has been persistent decline in crude oil
production which began to improve only in the closing months of 1993-94. Coal and
lignite production grew in the 1970s by 4.53% annually, and in the period 1980-81
to 1992-93 by 6.74% per vear with 1991-92 showing 8.13% growth.

A National Minerals Policy was announced in 1993 which liberalises private
and forcign investment in this sector. Indeed in 1994, Government of India organiscd
a confercnce to promote forcign investment in this sector. Captive coal mines have
been allowed to the private sector and many areas opened out for forcign and private
investient. Some state governments have vet to respond with “positive policies
especially on land issues.

The electricitv sector in the index relates to electricity generation. India has
shown substantial growth over the vears and the vears of economic reforms (from
1991) have also shown increascs in power generation. It improved by 8.5% in 1992,
and 3% in 1993. but shortagcs of powcr as well as poor quality of power continuc to



plague the country and particularly industry. The growth over the same month last
year were: Dec.93 — 6.2%; Jan.94 — 5.0%; Feb.94 - 6.1%. ‘

While no hard data is available, it is known that captive generators account for
a good proportion of the power supply of organised sector industries. The economic
policy changes in this sector enable private sector (including foreign) entry mnto
power generation. Foreign investment has been slow to come in and even domestic
private investment has not been substantial mainly due to the transmission and
distribution being largely a monopoly of State Electricity Boards which in most cases
run large deficits and have piled up large unpaid bills with public sector suppliers
like NTPC, Coal India, BHEL, Railways, etc. Foreign investment in the sector has
been given many inducements, minimum return of 16% on investn..nt at a guaran-
teed foreign exchange rate and 68.5% PLF, using imported fuel and capital goods.

SEBs Profit PLF of T&D Unit cost of Consumer categoryw.se
orloss thermal losses as  power averoge torff
making  power stations, %age,  supply. (1993-34) Paise Kwa,

1993-94 1993-94 1993-94 -
(RE) (RE) (Paise/ Agnculture Domestic [ncustry
%) owh)

Andhra Pradesh Loss 65.00 18.50 126.58 11.18 90.00 i R)
Assam Loss 24.00 21.00 282.52 $0.00 60.00 9
Bihar Loss 25.00 20.25 204.04 14.76 108.21 2~
Dethi (DESU) Loss 54.00 19.50 175.88 347 86.54 19828
Gujarat Loss 61.00 20.50 166.04 23.00 120.00 he § KO
Haryana Loss 49.00 22.50 150.89 35.00 90.00 N
Himachal Pradesh Loss N.A 17.84 147.52 35.00 97.00 40739
J&K Loss N.A 43.86 178.20 10.55 28.74 43 8¢
Kamnataka Loss 49.40 18.00 110.64 0.11 106.50 164
Kerala“ Loss N.A 19.00 93.45 25.00 53.63 4738
Madhya Pradesh Loss 52.50 19.00 152.41 23.60 £2.50 00."8
Maharashtra Loss 59.70 15.10 156.43 27.00 101.02 2048
Meghalaya bo- N.A 13.00 146.10 50.00 69.00 1200
Orissa Loes 34.50 22.00 98.63 1200 “0.00 98 7
Punjab Loss 58.30 18.30 143.65 22 92.44 147N
Rajasthan Loss 71.00 21.50 152.85 3392 8328 1T4s2
Tamilnadu _ ~ - Loss . _ 6520 1725 _ 16329 070  850C  '9%36
UP. Loss 5050 2200 17548 3326 1§ I s
West Bengal Loss 31.10 21.00 89.31 1923 69.09 jo. b
ALL-INDIA 57.10 19.23 149.1° 2679 4.9 [RE 7Y

RE — Revised Estimates

N.A - Not Applicable

Sources : — Government of India, Planning Conrnission, Power & Energy Divions dnmual Sepvr om e
Working of State Electricity Boards and Electricity Department: ¢ [ 774



ctc.}!owever,ﬂ\crewonsehasbeunslo-.mphmmemaof
genemﬁonandpﬁocschargedtbdiﬂammngwsmhintthEBs
showingwshlossesatworst-andpoormonqiulabestmsmsmn
themalpowerplantshighlyincfﬁdemlyhmcae&ﬁymbknsmmade
worsebemuscofmeuansnﬁssionandﬁsrmm‘ichmhighm:tomc
uwﬂofpower.ﬂwomerprobkmisthehwymw&thccomdng
sectotswithindustryhavingwbwth:mdtkbmdmagiaﬂm;ming
alnmﬁeeebctﬁcityoratvery'lowrnm&mhedmmstoftheSEBs
havinglargeaocumnﬂatedlos&.ThcaediilhyﬁtheEBsEmbwthﬂfordgn
invsto:sarenotwillingtotmstmemlohetktopythcbﬂlsfonhcpowusoldto
them. NTPC, CIL, Indian Railways arc muic cxampies of accumulated receivables
from the various SEBs. Obviously. the private sector, paricularly the foreign
investors are not willing to share this fate.

Without subsidy every SEB was in the red in 1993-94. During the vear a subsidy
ofﬂneleyelofRs.2,030.7lcmwsgimbtheSEBsOlﬁ'thcl9SEBs.10
SEBs were the beneficiaries. Even with this heavy dose of subsidy. only Kamnataka,
Maharashtra and Orissa could swing to the positive side and that too marginally.

Commercial Profit/Lem, 1933-94(RE)

(Rs. crores)
SEBs Wich mbnds Without subndy
Andhea Pradesh © 17 ¢ L7
Asam () 28458 () 28488
Bihar () 29490 () 29490
Delhi (DESU) () 20413 () 20413
Gujarat () 55800 (-) %5e00
Haryana (-} 37716 (-) 437.16
Himachal Pradesh () 6La4 (). 61.44
J&K () 21241 () 21241
Karnataka -) ng () 006
Kerala , ) De® ) D®
Madhya Pradesh () 1316 () 24616
Maharashtra (=) 13904 () s
Meghalaya ¢ 139 O 209
Orissa =) 2410 () €710
CPumpb =T m ) BT e s ) BARTT
Rajasthan (- 12868 () 77938
Tamilnadu () 2% () 3%
UP. () Dre () 1110.0
West Bengal () 25221 () 621
TOTAL r 29£1 65 (-} 499236

Source: Government of India, Planning Commissian. Awwal Report om He Worlang of SEBs and
Electricity Departments. Feb. 1994.



Capital goods have been hardest hit by reform measures — the industrial
squecze. the tarifl reductions. freer import, and 10 some extent. new foreign invest-
ment containing imported rather than locally made capital goods. The effect was
moderated in 1991-92 by the import squeeze. and by the industrial recession in
1992-93. Tn the next vear this scctor was to a large extent responsible for the overall
poor 1P growth and to the poor growth of the manufacturing sector. :

Capital Goods

% Growth Over Previous Year

1990-91 17.4
1991-92 - 4.5
1992-93 -0.1
1993-94 -53

Intermediate goods have a significant weight in the IIP. Their production
declined by 0.3% in 1991-92. grew by 4.5% in 1992-93 and 11% in 1993-94. This
group probably benefited by the boom in exports of varns. textiles and garments. and
in the buovant revival of the automotive industry leading to improvement in demand
for tyres. To the extent that devaluation improved export motivation. the perfor-
mance was rctated to reform policies.

In the category of consumer goods (with low weight for durables and almost 10
times as much for non-durablcs). results were erratic and show no pattern.

% Growth
Consumer Consumer
durables non-durables
1991-92 -10.0 -1.2
1992-93 -0.1 + 6.1
1993-94 + 14.6 -09

Durables werce affected in the first two vears by inflation and the initial squcezc on
consumer credit. They began to recover with the budget of 1993 which brought about
steep reduction in excise dutics and conscquently the prices of many durables. also a
part of the rcform mcasurcs. The performance of non-durables is more difficult to
understand because many of them have high rural shares and rutal markets pros- -
pered through this period as will be scen from NCAER Houschold Survey results
given a little later. 1t appears that major declines in production have taken place
. primarily in sugar and mill-madc cotton fabrics. and not in many othcr manufac-

tured consumer non-durablcs.



Chapter 3

The Manufacturing Sectors

Small Scale Sector

THE performance of the small scale sector of industry is difficult to estimate. Only
provisional figures are availablc from the DC, SSI for 1991-92 and they show a
healthy growth - in nominal terms by over 16% and in real terms by over 3%. The
latier was a little lower than in carlicr years because of the high levels of inflation in
1991-92. The Economic Survey shows output growth at 17.5% in 1992-93 (provi-
sional) over 1991-92. a growth in real terms of 5.6%. The reliability of production
figures for the small scale has been questioned and we are not in a position to
comment on how it has becn affected by reforms. To the extent that broad-banding
permits the organised sector to produce items for caplive consumption that might
have becn procured from the small scale sector (SSS). there might have been some
negative cffect.

Very little has been done so far to change policies towards the small scale sector.
A recent NCAER study shows clearly that the result of these policies towards SSIs is
that small scale industries have become a separate category which have been
encouraged to develop an adversarial relationship with the large and organiscd
sectors instead of a collaborative one. Small industries in India have because of
government policy. been encouraged to remain small. and when they grow, to split
so that they remain within the definition of small scale units. as a result of which
they cnjoy special protection and incentives. At the same time the special advantagces
conferred on SSls are available to possibly only around 2% of the total number of
SSI units. The majority do not enjov the price prefercnces. reservations, etc. The
small scale scctor has also not developed in the rural areas. unlike in China and has
been concentrated in cities and small and medium towns.

Somc other obscrvations arising out of the NCAER study arereproduced below:

1. During the past four decades the small scale sector has grown manifold and
diversificd considerably. is making significant contribution to cmplovment
generation and exports. and to a considcrable extent meeting the consumcr
demand of the Indian masses. But it is still considered to be weak. in nced
of Government help and protection. It is beset with several problcms. such
as sub-optimal scalc of operations. sickness and morbidity. technological
obsoicscence and poor market image. A bandwagon approach Icads to
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overcrowding in the same lines of production. Consequently, there is

intcnse inter se competition. Jower capacity utilisation and compromise on —

quality and standards to make way for price cutting. The SSS has not been

cncouraged to grow vertically and face competition from medium and large

cnterprises. ; —
2. There is no doubt that small scale enterprises have made a major contribu-

tion in the gencration of additional jobs. But the capacity of the sector to

create ncw jobs has gone down in recent years due to decline in employment -

intcnsity. Locational dispersal has taken place but only to a limited extent.

The SSI conglomerations are significantly confined to bigger cities and

satcllite towns around them. Ancillary. sub-contracting, processing and job —

work units are gaining ground on account of the realisation of large scale

units that farming out means reducing costs and labour relations problems.

But dclayed payments has become a big problem. ) _

3. The bigger the SSE the larger the contribution it makes to income genera-
tion. Many a smallcr small scale entreprencur only gets wage employment. _
It is significant to note that these units are not generating surpluses. Yet : —
they do necd to exist as the alternative for such entrepreneurs and workers
would be to become uncmployed. In a country like India it may be necessary
to protect this employment even if it may mean less than optimal factor use, .
some wastage of inputs. etc. There is plenty of scope to enhance productiv-
ity of micro units.

4. The trend growth in the 1980s — early 90s, of production of the SSS has _
been pretty good at 8-9% but 11-12% growth rate given by the official {
statistics scems exaggerated. The growth rate corresponds to the growth ;
rate in the non-SSI factory sector. Over the years the percentage share of i .
small factories and their output in the factory sector has shrunk moderately. ;
This shows that bigger small units in terms of number of units and output
have grown at a slower pace than the non-factory SSEs. It is these smaller |
small units which need focused attention. :

5. The size of the SSS as estimated by the NCAER-FNF Study team works out

to 16 lakh enterprises in 1991-92 instead of 21 lakh enterprises estimated

by the ‘Small Industries Development Organisation’. It seems they do not

_take into consideration the mortality or closure (the term used in the second

"~"GSI Census) rate. An one-fifth reduction in the number of units means

substantial reduction in the overall investment, employment and production
estimates of the sector made by the GOL.

6. The argument that what can be produced in the small scale sector must only
be so produced. which was voiced and acted upon vigorously in the late
seventics. is no longer being heard. The over-riding basis for protecting and
supporting small scale industries at the start of the development programme
in mid-fifties was its weak structure. However. even after four decades the

10



continuation of a vastly extended protective umbrella is being sought on the

same plca. This seems to be coming in the way of developing a healthy,

efficient and competitive SSI or rather SMI in India. In a liberalised

ambience, the medium and long term interests of SSI may be hurt if

commensurate measures are not taken to meet the forces of competition

which are bound to increase from within the country as well as from abroad.
In many products the sector can stand on its own due to its intrinsic -
strength. In fact, a very large segment of the enterprises do not depend on

protective measures, many are not even aware of them. A large number of

viable industries can be identified in the small sector if such analyses are

made at a more disaggregated level than has been done hitherto.

7. The relationship between LSEs and SSEs had not developed to such an
extent as to expect the former to provide technical and managerial support,
not to speak of financial assistance. There is sufficient anecdotal evidence
available to confirm that middle-level and bigger SSEs expand horizontally
rather than vertically to continue availing of exemptions and subsidies as a
SSU. A big small entreprencur may own a few small enterprises, having a
common product line. Thus, it appears that growth of SSEs to achieve
optimal size and have the benefit of appropriate scale has been checkmated.

8. The vast network of Government run organisations providing promotional
and extension services, apart from not being cost effective, have to a large
extent lost utility for small scale units. Private sector consultants, are not
always equipped to keep pace with changes in technology and other devel-
opments. The SSI associations, by and large, do not pay adequate attention
to developmental activities. Thus, small entrepreneurs, generally speaking,
have to fend for themselves. The lack of appropriate and timely information
may come in the way of running a unit on sound lines.

(From NCAER-FNF Study, 1993)

No major policy changes have occurred in this sector nor in the Khadi & Village
industries which also continued to show growth as in earlier years. They do not seem
to have been affected in any way in the years of economic reforms.

Manufactured Goods Output

The production of manufactured goods as a whole showed significant improve-
ment in the second half of the 1980s. The decadal growth was at an annual rate of
6.3% in the 50s, 5.3% in the 60s, 4.2 in the 70s, and 6.3% in the 80s. However,
between 1984-85 and 1990-91, the annual growth in this sector was 8%. Subsequent
years, however. show a different picture. In 1991-92, there was a decline of 1.5%: in
1992-93 the growth is estimated at 1.2%,; in April-October, 1993 the growth was 1%
but 1993-94 is expected to have ended with a growth in manufacturing of about 3%
because of the very low performance of the early months of 1992-93 against which
the same months this year show much higher growth leading to a higher average for
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the vear than indicated by the growth in carlicr months.
Public Enterprises

The following table comparcs the performance of a large sample of privatc
enterpriscs with the central public enterprises. The privatc' entcrprise companics
include the major companics. We have to assume that the trends shown by this group
arc valid for other companies not included in this sample. E

Private enterprises® Central public enterprises®*
199091  1991-92 1992-93 1993-94 1990-91  1991-92 1992-93
No. of enterprises 945 945 945 1200 246 246 245
Girowth over
previous year (°o)
Sales 1R6S 20.14 13.65 20.42 11.2 113 11.0
Other income 26.07 31.56 23.90 6.20 64.46 15.01 12.93
Profit afier tax 4421 824 6.37 83.64 - 41 36 442
Interest 11.8 13.1 128 487 143 127 1.1
Depreciation 16.43 17.54 19.47 -1.09
Ratios )
Other Income ‘Sales 1.73 1.90 2.07 261 35 3.58 3.69
Assets Tumover 1172 1111 1.041
Current ratios 2.14 210 © 229
Average FG Stock 45 46 50
Debtors’ Average
Daily Sale 49 51 57
PBDIT 'Sales 14.13 14.38 14.38 . 9.5 10.2 10.9
PBDIT/ Total assets  16.56 15.98 1497
Return on net worth 1897 16.63 13.37 3 3.67 4.59
PAT/Sales 448 404 378 1.92 1.76 2.3

¢ From CMIF: November 1993 : Corporate Finance: Industry Aggregates for 1990-93.
For 1993-94. CMIE. Corporate Results : 1993-94. June 1994. ’
* From CMIE: April 1994 : Statistical Profile of 200 Public Sector Enterprises.

Figures for the performance of central public cnterpriscs are available only for

the year ending March. 1993. These show growth on all fronts — sales. investment,

- capital employed. net worth. additions to fixed assets. net profit. and dividend. Over
the period from 1990 to 1993, the profit growth has zoomed from -4.1% in 1990-91
to +44.2% in 1992-93. Interest costs have declined over the three-year period. The
ratio of profit before interest and taxes to sales shows an upward trend. Sales show a
steadv growth of around 11% per vear. The public sector benefited from interest
rates of 8 10 9% which were systematically lower than for the private sector of 12 to
13%. This also helped profit to grow along with increases in administcred priccs
(Petroleum products. coal. electricity and steel). **Other Income”’ showed growth in
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1991-92 over 1990-91. but in 1992-93 the rate of: growth has declined. This is so
particularly in 1990-91 when ‘other income’ showed over 64% growth over the
previous vear. perhaps reflecting the profit from the ‘portfolio management scheme’
and other such financial activitics. In subsequent ycars the growth rate has declined.
In the private scctor. the growth probably reflects sales of asscts undcertaken in order
to shorc up declining profit growth. §

As percentage 1o sales. however. ‘other income’ *has been much more important
for public than for privatc cnterprisces. For both. it is a growing percentage 1o salcs.
The jump in 1992-93 in the private scctor perhaps reflects the carnings from
investment of the large funds raiscd in domestic and overscas markets but not fully
utilised.

Tt will be noted that for three key ratios. viz..
PBDIT to sales.
Rcturn on nct worth. and
PAT 1o salcs.

the performance of public enterpriscs shows improvement over the three vears but
lags bchind the ratios for the private enterpriscs. Indeed on two ratios the private
scctor shows a decline in 1992-93 and is static in the third.

The drain on central government resources (and in the casc of the state level
public cntcrpriscs. on statc government resources) duc to the poor returns on
investment is well-known  rcturn in terms of dividends and intcrest payments to the
central government have been far below the interest paid by government on its
intcrnal markct borrowings.

The companics in which there was also disinvestment of government sharcholding
did not show any spccial improvement in performance — indeed they did worse than
the others in 1992-93. Clearly the disinvestment exercisc makes no diffcrence to the
way in which the cnterpriscs function. There has been no fundamental difference in

the government — PSE relationship. structure. management or systems because of
disinvestment.
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Chai)ter 4

Performance of Private Enterprise Sector

THE CMIE performance figures for 1.200 companics in the private sector for 1993-
94 showed a dramatic change over previous years. This change can also be corrobo-
rated by a different set of figures for 1,000 companies compiled by ‘Capital Markets’
(June 20 to July 3, 1994).

Figures from
‘Capital Market’ -
1993-94 over 1992-93

No. of companies 1,000
Sales Growth + 18%
Profit after tax + 7%
Interest payment + 8%

Sales have improved but profits after tax have improved by much more. This is
due to three factors: reduced depreciation, higher ‘other income’ and lower interest
costs. The changes in depreciation providing for a reduced rate, announced in
December 1993, on plant & machinery used in continuous process industries, came
with retrospective effect from that year. This was a major contribution to improved
profits for many companies. This is a one-time improvement, and percentage
improvements due to this factor will not be seen in future years. ‘Other income’ has
been analysed earlier. As the ratios of PBDIT to sales show. the figures have not
changed much over the three years. Yet profit after tax has gone up by manifold. It
is fair to conclude that there have been no significant cost improvements due to new
investments that account for the better performance. At the same time, in order to
maintain these levels of performance in coming years, such investments are essential
and must now be imminent. Further, companies have become far more dependent
than before on the market for their funds. The market will expect to see improving
performance each year — in terms of rising dividends. and stock appreciation.

The decline in interest payments by private enterprises in 1993-94 is much more
significant than the decline for public enterprises. One important reason is the 3%
decline in interest rate over the three years. It must be also seen in relation to the
moneys raised in the market for investments in plant, equipment, etc., and used
instead of bank funds for working capital.
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CMIE (June 1994) gives the following figures

(Rs. crores)
2 sud
Capital issues 29551 3LE :
(Project cost)
Foreign investment :
Approved 2971 299 .
Actual ' 34% :
(Jan 91 to Apr 94)
Amourdt raised from 2.192 million
Euro issues US Dollars
{(May 92 to June 94) = Rs.6.300 crores
(approximately)
Bond Sales 994 million
(July 93 to May 94) : US Dollars
= Rs.3.000 crores
(approximately)
Disbursements by
Financial Institutions 21304

Thus the additional resources availabie to the prvate sector — in the three years
from 1992 to 1994 averaged to over Rs. 80.000 crores. This does not include
disbursements of loans by financial institations. This sum of over Rs. 80,000 crores
is at very low costs compared to the borrowing costs from banks and financial
institutions in India. We do not know what part of it has actually gone into
productive investment. The increasing gap over the last vear between the growing
sanctions' perhaps implies that companies are prepared for investment but waiting
for the right time to do so.

This large addition to capital and the expansion plans of companies which will
come back to thc market for even more funds. has also resulted in substantial
increases in dividend declarations. Unless the operating profits improve consider-
ably. due to opcrations and not other measures. sustaimng these dividends in the
future could pose problems.

Bank credit to the commercial sector appears to have grown at a declining rate
since April 1993. The rate of grosth has come down from 14.74% (compared to a
year earlier) on April 30,1994 10 7.53% on Apni 29. 1994 Since neither inventories
nor receivables (in terms of number of days™ sales) have gone down. it is clear that
there have been other funds which displaced bank credit. This can only have been

! It must be noted that during 1993-94, competition berween fmancial institutions appears to
have led companies to apply for loans and get sancioned from all of them, and then try to
get reduced interest rates.



the funds raised at much lower cost by companies. in India-and overseas and that has
substantially reduced the interest costs in 1993-94. To that extent. productive
investment has been delayed. :

It would appear therefore that interest rate policies have little effect on funds
availability to the commercial sector and might as well be brought down so as to
match more closely the costs of external capital. It is also desirable of industry is to
be competitive. !

Further. the risc in the average daily turnover of BSE listed companics between
August 1973 and March 1994 compared to the earlier months of April to July 1993
by 3 to 4 times, is perhaps indicative of some of these funds having flown also into
the stock markets along with the large inflow of foreign institutional funds.

At the same time. NCAER business expectation surveys in February and May.
1994 show an enormous improvement in business confidence in all industrics that
were contacted. including the expectations of new investments. An analysis of the
results of 10 rounds of business expectations from September 1991 to May 1994
shows the enormous change for the better that has taken place in business confi-
dence, and expectations of substantial improvement in coming months in sales,
production, capacity utilisation, and investments. This is so across all the sectors of
organised manufacturing industry that were studied. The index of business confi-
dence which rose from 110 in Sept. 1993 to 140 in Feb. 1994 has removed these in
May 1994 as well.

We might therefore see in the rest of 1994-95, what perhaps did not take place
to the expected levels in earlier years, namely, investment by industry in expanding
capacities, and introducing new processes, technologies, and products. A boom in
private investment expenditures in industry appears to be in the offing in 1994-95.
NCAER'’s macro model is forecasting 31% nominal growth in private investment in
1994-95 against 16% last year and 8% in public investment vs. 5% last year. The
upsurge in private investment expenditure is therefore crucial for the growth of the
economy and the future competitiveness of industry.

Productivity, Quality and Capacity

Very little recent information is available about any productivity improvements
in industry. ICICI has studied productivity changes in the private corporate sector
among companies financed by it. The study shows that for the ICICI sample. there
was a turnaround in productivity performance during the period 1987-88 to 1991-92,
which showed substantially improved performance in the growth rate of real output:
along with high growth of real capital stock. We can at thisstage only presume that
since fresh investment has taken place since 1991, the private manufacturing sector
must be witnessing faster growth in productivity. ’

There is newspaper evidence that organiscd companies are becoming more
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quality conscious. The number of companies that have been approved under different
ISO categories has expandcd. as have the number participating in programmces run
by appex chambers to hclp companies know how to achieve these international
standards of quality. There is no hard data on improvement in costs. productivity
and quality. As of February 1993 about 30 companies are belicved to have been
certified with the international standard of ISO — 9000 and 100 or more were in the
process of implementation. This is believed to have since grown rapidly. i

Data on capacity is now scarce because of broad-banding and delicensing and
we are unable to say to what extent industry has taken advantage of delicensing of
industrial capacities bring their factory capacitics to economic sizes. This is a way o
improve productivity and reduce costs. NCAER's expectations surveys show improv-

ing capacity utilisation. The rate of capacity expansion can be expected to risc with
increased investment expenditure.
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Chapter 5

Competitiveness

THE World Competitiveness Reports rank India at No.13 among 15 newly
industnialised nations in terms of overall rankings on competitiveness. In 1993,
India has gained on very few counts and slipped in relative terms, on many, in
relation to 1992,

Rankings 1993 1992
Domestic economic strength 9 8
Internationalisation 1 14
Government B 10 11
Finance 15 1n
Infrastructure 14 13
Manpower 12 11
Science & Technology 12 12
People 13 9

The relatively low ranking and slippage of ranking, for economic strength
reflects the fact that both 1992 and 1993 were poor years for the Indian economy as
it suffered thorough macro-economic adjustment. The foreign exchange rescrves
were still low and exports were not growing fast enough. There was only a trickle of
foreign investment. Internationalisation includes the growth of tourism which was
slow after the Avodhya debacle. The sharp decline in the ranking on finance is
inexplicable since primary issues were healthy. and the stock market was doing quite
well. However it was clear that the asset position of most banks was faulty.
Management was ranked on the basis of compensation levels. and other factors
leading to enterprises being managed in an innovative, profitable and responsible
- manner. Indian industry continued-to enjov high levels of protection. The Depart-
ment of Companv Law continued to exercise great authority over the private sector
as the Department of Public Enterprises did on the public sector. ‘“People’’ describes
the status of human development. among women. in terms of training. unemploy-
ment, labour flexibility, etc
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It is only under the heading of Government that there is an improvement in
India’s ranking in 1993 perhaps because of the macro-economic adjustments that
were then under way. v

Thus in terms of how the world industry perceives India, even two years after
the start of economic reforms, there is little change for the better, because of the
many things that remain to be done.

Foreign Direct Investment

Beginning June 1991, the Government of India introduced a stabilization-cum-
structural adjustment program that relied heavily on the interplay of market forces to
promote efficiency and high productivity in the industrial sector so as to make it
globally competitive. The impact of the micro-economic reforms related to Industry
and Trade, Licensing and Direct Foreign Investment during the post-reform period
has been significant as shown below.

Foreign Investment 1991 1992 1993
Approved (Rs. billion) 5.34 389 88.6
Actual inflow of FDI

(Rs. billion) 35 6.7 179

Source: Reserve Bank of India and Secretariat for Industrial Approvals.

An analysis of the FDI approvals sought during the first four-month period of
1994 indicates a significant declining trend vis-a-vis the approvals effected during
1993. The annualized investment approvals for 1994 (based on the four-month
period data) is compared with the approvals effected during 1993, for major inves-
tors (shown in the table below).

Foreign Investment Approved in Rupees Billion

Country J;zn-Apr Annualised Actual Difference
1994 1994 1993

USA 573 17.2 346 — 58%
UK 13 39 6.2 —37%
Germany 0.6 18 18 0%
Japan 0.19 0.6 26 —T7%
France 0.19 0.6 1.3 — 54% .
UAE 0.5 1.5 40 - 63%
ALL COUNTRIES

INCLUDING ABOVE 13.1 393 88.6 — 55%
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